FSA 2007/1

GLOSSARY (MIFID) INSTRUMENT 2007

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the powers
listed in Schedule 4 to the General Provisions Sourcebook (Powers exercised).

B. The rule-making powers referred to above are specified for the purpose of section
153(2) (Rule-making instruments) of the Financial Services and Markets Act 2000.

Commencement
C. This instrument comes into force on 1 November 2007.

Amendments to the Handbook

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

E. This instrument may be cited as the Glossary (MiFID) Instrument 2007.

By order of the Board
25 January 2007



Annex

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

abbreviated
distance

marketing
information

advising on
investments,
advising, advise

ancillary service

the information listed in COBS 6 Annex 2R (Abbreviated distance

marketing information).

the regulated activity, ...

any of the services listed in Section B of Annex | to MiFID:, that is:

(a)

safekeeping and administration of financial instruments for
the account of clients, including custodianship and related
services such as cash/collateral management;

granting credits or loans to an investor to allow him to carry
out a transaction in one or more financial instruments, where
the firm granting the credit or loan is involved in the
transaction;

advice to undertakings on capital structure, industrial strategy
and related matters and advice and services relating to
mergers and the purchase of undertakings:;

foreign exchange services where these are connected to the
provision of investment services;

investment research and financial analysis or other forms of
general recommendation relating to transactions in financial
instruments;

services related to underwriting; and

investment services and activities as well as ancillary services
within (a) to (f), above, related to the underlying of the
derivatives included under Section C -5, 6, 7 and 10, that is
(in accordance with that Annex and Recital 21 to, and Article
39 of, the MiFID Regulation):

(i) commodities;

climatic variables;

(ii)
(iii)  freight rates;
(iv)

emission allowances;




approved
reporting
mechanism

BIPRU 50K firm

BIPRU 125K firm

V) inflation rates or other official economic statistics;

(vi) telecommunications bandwidth;

(vii) commodity storage capacity;

(viii) transmission or transportation capacity relating to
commodities, where cable, pipeline or other means;

(ix)  anallowance, credit, permit, right or similar asset
which is directly linked to the supply, distribution or
consumption of energy derived from renewable
resources;

(x)  ageological, environmental or other physical variable;

(xi)  any other asset or right of a fungible nature, other than
a right to receive a service, that is capable of being
transferred;

(xii) an index or measure related to the price or value of, or
volume of transactions in any asset, right, service or

obligation:;

where these are connected to the provision of investment
services or ancillary services.

[Note: article 4(1)(3) of MiFID]

a trade-matching or reporting system approved by the FSA in
accordance with Section 412A of the Act.

has the meaning in BIPRU 1.1.20R (Types of investment firm:
BIPRU 50K firm) which in summary is a BIPRU investment firm
that satisfies the following conditions:

()

(b) it does not hold clients' money or securities in relation to
investment services it provides and it is not authorised to do
so; and

(©) it is not a UCITS investment firm:;_and

(d) it does not operate a multilateral trading facility.

has the meaning in BIPRU 1.1.19R (Types of investment firm:
BIPRU 125K firm) which in summary is a BIPRU investment firm
that satisfies the following conditions:

1)



branch

CAD investment
firm

claim

Lnims handli

client

4) it is not a UCITS investment firm:; and

5) it does not operate a multilateral trading facility.

(@)

(b) (in relation to an investment firm):

(0 ) . .
et'ple,tee of b'usmess “.l"e.l' is-a-partota |||.uest||’|e||t'
firmy-Rotbeing-the-principal p_laee of bus_lness ”.l"el'
I'|as Ho-separate 'Iegalﬁ pmsle_neltlltly a'nel Wiieh BIF.GuIE:ES
been-autherized-a place of business other than the
head office which is a part of an investment firm,
which has no legal personality and which provides
investment services and/or activities and which may
also perform ancillary services for which the firm has
been authorized:;

(i)  forthepurposes-of-thetnvestment-ServicesDirective
. ]
ell” tlne_plaees of buﬁ_sumss_ SI elt le"' the Same EE,|: State
EEA State are to be regarded as a single branch; all
the places of business set up in the same EEA State by
an investment firm with headquarters in another EEA
State are regarded as a single branch;

[Note: article 4(1)(26) of MiFID]
(c)

has the meaning set out BIPRU 1.1.14R (Types of investment firm:
CAD investment firm), which in summary is an investment firm that
is subject to the requirements imposed by the4SBMIFID (or which
would be subject to that Directive if its head office were in an EEA
State) but excluding a bank, a building society, an ELMI, a credit
institution, a local and an exempt CAD firm.

(1)

(2) (in €OB~ICOB, INSPRU, SUP and TC) a claim under a
contract of insurance.

[deleted]

(1)  (exceptin PROF, in relation to a home finance transaction and
SYSC-10) has the meaning given in COBS 3.2, that is (in summary
and without prejudice to the detailed effect of COBS 3.2) a person to
whom a firm provides, intends to provide or has provided a service in




chentagreement

client agreement

the course of carrying on a requlated activity, or in the case of MiFID
business or the equivalent business of a third country investment firm,

an ancillary service; any-person-with-er-forwhoem-a-firm-conducts-or

{€) aventurecapitalcontact

4) (in relation to a regulated mortgage contract, except in PROF
and-SY-SC-10) the individual or trustee who is the borrower or
potential borrower under that contract.

G) ...

[deleted]

the rules in COBS 9 (Client agreements).

rules

client bank
account

client's best
interests rule

client equity

€] (other than in CASS 7 and principally in CASS 4 and CASS 5):
(a)
(2) (inCASS 7):

(a) an account at a bank which:

(i) holds the money of one or more clients;

(i)  isin the name of the firm; and

(iii)  isacurrent or a deposit account; or

(b)  amoney market deposit account of client money
which is identified as being client money.

COBS 2.1.1R.

the amount which a firm would be liable (ignoring any non-cash
collateral held) to pay to a client (or the client to the firm) in respect




balance of his margined transactions if each of his open positions was
liquidated at the closing or settlement prices published by the relevant
exchange or other appropriate pricing source and his account closed.
This refers to cash values and does not include non-cash collateral or
other designated investments held in respect of a margined
transaction.

client money @) {-COB-and-CASS2t6-CASS4)-subject-to-the-client-money

(in CASS 2 and CASS 4, and, in so far as it relates to matters
covered by CASS 2 or CASS 4, COBS) subject to the client
money rules, money of any currency which, in the course of
carrying on designated investment business that is not MiFID
business, a firm holds in respect of any investment agreement
entered into, or to be entered into, with or for a client, or
which a firm treats as client money in accordance with the
client money rules.

(2)  (inCASS5)...:.

(2A) (in CASS 6 and CASS 7 and, in so far as it relates to matters
covered by CASS 6 or CASS 7, COBS) subject to the client
money rules, money of any currency that a firm receives or
holds for, or on behalf of, a client in the course of, or in
connection with, its MiFID business.

(3)  (in PRU-9 MIPRU):

(@)

client money CASS 7.9.
(MiFID business)
distribution rules

client money rules (a) (in CASS 2, UPRU and €OB _CASS 4) CASS 4.1 to CASS 4.3;
(b) (in CASS 5) CASS 5.1 to CASS 5.5; -

() (in CASS 6 and CASS 7) CASS 7.1 to CASS 7.8;

(o)) (in CASS 3 and in COBS) CASS 4.1 to CASS 4.3 and CASS 7.1
to CASS 7.8.

close links Q) (in relation to MiFID business) a situation in which two or
more persons are linked by:

(a) participation which means the ownership, direct or by




COBS
COB

commodity

common platform

outsourcing rules

communicate

way of control, of 20% or more of the voting rights or
capital of an undertaking;

(b) control which means the relationship between a parent
undertaking and a subsidiary, in all the cases referred
to in Article 1(1) and (2) of Directive 83/349/EEC, or
a similar relationship between any person and an
undertaking, any subsidiary undertaking of a
subsidiary undertaking also being considered a
subsidiary of the parent undertaking which is at the
head of those undertakings.

[Note: article 4 (1)(31) of MiFID]

A situation in which two or more persons are permanently linked to
one and the same person by a control relationship is also to be
regarded as constituting a close link between such persons.

(2) (except i where (1) applies, in SUP 3 (Auditors) and SUP 4
(Actuaries)) (in accordance with paragraph 3(2) efin Schedule
6 to the Act (Close links)) ...

2)(3) (in-except where (1) applies, in SUP 3 (Auditors) and SUP 4
(Actuaries)) ...

the Conduct of Business sourcebook from 1 November 2007.

the Conduct of Business sourcebook up to 1 November 2007.

1) E for i ¢ caleulati itionrisl
reguirements) (except for (2) and (3)) a physical asset ...

(@)

(3) (inrelation to the MiFID Regulation, including the definitions
of a financial instrument and an ancillary service) any goods of
a fungible nature that are capable of being delivered, including
metals and their ores and alloys, agricultural products, and
energy such as electricity, not including services or other items
that are not goods, such as currencies or rights in real estate, or
that are entirely intangible.

[Note: article 2(1) of the MiFID Requlation]

SYSC 8.1.1R to SYSC 8.1.12R.

(in relation to a financial promotion) {ir-aceordance-with-section
21} %3)& ell tl'e.’ et (.I zleSt“et'e'.'S oA I||||a||eE|aI plemet_len:) ang-artiele
communicationsto communicate in any way, including causing a



community issuer

communication to be made or directed.

[Note: section 21(13) of the Act (Restrictions on financial promotion)
and article 6(d) of the Financial Promotion Order (Interpretation:
communications)]

an issuer which has its reqistered office in the Community.

competent
authority

complaint

complaints
handling rules

complaints record

[Note: article 2(3) of the MiFID Requlation]
(1)

(4)  the authority, designated by each EEA State in accordance
with Article 48 of MiFID, unless otherwise specified in
MIFID.

[Note: article 4(1)(22) of MiFID]

5) (in REC) in relation to an investment firm or credit institution,
means the competent authority in relation to that firm or
institution for the purposes of MiFID.

(6) (in COBS 13.4) the authority designated by each EEA State in
accordance with Article 11 of the Market Abuse Directive.

[Note: article 1(7) of the Market Abuse Directive]

(6] (in COAF) any expression of dissatisfaction about the manner
in which the FSA has carried out its statutory functions other
than its legislative functions.

(2)  (only in relation to MiFID business in DISP 1.1, the
complaints handling rules and the complaints record rules)
any oral or written expression of dissatisfaction, whether
justified or not, from, or on behalf of, a person about the
provision of, or failure to provide, a financial service, where
such complaint involves an allegation that the complainant
has suffered, or may suffer, financial loss, material distress or
material inconvenience.

DISP 1.2.

DISP 1.5.

rules

consumer

(1) (except as specified in this definition) any natural person




consumer
awareness rules

contract for
differences

controlled activity

(2

2(3)

&34

acting for purposes outside his trade, business or profession.

[Note: article 2 of the Distance Marketing Directive, article 2

of the Unfair Terms in Consumer Contracts Directive

(93/13/EEC) and article 2 of the E-Commerce Directive]

in relation to ...

(in relation to the protection of consumers objective ...

(in relation to the establishment and maintenance of the
Consumer Panel (section 10 of the Act (The Consumer
Panel))) (as defined in section 10(7) of the Act) a person
within (3) other than an authorised person.

DISP 1.4.

the investment, specified in article 85 of the Regulated Activities
Order (Contracts for differences etc), which is rights under:

(@)
(b)

a contract for differences; or
any other contract the purpose or pretended purpose of which
is to secure a profit or avoid a loss by reference to fluctuations
in:

(i) the value or price of property of any description; or

(i) an index or other factor designated for that purpose
in the contract; or

a derivative instrument for the transfer of credit risk to which
article 85(3) of the Requlated Activities Order applies.

[Note: paragraph 8 of Section C of Annex 1 to MiFID]

(in accordance with section 21(9) of the Act (The classes of activity
and investment)) any of the following activities specified in Part 1 of
Schedule 1 to the Financial Promotions Order (Controlled Activities):



core-investment
sepvice

corporate finance
contact

credit institution

@ ...

(fa) operating a multilateral trading facility (paragraph 4A);

@) ...

(m) arranging qualifying credit etc. (paragraph 10A-ceming-inte
force 31st October 2004);

(n) advising on qualifying credit etc. (paragraph 10B-eeming-inte
foree-31st-October2004);

(o) agreeing to carry on specified kinds of activity (paragraph 11)
which are specified in paragraphs 3 to 10B (10B-frem-31
Oectober2004) (other than paragraph 4A) of Part 1 of Schedule 1
to the Financial Promotion Order-;

(p) (inrelation to COBS 5.2.4R and COBS 5.4.1R) also a marketing
communication made by a MiFID investment firm or a third
country investment firm that relates to an ancillary service.

[deleted]

(when a firm carries on designated-investment-business requlated

activities with or for a person in the course of or as a result of either
carrying on corporate finance business with or for a client, or
carrying on corporate finance business for the firm’s own account)

that person in connection with that desighated-investment-business

requlated activity if;

(@)

(1) (except in REC) (in accordance with Articles 4(1) and 107 of
the BCD):

&) (a) anundertaking whose business is to receive deposits or
other repayable funds from the public and to grant credits
for its own account; or

) (b) an electronic money institution within the meaning of the
E-Money Directive;

but so that:

10



custody rules

customer

dealing on own

3) (c) (except for the purposes of GENPRU, ELM and BIPRU)
an institution within (2) that does not have the right to
benefit from the mutual recognition arrangements under
BCD is excluded; and

) (d) for the purposes of BIPRU 10 (Concentration risk
requirements) it means:

&) (i) acredit institution as defined by (1) to (2) that has
been authorised in an EEA State; or

(b) (if) any private or public undertaking which meets the
definition in (1) to (2) and which has been
authorised in a non-EEA state.

(see also BCD credit institution, full credit institution, full
BCD credit institution and Zone A credit institution.)

(2) (in REC):
(a) acredit institution authorised under the Banking
Consolidation Directive; or

(b) an institution which would satisfy the requirements for
authorisation as a credit institution under the Banking
Consolidation Directive if it had its registered office (or if it
does not have a registered office, its head office) in an EEA
State.

(1)  (in CASS 2) CASS 2.
(2)  (in CASS 6) CASS 6.

(1) (except in relation to €6B-3, ICOB, MCOB 3 and CASS 5) a
client who is not a-market-counterparty an eligible

counterparty for the relevant purposes.

(2) (in relation to G6B-3-anrd MCOB 3) a person in (1) or a
person who would be such a person if he were a client.

(3) (in relation to ICOB) a policyholder, or a prospective
policyholder but (except in ICOB 2 (general rules), ICOB 7
(claims handling) and (in respect of those chapters) ICOB 1
(application and purpose)) excluding a policyholder or
prospective policyholder who does not make the arrangements
preparatory to him concluding the contract of insurance.

4 (in relation to CASS 5) a client.

trading against proprietary capital resulting in the conclusion of

11



account

detailed
requirements on
costs and

associates charges

transactions in one or more financial instruments.

[Note: article 4(1)(6) of MIFID]

disclosure
obligations

discretionary
investment
manager

designated
investment
business

distance
communications
rules

distance contract

(in COBS) the requirements of COBS 7.1.8R.

(in REC) the initial, ongoing and ad hoc disclosure reqguirements
contained in the relevant articles and given effect:

(1) in the United Kingdom by Part 6 of the Act and Part 6 rules
(within the meaning of section 73A of the Act); or

(2) inanother EEA State by legislation transposing the relevant
articles in that State.

(in COBS and (in relation to firm type) in SUP 16.10 (Confirmation of
standing data)) a person who, ...

any of the following activities, specified in Part Il of the Regulated
Activities Order (Specified Activities), which is carried on by way of
business:

@) ...
(da)

(e) ...

operating a multilateral trading facility (article 25D);

the rules in COBS 6 (Distance communications).

any contract concerning financial services, the making or
performance of which constitutes or is part of a regulated activity,
concluded between a supplier and a consumer under an organised
distance sales or service provision scheme run by the supplier
contractual-providerof-the-service who, for the purpose of that
contract, makes exclusive use (directly or through an intermediary) of
one or more means of distance communication up to and including
the time at which the contract is concluded.

[Note: articles 2(a) and (e) of and recital 19 to the Distance
Marketing Directive]

12



distance

marketing
disclosure rules

distance

marketing
information

distribution
channels

ECA provider

EEA market
operator

EEA MiFID
investment firm

EEA reqistered
tied agent

EEA simplified
prospectus

EEA simplified
prospectus scheme

COBS 6.1.1R to COBS 6.1.4R.

€] (in COBS) the information listed in COBS 6 Annex 1R.

(2) (in MCOB) the information listed in MCOB 6 Annex 1R.

a channel through which information is, or is likely to become,
publicly available. Information which is “likely to become publicly
available” means information to which a large number of persons
have access.

[Note: article 2(1) of the MiFID implementing Directive]

an electronic commerce activity provider; that is, a firm carrying on
an electronic commerce activity from an establishment in the United

Kingdom.

(in REC) a person who is a market operator whose home state is an
EEA State other than the United Kingdom.

a MiFID investment firm whose Home State is not the United
Kingdom.

a tied agent of a UK MiFID investment firm that is not an appointed
representative and would have been an FSA registered tied agent but
for the fact that it does business in an EEA State that permits
investment firms authorised by the competent authority of that state to
appoint tied agents.

a marketing document which contains information about an EEA
simplified prospectus scheme and meets the requirements of Article
28 of the UCITS directive.

a UCITS scheme which is a recognised scheme under section 264 of
the Act (Schemes constituted in other EEA States).

EEA territorial
scope rule

EEA tied agent

elective eligible

COBS Appendix 1, Part 3 paragraph 1(1) (which provides that the
territorial scope of COBS is modified to the extent necessary to be
compatible with European law).

a tied agent who is an FSA reqgistered tied agent or an EEA reqgistered
tied agent.

a client categorised as an elective eligible counterparty in accordance

counterparty

elective
professional client

with COBS 3.6 (Eligible counterparties).

a client categorised as an elective professional client in accordance
with COBS 3.5 (Professional clients).

electronic

1) (except in COBS) a person who carries on an electronic

13



commerce activity
provider

eligible
counterparty

eligible
counterparty
business

exempt person

execution criteria

commerce activity.

(2) (in COBS) a firm carrying on an electronic commerce activity
from an establishment in the United Kingdom.

[delete the existing definition and replace with the following]

(in accordance with COBS 3.6.1R) a client that is either a per se
eligible counterparty or an elective eligible counterparty.

the following services and activities carried on by a firm:

@ dealing on own account, execution of orders on behalf of
clients or reception and transmission of orders; or

(b) any ancillary service directly related to a service or activity
referred to in (a),

but only to the extent that the service or activity is carried on with or
for an eligible counterparty.

(1) :

(c) section 285(2) or (3) of the Act (Exemption for

recognised investment exchanges and clearing
houses)-;

and

(2) aperson who is exempt from the general prohibition as a result
of section 312A(2) of the Act.

the criteria set out in COBS 12.2.6R, that is:

execution factors

(a) the characteristics of the client including the
categorisation of the client as retail or professional;

(b) the characteristics of the client order;

(c) the characteristics of financial instruments that are the
subject of that order;

(d) the characteristics of the execution venues to which that
order can be directed.

price, costs, speed, likelihood of execution and settlement, size,

execution of
orders on behalf

nature or any other consideration relevant to the execution of an
order.

acting to conclude agreements to buy or sell one or more financial
instruments on behalf of clients.

14



of clients

gxecution venue

[Note: article 4 (1)(5) of MiFID]

for the purposes of the provisions relating to best execution in COBS

execution-only
transaction

exempt CAD firm

fair, clear and not

12.2, execution venue means a reqgulated market, an MTF, a
systematic internaliser, or a market maker or other liquidity provider
or an entity that performs a similar function in a third country to the
functions performed by any of the foregoing.

[Note: article 44(1) of the MiFID implementing Directive]

a transaction executed by a firm upon the specific instructions of a
client where the firm does not give advice on investments relating to
the merits of the transaction and in relation to which the rules on
assessment of appropriateness (COBS 11) do not apply.

1) (except in SYSC and IPRU(INV)) has the meaning set out
BIPRU 1.1.16R (Types of investment firm: exempt CAD
firm) which is in summary an investment firm that satisfies
certain specified conditions.

(2) (in SYSC and IPRU(INV)) a firm in (1) whose head office (or,
if it has a registered office, that office) is in the United
Kingdom.

COBS 4.2.1R.

misleading rule

facilities

fees and
commission
statement

(in relation to a recognised body) the facilities and services which it
provides in the course of carrying on exempt activities, and references
to the use of the facilities of an RIE are to be construed as follows:

references to

(1) dealings on an RIE; or

(2) transactions on an RIE are

(3) references to dealings or transactions which are effected by

means of the RIE's facilities; or

(4) which are governed by the rules of the RIE; and

(5) references to the use of the facilities of an RIE include use which

consists of any such dealings or entering into any such transactions.

[deleted]

15



financial analyst a relevant person who produces the substance of investment research.

[Note: article 2(4) of the MiFID implementing Directive]

Financial the Council Directive of 6 June 2002 relating to financial collateral
Collateral arrangements (No. 2002/47/EC).
Directive

financial instrument (1) (etherthan for the-purposes ef BIRRU-and-GENPRUother
than in (2)) as defined in Article 5 of the Prescribed
Markets and Qualifying Investments Order and Acrticle
1(3) of the Market Abuse Directive, and which
consequently carries the same meaning in the Buy-back
and Stabilisation Regulation):

(@)

2 (for the purposes of BIPRU, ard GENPRU, the common
platform requirements and in relation to MiFID business)
an instrument listed in Section BC of the Annex | to the
ISBMIFID, that is:-and

(@) transferable securities;

money-market instruments;

(b)
(c) units in collective investment undertakings;
(d)

options, futures, swaps, forward rate agreements
and any other derivative contracts relating to
securities, currencies, interest rates or yields, or
other derivative instruments, financial indices or
financial measures which may be settled physically
or in cash;

(e)  options, futures, swaps, forward rate agreements
and any other derivative contracts relating to
commodities that must be settled in cash or may be
settled in cash at the option of one of the parties
(otherwise than by reason of a default or other
termination event);

(f) options, futures, swaps, and any other derivative
contract relating to commodities that can be
physically settled provided that they are traded on a
regulated market and/or an MTF;

(@)  options, futures, swaps, forwards and any other
derivative contracts relating to commaodities, that
can be physically settled not otherwise mentioned

16



SIS

in (f) and not being for commercial purposes,
which have the characteristics of other derivative
financial instruments, having regard to whether,
inter alia, they are cleared and settled through
recognised clearing houses or are subject to reqular
margin calls (see articles 38(1), (2) and (4) of the
MiFID Requlation);

derivative instruments for the transfer of credit
risk;

financial contracts for differences; and

options, futures, swaps, forward rate agreements
and any other derivative contracts relating to

(i) climatic variables;

(i) freight rates;

(iii) emission allowances:;

(iv)  inflation rates or other official
economic statistics;

(V) telecommunications bandwidth;

(vi) commodity storage capacity;

(vii) transmission or transportation
capacity relating to commodities,
where cable, pipeline or other means;

(viii) an allowance, credit, permit, right
or similar asset which is directly
linked to the supply, distribution or
consumption of energy derived
from renewable resources;

(ix)  ageological, environmental
or other physical variable;

(x)  any other asset or right of a fungible
nature, other than a right to receive
a service, that is capable of being
transferred:;

(xi)  anindex or measure related to the
price or value of, or volume of
transactions in any asset, right,
service or obligation;

17



financial
promotion

financial
promotion rules

FSA registered
tied agent

general
application rule

where the conditions in Articles
38(3) and (4) of the MiFID
Requlation are met.

[Note: article 4(1)(17) and section C of annex 1 to
MIiFID and articles 38 and article 39 of the MiFID

Requlation].

nstruments specified in Section C of Annex | of MiFID.

o @ I ith secti 1) of Restrict

(2
(€]

financtal-premetion))an invitation or inducement to engage in

investment activity-;

[Note: section 21 of the Act (Restrictions on financial

promotion]
(in relation to COBS 5.2.4R and COBS 5.4.1R) (in addition to

(1)) a marketing communication made by a MiFID investment
firm or a third country investment firm that relates to an
ancillary service.

(in relation to COBS) any or all of the rules in COBS 4 and
COBS 5 that impose requirements in relation to a financial
promotion but only to the extent that they apply to a financial

promotion.
(in relation to ICOB) €OB-3;-.and-ICOB 3.

(in relation to MCOB) MCOB 3.

a tied agent who is an agent for the purposes of section 39A of the

Act.

COBS 1.1.1R (which in summary provides that COBS applies to a

firm with respect to certain activities carried on from an establishment

Home State

maintained by it in the United Kingdom).

(1)

@)

(in relation to a credit institution) the EEA State in which the
credit institution has been authorised in accordance with the
Banking Consolidation Directive.

(in relation to an investment firm):

@ if the investment firm is a natural person , the EEA
State in which his head office is situated;

(b) if the investment firm is a legal person , the EEA State
in which its registered office is situated er—H-underis
onal lawit . L officet

18



n-which-its-head-office-issituated: ; or

©) if the investment firm has, under its national law, no
reqistered office, the EEA State in which its head
office is situated.

[Note: article 4(1)(20) of MiFID]

(6) (except in REC)...

8 (in relation to a UCITS):

(@ with regard to a UCITS constituted as a unit
trust/common fund, the EEA State in which the
management company’s reqgistered office is situated;

(b) with regard to a UCITS constituted as an investment
company, the EEA State in which the investment
company’s reqistered office is situated.

(9) (inRECQ) in relation to an EEA market operator, the EEA State
in which it has its reqistered office, or if it has no registered
office, its head office.

Home State ¢D)]
regulator

(4) (in REC) the competent authority (within the meaning of
Article (4)(1)(22) of MiFID) of the EEA State which is the
Home State in relation to the EEA market operator concerned.

Host State (1) (in LR and PR) as defined in Article 2.1(n) of the pProspectus
dDirective) the EEA State where an offer to the public is made
or admission to trading is sought, when different from the
Home State.

(2) (except in LR and PR and except in relation to MiFID) the
EEA State in which an EEA firm, a UK firm, or a Treaty firm
Is exercising an EEA right or Treaty right to establish a
branch or provide cross border services.

3) (in relation to MiFID) the EEA State, other than the Home
State, in which an investment firm has a branch or performs
investment services and/or activities or the EEA State in
which a regulated market provides appropriate arrangements
so as to facilitate access to trading on its system by remote
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Host State
regulator

ICD claim

information about

members or participants established in that same EEA State.

[Note: article 4(1)(21) of MiFID]

1) (in relation to an EEA firm eraTFreaty-firm-exercising-an

EEA-rightor Freaty-rightinthe- UK) (as defined in paragraph
9 of Schedule 3 to the Act (EEA Passport Rights)) the

competent authority (under the relevant Single Market
Directive) of an EEA State (other than the United Kingdom) in
relation to the EEA firm concerned.

@)

3) (in REC in relation to a UK RIE) the competent authority
(within the meaning of Article (4)(1)(22) of MiFID) of the
EEA State in which the UK RIE intends to make, or has made,
arrangements to facilitate access to, or use of, a requlated
market or a multilateral trading facility operated by the UK
RIE.

aclaim:

@) against antSB MIFID investment firm (including a credit
institution which is a an-dSB MIFID investment firm), whether
established in the United Kingdom or in another EEA State;
and

(b) in relation to any efthe investment services or activities.

Listed-in-Sectiopn-A-and-paragraph-Lof Section-C-of the
Annex-to-the-1Sb-

the information required to be provided to a retail client by the rules

designated
investments

insurance client

in COBS 15.3 (Information about designated investments).

CASS 5.

money chapter
investment-analyst

investment firm

[deleted]
[delete existing definition and replace with the following]

(1) any person whose regular occupation or business is the
provision of one or more investment services to third parties
and/or the performance of one or more investment activities on
a professional basis.

[Note: article 4(1)(1) of MiFID]

(2) (in REC) a MiFID investment firm, or a person who would be a
MIiFID investment firm if it had its head office in the EEA.
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investment [delete existing definition and replace with the following]

research _ _ _ _
research or other information recommending or suggesting an

investment strategy, explicitly or implicitly, concerning one or
several financial instruments or the issuers of financial instruments,
including any opinion as to the present or further value or price of
such instruments, intended for distribution channels or for the public,
and in relation to which the following conditions are met:

@ it is labelled or described as investment research or in similar
terms, or is otherwise presented as an objective or
independent explanation of the matters contained in the
recommendation;

(b) if the recommendation in question were to be made by an
investment firm to a client, it would not constitute the
provision of a personal recommendation.

[Note: article 24(1) of the MiFID implementing Directive]

investment service [delete existing definition and replace with the following]

any of the following involving the provision of a service in relation to
a financial instrument:

(@ reception and transmission of orders in relation to one or more
financial instruments;

(b)  execution of orders on behalf of clients;

©) dealing on own account;

(d)  portfolio management;

(e) the making of a personal recommendation;

()] underwriting of financial instruments and/or placing of
financial instruments on a firm commitment basis;

(@)  placing of financial instruments without a firm commitment

basis;

(h)  operation of multilateral trading facilities.

[Note: article 4(1)(2) of, and section A of Annex 1 to, MiFID]

investment any of the services and activities listed in Section A of Annex | to
services and MiFID relating to any financial instrument:, that is:
activities; or

(@ reception and transmission of orders in relation to one or more
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investment
services or
activities; or

investment
services and/or
activities

issuer

key facts
disclosure

document key
features

key facts scheme

key-features
scheme

financial instruments;

(b)  execution of orders on behalf of clients;

(©) dealing on own account;

(d)  portfolio management;

(e) the making of a personal recommendation;

) underwriting of financial instruments and/or placing of
financial instruments on a firm commitment basis;

(@)  placing of financial instruments without a firm commitment

basis;

(h)  operation of multilateral trading facilities.

[Note: article 4(1)(2) of, and section A of Annex 1 to, MiFID]

(1) (except in CIS, LR, PR and DR)

(@)

(d) (in relation to certificates representing certain
securities) the person who issued or is to issue the
security to which the certificate or other instrument
relates:;

(e) an entity which issues transferable securities and,
where appropriate, other financial instruments.

[Note: article 2(2) of the MiFID Requlation]

a document required to be prepared by the rules in COBS 14
(Preparing product information) and to be provided to a retail client

by the rules in COBS 15 (Providing product information).

i i t i H k)

|||Is|_|||at|en abeuta.llle_pelley_ xey-leatures selnen_le o stakeholder
peRsion se_lleme ‘“’l'.'el' is-Fequired-to be produces |||_t||e format
speellle.el - COB 6-1(Packaged pleelu.ets and IS’.‘ GIISG|GS.HI8:) o
QQI.B.Q 5, l(Gen;tent ot ke? Ieatu1| €5 alndl HAPOHant |||Ie|||nat||e||| :':e
pension schemes).

means a scheme that is not:

(@ asimplified prospectus scheme; o¢

(b) aqualified investor scheme; or

(c) arecognised scheme under section 264 of the Act (Schemes
constituted in other EEA States).
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licensee

limit order

Lloyd’s market
activities

local firm

MAD Investment

2

(in DISP 2 to DISP 4 and FEES 5) a person who is not a firm
but who is:

@ covered by a standard licence under the Consumer
Credit Act 1974 (as amended); or

(b) authorized to carry on an activity by virtue of section
34(a) of that Act;

(in DISP 1) a person within (1)(a) above only;

and expressions in that Act have the same meaning in this definition.

an order to buy or sell a financial instrument at its specified price

limit or better and for a specified size.

[Note: article 4(1)(16) of MiFID]

any of the following activities specified in Part Il of the Requlated

Activities Order which is carried on by way of business:

@)
(2

3)

4

advising on syndicate participation at Lloyd's;

managing the underwriting capacity of a Lloyd's syndicate as
a managing agent at Lloyd's;

(a) arranging (bringing about) deals in investments; or

(b)  making arrangements with a view to transactions in
investments;

in relation to:

(1) underwriting capacity of a Lloyd's syndicate;

(i)  membership of a Lloyd's syndicate; or

iii rights to or interests in investments in them;

agreeing to carry on any of these activities.

a firm which falls within the definition of "local firm" in Article 3.1P

of CAD, that is a firm dealing for its own account on markets in

financial futures or options or other derivatives and on cash markets

for the sole purpose of hedging positions on derivatives markets, or

dealing for the accounts of other members of those markets and being

guaranteed by clearing members of the same markets, where

responsibility for ensuring the performance of contracts entered into

by such a firm is assumed by clearing members of the same markets.

The Commission Directive of 22 December 2003 implementing the

Recommendations

Market Abuse Directive as reqgards the fair presentation of investment
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Directive

mandate rules
margined contract

margined
transaction

market maker

market operator

recommendations and the disclosure of conflicts of interest (No.

2003/125/EC).
CASS 45 8.

(in COLL, and CASS 4 and CASS 7) any contract in derivatives.
¢D)] (except in CASS 4 and CASS 7) a transaction ...
(2)  (in CASS 4 and CASS 7):

(a)

€] (except in COBS)(in relation to an investment) ...

(2) (in COBS) a person who holds himself out on the financial
markets on a continuous basis as being willing to deal on own
account by buying and selling financial instruments against
his proprietary capital at prices defined by him.

[Note: article 4 (1)(8) of MiFID]

a person who manages and/or operates the business of a requlated

MIFID client
money chapter

MIFID client
money (minimum

market. The market operator may be the requlated market itself.

[Note: article 4(1)(13) of MiFID]

CASS 7

CASS 7.3.1R, CASS 7.3.2R, CASS 7.4.1R, CASS 7.4.5R, CASS
7.4.7R, CASS 7.4.8R, CASS 7.4.11R, CASS 7.6.1R, CASS 7.6.2R and

implementing)

rules

MiFID client
money
segregation
requirements
MiFID custody
chapter

MiFID

implementing
requirement

MiFID
information rules

CASS 7.6.9R.

CASS 7.4.1R and CASS 7.4.11R.

CASS 6.

(€] (in relation to a UK RIE) any of the requirements applicable to
that body under the MiFID Regulation.

(2) (in relation to a body applying for recognition as a UK RIE)
any of the requirements under the MiFID Requlation which, if
its application were successful, would apply to it.

the rules transposing article 19(2) of MiFID and articles 27, 29(7) and
(8) of the MiFID implementing Directive, which are: COBS 4.2.1R;
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COBS 4.3.2R; COBS 4.3.6R; COBS 4.3.7R; COBS 5.2.4R, COBS
5.3.2R, COBS 5.3.6R, COBS 5.3.7R, COBS 5.4.1R and GEN 1.2.2R.

MiFID SYSC 8.1.1R to SYSC 8.1.11R.
outsourcing rules

MTE a multilateral trading facility.

MTEF transaction a transaction concluded by a firm under the rules governing an MTF
with another member or participant of that MTF.

money-market those classes of financial instruments which are normally dealt in on
instruments the money market, such as treasury bills, certificates of deposit and

commercial papers and excluding instruments of payment.

[Note: article 4(1)(19) of MiFID]

multilateral a multilateral system, operated by an investment firm or a market
trading facility operator, which brings together multiple third-party buying and

selling interests in financial instruments — in the system and in
accordance with non-discretionary rules — in a way that results in a
contract in accordance with the provisions of Title Il of MiFID.

[Note: article 4(1)(15) of MiFID]

non core [deleted]
. .

non-directive

client money
chapter

CASS 4

non-directive
—_— ASS 2.
custody chapter CASS 2.

non-independent a research recommendation which:

research
(@ relates to financial instruments; and
(b)  does not constitute investment research.
[Note: article 24(2) of the MiFID implementing Directive]
normal trading (in relation to a trading venue or an investment firm) those hours
hours which the trading venue or investment firm establishes in advance and
makes public as its trading hours.
[Note: article 2(5) of the MiFID Requlation]
operating a the requlated activity in article 25D of the Requlated Activities Order,
multilateral which is, in summary, the operation of a multilateral trading facility

on which MiFID instruments are traded.
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trading facility

option

overseas firm

participant firm

In this definition “MiFID instrument” means any investment:

(a) of the kind specified by articles 76, 77, 78, 79, 80, 81, 83, 84 or
85 of the Requlated Activities Order; or

(b) of the kind specified by article 89 of the Regulated Activities
Order, so far as relevant to an investment falling within (a),

that is a financial instrument.

the investment, specified in article 83 of the Regulated Activities
Order (Options), which is an option to acquire or dispose of:

@) a designated investment (other than an option or one to which
(d) or (e) applies); or

(b) currency of the United Kingdom or of any other country or
territory; or

(©) palladium, platinum, gold or silver; or

(d). acommodity to which article 83(2) of the Requlated Activities
Order applies; or

(e) a financial instrument in paragraph 10 of Section C of
Annex 1 to MiFID to which article 83(3) of the Regulated
Activities Order applies; or

) an option to acquire or dispose of an option specified in (),

(b)-e¥, (c), (d) or (e)

but so that for the purposes of calculating capital requirements for
BIPRU firms and BIPRU 10 (Concentration risk requirements) it also
includes any of the items listed in the table in BIPRU 7.6.18R (Option
PRR: methods for different types of option) and any cash settled

option.

(6] (in relation to MAR 5) a firm which has its registered office
(or, if it has no registered office, its head office) outside the
United Kingdom excluding an incoming EEA firm.

(2 (in any other case) a firm which has its registered office (or, if
it has no registered office, its head office) outside the United
Kingdom.

1) (except in FEES 1 and FEES 6) a firm or a member other than:

@) (as defined in section 213(10) of the Act) (The
compensation scheme) and regulation 2 of the Electing
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Participants Regulations (Persons not to be regarded
as relevant persons) an incoming EEA firm which is:

(1) a credit institution;

(i)  an ¥SB MIFID investment firm; or

payment the information described in COBS 7.3.4R, that is, the amount and
information nature of any payments that the client will have to make, directly or

indirectly, for the personal recommendation.

per se eligible a client categorised as a per se eligible counterparty in accordance
counterparty with COBS 3.6.
per se a client categorised as a per se professional client in accordance with

professional client COBS 3.5.

periodic the information identified in the table in COBS 17 Ann 1 R(2), and if
information the client has not elected to receive trade confirmation information on

a transaction by transaction basis under COBS 17.3.3R, the
information identified in column (2) of COBS 17 Ann 1R(1).

periodic statement a report which a firm is required to provide to a eustemer client under
COB-8-2 COBS 17.3 (Periodic reportingstatements).

personal account  [deleted]
transaction

personal [delete the existing definition and replace with the following]
recommendation
a recommendation that is advice on investments and is presented as
suitable for the person to whom it is made, or is based on a
consideration of the circumstances of that person.

A recommendation is not a personal recommendation if it is issued
exclusively through distribution channels or to the public.

[Note: article 52 of the MiFID implementing Directive]

personal a trade in a designated investment effected by or on behalf of a
transaction relevant person, where at least one of the following criteria are met:

(1)  that relevant person is acting outside the scope of the
activities he carried out in that capacity;

(2)  the trade is carried out for the account of any of the following
persons:

(@ the relevant person;
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portfolio
management

portfolio trade

primary pooling
event

product provider

the spouse or civil partner of the relevant person or
any partner of that person considered by national law
as equivalent to a spouse;

a dependent child or stepchild of the relevant person;

any other relative of the relevant person who has
shared the same household as that person for at least
one year on the date of the personal transaction
concerned;

any person with whom he has close links;

a person whose relationship with the relevant person
is such that the relevant person has a direct or indirect
material interest in the outcome of the trade, other than
a fee or commission for the execution of the trade.

[Note: article 2(7) and article 11 of the MiFID implementing

Directive]

managing portfolios in accordance with mandates given by clients on

a discretionary client-by-client basis where such portfolios include

one or more financial instruments.

[Note: article 4(1)(9) of MiFID]

a transaction in more than one security where those securities are

grouped and traded as a single lot against a specific reference price.

[Note: article 2(6) of the MiFID Requlation]

1)

3)

(1)

(in CASS 7) an event that occurs in the circumstances

described in CASS 7.9.4R (Failure of the authorised firm:

primary pooling event).

(except in ICOB and COB) a firm which is:

()
(i)
(iii)

(iv)

a long-term insurer;
a friendly society;

the operator of a regulated collective investment
scheme or an investment trust savings scheme; or

the operator of a personal pension scheme or
stakeholder pension scheme.
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professional client

provision rules

qualifying holding

gualifying money
market fund

(2)

a client that is either a per se professional client or an elective

professional client (see COBS 3.5.1R).

[Note: article 4(1)(12) of MiFID].

(in COBS) the rules from COBS 15.2.1R to COBS 15.2.5R.

1)

6

(in GENPRU and BIPRU) has the meaning in GENPRU

2.2.203R (Qualifying holdings), which is in summary a direct
or indirect holding of a bank or building society in a non-
financial undertaking which represents 10% or more of the
capital or of the voting rights or which makes it possible to
exercise a significant influence over the management of that
undertaking.

(otherwise) any direct or indirect holding in an investment
firm which represents 10% or more of the capital or of the
voting rights, as set out in Article 92 of the European
Parliament and Council Directive on the admission of
securities to official stock exchange listing and on information
to be published on those securities (No. 2001/34/EC) or which
makes it possible to exercise a significant influence over the
management of the investment firm in which that holding
subsists.

[Note: article 4(1)(27) of MiFID]

(in CASS 7) a collective investment scheme authorised under
the UCITS Directive or which is subject to supervision and, if
applicable, authorised by an authority under the national law
of an EEA State, and which satisfies the following conditions:

(@ its primary investment objective must be to maintain
the net asset value of the undertaking either constant at
par (net of earnings), or at the value of the investors'
initial capital plus earnings;

(b) it must, with a view to achieving that primary
investment objective, invest exclusively in high guality
money market instruments with a maturity or residual
maturity of no more than 397 days, or reqular yield
adjustments consistent with such a maturity, and with
a weighted average maturity of 60 days. It may also
achieve this objective by investing on an ancillary
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regulated market

requlated market

basis in deposits with credit institutions;

©) it must provide liguidity through same day or next day
settlement.

(2) For the purposes of (1)(b), a money market instrument is to be
considered to be of high quality if it has been awarded the
highest available credit rating by each competent rating
agency which has rated that instrument. An instrument that is
not rated by any competent rating agency is not to be
considered to be of high quality.

3) For the purposes of (2), a rating agency is to be considered to
be competent if it issues credit ratings in respect of money
market funds reqularly and on a professional basis and is an
eligible ECAI within the meaning of Article 81(1) of the
BCD.

[Note: article 18(2) of the MiFID implementing Directive]

[delete existing definition and replace with the following]

a multilateral system operated and/or managed by a market operator,
which brings together or facilitates the bringing together of multiple
third-party buying and selling interests in financial instruments — in
the system and in accordance with its non-discretionary rules —in a
way that results in a contract, in respect of the financial instruments
admitted to trading under its rules and/or systems, and which is
authorised and functions regularly and in accordance with the
provisions of Title |1l of MiFID.

[Note: article 4(1)(14) of MiFID]

a transaction concluded by a firm on a regulated market with another

transaction

regulatory
provisions

related financial

member or participant of that requlated market.

()
(b) (in relation to an investment exchange):

(i)

(i) if it provides, or proposes to provide, clearing services
in respect of transactions other than those effected on
the exchange, the criteria which it applies, or proposes
to apply, when determining to whom it will provide
those services;

()

means a financial instrument, the price of which is closely affected by

price movements in another financial instrument which is the subject
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instrument

relevant articles

relevant business

relevant
investment

relevant issuer

relevant liquid
market

of investment research, and includes a derivative on that other
financial instrument.

[Note: article 25(2) of the MiFID implementing Directive]

(in REC):

(1) Article 6.1 to 6.4 of the Market Abuse Directive;

Articles 3,5, 7, 8, 10, 14 and 16 of the Prospectus Directive;

Articles 4 to 6, 14, 16 to 19 and 30 of the Transparency
Directive; and

(1) to (3).
(in DISP) ...

(in relation to information communicated to a client other than
a financial promotion) designated investment business.

(2)
(3)
(4) Community legislation made under the provisions mentioned in
1)
(2)
(3)

(in relation to a financial promotion) a controlled activity.

(1) (in COBS 13.4 in relation to nvestmentreseareh-a research
recommendation or a public appearance), a designated
investment that is the subject of that research;
recommendation or public appearance,

(2 (in COBS 4 and COBS 5) otherwise ...
(a)

(1) (in relation to a designated investment that is the subject of
investmentresearch, a research recommendation or a public
appearance) the issuer of that designated investment; or

(2) (in relation to a related designated investment that is the
subject of nvestmentresearch-or a public-appearanee public
appearance) either the ...

a market for a share determined in accordance with paragraph 2 and 8
of Article 9 of the MiFID Regulation, in many cases this will be the
Member State where the share or the unit was first admitted to trading
on a requlated market.

[Note: article 9 of the MiFID Requlation]

[deleted]
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requirement to
disclose

information before

providing services

requirement to
disclose

information on
designated
investments and
investment

strateqgies

requirement to
disclose

information on
costs and
associated

charges

research
recommendation

COBS 2.2.2R.

(in COBS) the requirement in COBS 2.2.2R(1)(b).

(in COBS) the requirement in COBS 2.2.2R(1)(d).

research or other information:

(a)

() which:
(i)
(i)

(ili)  expresses an opinion as to the present or future value
or price of such instruments.

In this definition, "financial instruments"” means the following (as
defined in Article 5 of the Prescribed Markets and Qualifying
Investments Order and Article 1(3) of the Market Abuse Directive,
and which consequently carries the same meaning in the Buy-back
and Stabilisation Regulation):

[6)) transferable securities;

units in collective investment undertakings:

money-market instruments;

instruments;

(b)
()
(d)  financial futures contracts, including equivalent cash-settled
(e)

forward interest-rate agreements;
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retail client

rule on voice

telephony
communications

rules on the
disclosure of
commission and
commission

equivalent

scheme

() interest-rate, currency and equity swaps;

(@)  options to acquire or dispose of any instrument falling into
these cateqgories, including equivalent cash-settled
instruments. This category includes in particular options on
currency and on interest rates;

(h)  derivatives on commodities; and

(i) any other instrument admitted to trading on a requlated market
in an EEA State or for which a request for admission to
trading on such a market has been made.

means a private customer.

(6] (other than in relation to the provision of basic advice on
stakeholder products) in accordance with COBS 3.4.1R, a
client who is neither a professional client or an eligible
counterparty; or
[Note: article 4(1)(12) of MiFID]

(2 (in relation to basic advice) the person to whom a firm
provides basic advice on stakeholder products.

COBS 6.1.9R.

(in COBS) the rules in COBS 7.4 (Disclosure of charges,

remuneration and commission).

(1)

()

secondary pooling (1)

event

(@)

(except in COBS, CASS and SUP) a collective investment
scheme.

(in COBS, CASS and SUP)
(@)

(in CASS 4) an event that occurs in the circumstances
described in CASS 4.4.14R (Failure of a bank, intermediate
broker, settlement agent or OTC counterparty: secondary
pooling events).

(in CASS 5) an event that occurs in the circumstances
described in CASS 5.6.14R (Failure of a bank, other broker or
settlement agent: secondary pooling events).

(in CASS 7) an event that occurs in the circumstances
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securities
financing
transaction

share

simplified
prospectus

simplified
prospectus scheme

Single Market
Directives

described in CASS 7.9.14R (Failure of a bank, intermediate
broker, settlement agent or OTC counterparty: secondary
pooling events).

(in COBS, in CASS) an instance of stock lending or stock
borrowing or the lending or borrowing of other financial
instruments, a repurchase or reverse repurchase transaction, or
a buy-sell back or sell-buy back transaction.

[Note: article 2(10) of the MiFID Requlation]

(in any other case) any of the following:

(@)  arepurchase transaction; or

(b) a securities or commodities lending or borrowing
transaction; or

(¢) amargin lending transaction.

(2

(1) (exceptin CIS, LR, ard-DR and REC) the investment ...

(4)

(in REC) shares admitted to trading on a regulated market.

(in relation to a simplified prospectus scheme) a marketing document
containing information about the scheme, which complies with
scheme and complying with the requirements in COLL 4.6.2R COB
6-2-26R-(Production and publication of simplified prospectus) and
COLL 4.6.8R -cOB-6:2.37R (Table: Contents of the simplified
prospectus).

means:

(@)
(b)

a key facts scheme in respect of which a firm has chosen to
produce a simplified prospectus instead of a key facts
disclosure document (see COBS 14.2.3R(2)); key-features
scheme-forwhich-an-election thai—s—pe#mﬁed—by@@%

whether or not the units are held within a PEP, ISA or personal
pension scheme.

as defined b1 of Schedul | E
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statement of
demands and
needs

statutory status
disclosure
statement

subsidiary

suitability letter
report

standard method

of internal client

money
reconciliation

systematic
internaliser

third country
issuer

@) the Banking Consolidation Directive;

(b) the Insurance Directives (within the meaning of paragraph 1
of Schedule 3 to the Act);

(©) the tnvestment Services-Directive MIFID;
(d) the Insurance Mediation Directive; and

(e) {from-13-February-2004) the UCITS Directive.

a statement which complies with COBS 10.4.7R (Contents).

the statutory status disclosure statement required by GEN 4 (Statutory
status disclosure).

(6] (except in relation to MiFID business) (as defined in section
736 of the Companies Act 1985 ...

(2) (in relation to MiFID business) a subsidiary undertaking as
defined in Articles 1 and 2 of Seventh Council Directive on
consolidated accounts (No. 83/349/EEC), including any
subsidiary of a subsidiary undertaking of an ultimate parent

undertaking.
[Note: article 4 (1)(29) of MiFID]

[delete the existing definition and replace with the following]

a report which a firm must provide to its client under COBS 10.4
(Suitability reports) which, among other things, explains why the firm
has concluded that a recommended transaction is suitable for the
client.

CASS 7 Annex 1.

investment firm which, on an organised, frequent and systematic
basis, deals on own account by executing client orders outside a
requlated market or an MTF.

[Note: article 4(1)(7) of MiFID]

an issuer which is not a community issuer.

[Note: article 2(4) of the MiFID Requlation]
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tied agent

top-up cover

trade confirmation

a person who, under the full and unconditional responsibility of only
one MiFID investment firm_or third country investment firm on whose
behalf it acts, promotes investment services and/or ancillary services
to clients or prospective clients, receives and transmits instructions or
orders from the client in respect of investment services or financial
instruments, places financial instruments and/or provides advice to
clients or prospective clients in respect of those financial instruments
or investment services.

[Note: article 4(1)(25) of MiFID]

cover provided by the compensation scheme for claims against an

incoming EEA firm (which is a credit institution, an IMD insurance
intermediary, an IMD reinsurance intermediary or ar-SB a MiFID
investment firm or a UCITS management company) in relation to ...

the information identified in column (1) of the table in COBS 17 Ann

information

trading day

trading venue

transaction

transaction report

1R(1).

(in MAR 7 (Disclosure of information on certain trades undertaken
outside a regulated market or MTF) and SUP 17 (Transaction
reporting)) in relation to post-trade information to be made public
about a share under MAR 7.2.10EU, any day of normal trading in a
share on a trading venue in the relevant liquid market for this share.

[Note: article 4(2) of the MiFID Requlation]

a requlated market, MTF or systematic internaliser acting in its
capacity as such, and, where appropriate, a system outside the
Community with similar functions to a requlated market or MTF.

[Note: article 2(8) of the MiFID Requlation]

only the purchase and sale of a financial instrument. For the purposes
of the MiFID Regulation, excluding Chapter I, this does not include:

[6)) securities financing transactions; or

(b)  the exercise of options or covered warrants; or

©) primary market transactions (such as issuance allotment or
subscription) in financial instruments falling within Article
4(1)(18)(a) and (b) of MIFID.

[Note: article 5 of the MiFID Regulation]

[delete the existing definition and replace with the following]

a report of a transaction which meets the requirements of SUP
17.4.1R and SUP 17.4.2R (Information to appear in transaction

reports).
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transferable
security

Transparency
Directive

turnover

UCITS investment
firm

(1) (in PR and LR) (as defined in section 102A of the Act)
anything which is a transferable security for the purposes of
the-investment-services-directive-MIFID, other than money-
market instruments for the purposes of that directive which
have a maturity of less than 12 months.

@)

(3)  those classes of securities which are negotiable on the capital
market, with the exception of instruments of payment, such
as:

(@ shares in companies and other securities equivalent to
shares in companies, partnerships or other entities, and
depositary receipts in respect of shares;

(b) bonds or other forms of securitised debt, including
depositary receipts in respect of such securities; and

(©) any other securities giving the right to acquire or sell
any such transferable securities or giving rise to a cash
settlement determined by reference to transferable
securities, currencies, interest rates or yields,
commodities or other indices or measures.

[Note: article 4(1)(18) of MiFID]

the European Parliament and Council Directive on the harmonisation
of transparency requirements in relation to information about issuers
whose securities are admitted to trading on a requlated market or
through a comparable mechanism for the disclosure of information
under national requirements of a Member State concerning the
dissemination of information (No. 2004/109/EC).

(in relation to a financial instrument) means the sum of the results of
multiplying the number of units of that instrument exchanged
between buyers and sellers in a defined period of time, pursuant to
transactions taking place on a trading venue or otherwise, by the unit
price applicable to each such transaction.

[Note: article 2(9) of the MiFID Requlation]

[delete existing definition and replace with the following]
a firm which:

(€] is the operator of a UCITS scheme (whether or not it is also
the operator of other schemes); and

(2) has a Part IV permission to manage investments where:

(@ the investments managed include one or more of the
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UCITS
management
company

UK firm

UK MiFID
investment firm

voice telephony

instruments listed in Section C of Annex 1 to MiFID;
and

(b)  the permission extends to activities permitted by
article 5(3) of the UCITS Directive as well as those
permitted by article 5(2).

(except in relation to MiFID business) a firm which is either:

@) a UCITS firm; or
(b) a UCITS investment firm.

(in relation to MiFID business) a management company as
defined in the UCITS Directive.

[Note: article 4 (1)(24) of MiFID]

(except in REC) (as defined in paragraph 10 of Schedule 3 to
the Act (EEA Passport Rights)) ...

(in REC) means an investment firm or credit institution which
has a Part IV permission to carry on one or more requlated
activities.

a MiFID investment firm whose Home State is the United Kingdom

(this may include a natural person provided the conditions set out in

Article 4(1)(1) of MiFID are satisfied).

includes a telephone call.

communication

website conditions

the following conditions (which must be satisfied if a firm provides

information to a client by means of a website containing information

that is not addressed personally to that client):

1)

the provision of that information in that medium must be
appropriate to the context in which the business between the
firm and the client is, or is to be, carried on (that is, there is
evidence that the client has regular access to the internet, such
as the provision by the client of an e-mail address for the
purposes of the carrying on of that business);

the client must specifically consent to the provision of that
information in that form;

the client must be notified electronically of the address of the
website, and the place on the website where the information
may be accessed:;

the information must be up to date; and
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(8)  the information must be accessible continuously by means of
that website for such period of time as the client may
reasonably need to inspect it.

[Note: article 3 of the MiFID implementing Directive]
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A The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets
Act 2000 (“the Act”):
1) section 138 (General rule-making power);
2 section 156 (General supplementary powers); and

3 section 157(1) (Guidance).

B. The rule-making powers listed above are specified for the purpose of section
153(2) (Rule-making instruments) of the Act.
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C. This instrument comes into force on 1 November 2007.
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1) (2)
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Citation

E. This instrument may be cited as the Interim Prudential sourcebook for Investment
Businesses (Exempt CAD firms) Instrument 2007.
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Annex A

Amendments to the Interim Prudential sourcebook for Investment Businesses
(IPRU(INV))

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

Amendments to the Contents page:

Chapter

9 Exempt CAD firms

Amendments to Chapter 1:

1.25 R Table

This table belongs to IPRU(INV) 1.2.4R

Professional firm Chapters 1 and 2

Securities and futures firm (which is not-antSB-a Chapters 1 and 3

MiFID investment firm) era-category-D-firm-(as
ofinod i ey, ;

Securities and futures firm (which is an exempt Chapters 1 and 3
BIPRU commodities firm)

Securities and futures firm (which is an exempt Chapters 1, 3and 9
CAD firm other than a firm which was subject to the
requirements of Chapter 10 before 1 November

2007)

The Society of Lloyd's (in relation to underwriting Chapters 1 and 4
agents) and members’ advisers

Investment management firm (which is not an Chapters 1 and 5
exempt CAD firm)

Investment management firm (which is an exempt Chapters 1, 5and 9

CAD firm)




Service company Chapters 1 and 6

Securities and futures firm which is alse-antSbB-a Chapters 1 and 10

MIFID investment firm)-er-a-categery-D-firm-(as
definedHnHRPRUIINVA-10-App-and a local firm

Securities and futures firm (which is an exempt Chapter 1, 9 and 10
CAD firm and was subject to the requirements of
Chapter 10 before 1 November 2007)

Personal investment firm Chapters 1 and 13

Amendments to Chapter 3:

3-1

3-10(2)

(@)

R

This chapter applies to a securities and futures firm which;

(a) isnotanr MIFID investment firm era-categery-BD-firm;

(b) s asecurities and futures firm which is an exempt CAD firm and
which was not subject to the requirements of chapter 10 before 1
November 2007; or

(c) isan exempt BIPRU commodities firm.

The financial resources rules for an exempt CAD firm are set out in
IPRU(INV) chapter 9. As such, rules 3-61 to 3-182 do not apply to an
exempt CAD firm unless it carries on any regulated activity other than
MiFID business (see IPRU(INV) 9.2.3R). An exempt CAD firm remains
subject to the non-financial resources rules (rule 3-10 to rule 3-41(9))
contained in this chapter.

A firm must keep accounting records in such a manner that they are
sufficient to show and explain the firm's transactions and commitments
(whether effected on its own behalf or on behalf of others) and in
particular so that these records:

(a)

(b) demonstrate whether or not the firm is or was at that time complying




with its financial resources requirement or, in the case of an exempt
CAD firm, its obligations under IPRU(INV) 9; and

3-60 Firms to which Rules 3-61 to 3-182 apply

Exempt CAD firms

3-60(8) R Rules 3-61 to 3-182 do not apply to an exempt CAD firm, unless it carries
on any requlated activity other than MiFID business.
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Amendments to Chapter 5:

51.1(1)@@) R

TABLE 5.1.1(1)(A) APPLICATION OF CHAPTER 5
1sb OPS Firms  Non-OPS Individuals
FirmsExempt (see Note 1 Life Offices  admitted to
CAD firms below) and Non- membership

OPS Local  collectively
Authorities

Financial resources rules

52.1(1)to  ¥esNo (see
5.2.7(5) Note 3

below)




Note 2

Note 3

5.3.1(1)

The financial resources rules for an exempt CAD firm are set out in IPRU(INV)

chapter 9. However, rules 5.2.1(1) to 5.2.7(5) apply to an exempt CAD firm

for the purpose of calculating its own funds requirement (see IPRU(INV)

9.2.8R(2)(a)) and if it carries on any requlated activity other than MiFID

business (see IPRU(INV) 9.2.3R). An exempt CAD firm remains subject to the

non-financial resources rules (rule 5.3.1(1) to rule 5.5.1(1)) contained in this

chapter.

R

A firm must ensure that it maintains adequate accounting records and
must prepare and submit such reports as are required by the FSA in a
timely manner. A firm's records must:

1)

(2)  enable the firm to demonstrate its continuing compliance with its
financial resources requirements or, in the case of an exempt CAD
firm, its obligations under IPRU(INV) 9; and

Amendments to Chapter 10:

10-B

R

®

This chapter applies to a securities and futures firm which is:

(1) anexempt CAD firm (which was subject to Chapter 10 before 1
November 2007); or

(2) aMiFID an-investment firm, and-to-a-categery-B-firm which is a

local firm.

The financial resources rules for an exempt CAD firm are set out in
IPRU(INV) chapter 9. However, rules 10-61 to 10-176 apply to an
exempt CAD firm for the purpose of calculating its own funds (see
IPRU(INV) 9.2.8R(2)(b)) and if it carries on any requlated activity other
than MiFID business (see IPRU(INV) 9.2.3R). An exempt CAD firm
remains subject to the non-financial resources rules (rule 10-10 to rule




10-10(2)

10-60(2)

10-61(8)

10-73(1)

R

R

R

R

10-12(6)) contained in this chapter.

A firm must keep records in such a manner that they are sufficient to
show and explain the firm's transactions and commitments (whether
effected on its own behalf or on behalf of others) and in particular so that
these records:

()

(b) demonstrate whether or not the firm is or was at that time
complying with its financial resources requirement_or, in the case
of an exempt CAD firm, its obligations under IPRU(INV) 9; and

Category-D-firms Exempt CAD firms

Rules 10-61 to 10-176 apply to an eategery-B exempt CAD firm only for
the purpose of calculating its own funds and if it carries on any requlated

activity other than MiFID business;-exeept-thata-corporate-finance
l' = v 1 ..'A'. . a a ! 1 an l.. . l'l ‘alaala \/ 'l'.

A firm's initial capital must be:

(a)

(b) for a category B firm: € 125,000; or
(c) foracategory C firm: € 50,000:-o+.

(d) for an exempt CAD firm which carries on any regulated activity
other than MiFID business and a local firm: € 50,000.

[Note: Article 67(2) of MiFID and Article 6 of CAD (in relation to
a local firm)]

Afirm's The expenditure requirement for a local firm must be 1/4 of its
relevant annual expenditure calculated in accordance with (2) to (4)
below:

@ f ; hich i ible for i .
. I ith (2} to-(4) below:
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Amendments to Chapter 13:

In the following provisions, references to "Category A firm" are changed to "exempt CAD

firm":

13.1

Table 13.1(1) (paragraphs 2 and 3)
13.2.1R

13.2.2G

Table 13.A

13.3.1R

13.3.2R

13.3.2AR (1), (2), (3), (4), (5)
13.4.1R

13.4.2R

135.1R

13.5.2R (1), (2), (3)

13.5.4R

13.5.4AR

13.5.5R

13.5.5CR

13.6.1R

13.6.2R

13.6.2AR

13.6.2BR

13.6.2CR

13.6.2DR

13.7.2BR

13.8.2R

the definitions of 'Category Al firm', 'Category A2 firm', 'Category A3 firm' and
‘Category B firm' in the IPRU (INV) 13 glossary

R (1) This chapter applies to a firm which is a personal investment firm.

(2) Seections13-1t0-13.8-apphy-te-For a personal investment firm which is
an-Category-A-exempt CAD firm_the following apply:

(@) sections 13.1 and 13.1A; and

(b) sections 13.2 to 13.8 or (if prior to 1 November 2007 the firm
was subject to sections 13.9 to 13.12) 13.9 to 13.12 (see

13.1A.2).

©)



13.1.4(1) R (1) Afirm must take out and maintain at all times professional indemnity
insurance that is at least equal to the requirements of 13.1.4(2) to
13.1.4(15).

(2) Paragraph (1) does not apply to an exempt CAD firm unless it chooses
to comply with these rules (see 13.1A).

Policy Terms

13.1.4(2) R

Limits of Indemnity — IMD insurance intermediary or an exempt CAD firm

(b)  ifthe firmis an IMD insurance intermediary or an exempt CAD firm
that maintains professional indemnity insurance under 13.1A.3(1)(b),
appropriate minimum limits of indemnity per year; which are;H-the

firm-isan-HMbB-insurance-intermediary; no lower than:

(i)  €1,000,000 for a single claim against the firm; and

(i)  €1,500,000 in the aggregate;

[Note: Article 67(3) of MiFID and Article 7 of CAD (see also rule
13.1A.3)]

(c) ifthe firmis both an IMD insurance intermediary and an exempt CAD
firm that maintains professional indemnity insurance under
13.1A.4(1)(b), appropriate additional limits of indemnity to
13.1.4(2)(b) per year which are no lower than:

(1)  €500,000 for a single claim against the firm; and

(ii) €750,000 in the aggregate.

[Note: Article 67(3) of MiFID and Article 8 of CAD (see also rule
13.1A.4)]

Limits of Indemnity — Nen-HMB-insurance-irtermediary Other firms

{e)(d) if the firm is not an IMD insurance intermediary or an exempt CAD
firm, then the following limits of indemnity apply:

(i)

The following text is all new and is not underlined.



After section 13.1 insert section 13.1A as follows:

13.1A

13.1A1

13.1A.2

13.1A.3

13.1A4

Financial resources requirements for an exempt CAD firm

Application

R This section applies to a personal investment firm which is an exempt CAD

firm.

Initial capital and professional indemnity insurance requirements

R The financial resources requirement for a personal investment firm which
is an exempt CAD firm is the higher of:

1)
(2)
R ()
(2)
R (1)

the requirement that is applied by section 13.1A; and

(@)
(b)

the requirement that is applied by sections 13.2 to 13.8; or

(if prior to 1 November 2007 the firm was subject to sections
13.9 to 13.12) the requirement that is applied by those sections
(but reading references to Category B firm as references to the
firm).

A firm which is not an IMD insurance intermediary must have:

(a)
(b)

(©)

initial capital of €50,000; or

professional indemnity insurance at least equal to the
requirements of 13.1.4(2)(b) and 13.1.4(3) to 13.1.6; or

a combination of initial capital and professional indemnity
insurance in a form resulting in a level of coverage equivalent
to (a) or (b).

[Note: Article 67(3) of MiFID and Article 7 of CAD (see also rule
13.1.4(2)(b))]

If a firm chooses to comply with either (b) or (c) above, it must
nevertheless have initial capital of at least £5,000.

A firm that is also an IMD insurance intermediary must have
professional indemnity insurance at least equal to the limits set out
in 13.1.4(2)(b) and in addition has to have:

(@)
(b)

©)

initial capital of €25,000; or

professional indemnity insurance at least equal to the
requirements of 13.1.4(2)(c) and 13.1.4(3) to 13.1.6; or

a combination of initial capital and professional indemnity

insurance in a form resulting in a level of coverage equivalent
to (a) or (b).
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[Note: Article 67(3) of MiFID and Article 8 of CAD (see also rule
13.1.4(2)(c))]

(2) Ifafirm chooses to comply with either (b) or (c) above, it must
nevertheless have initial capital of at least £5,000.

13.1.A5 G A trade-off between initial capital and professional indemnity insurance is
appropriate such that € 1 of initial capital is the equivalent of professional
indemnity insurance cover of € 20 for a single claim against the firm and
€ 30 in aggregate.

Ongoing capital requirements

13.1A.6 R Afirm must, at all times, maintain a combination of professional
indemnity insurance and own funds, (own funds to be calculated in
accordance with 13.3.2R), at least equal to the requirements in this chapter
for professional indemnity insurance and initial capital.

Initial capital
13.1A.7 R Afirm's initial capital consists of the sum of the following items:
(1) ordinary share capital which is fully paid;

(2) perpetual non-cumulative preference share capital which is fully
paid;

(3) share premium account;

(4) reserves excluding revaluation reserves;
(5) audited retained earnings;

(6) externally verified interim net profits;
(7) partners' capital;

(8) eligible LLP members' capital (in accordance with the provisions of
IPRU(INV) Annex A); and

(9) sole trader capital.
Perpetual non-cumulative preference share capital

13.1A.8 R A firm may include preference share capital in initial capital only where
any coupon on it is not cumulative, and the firm is under no obligation to
pay a coupon in any circumstances.
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13.1A.9

13.1A.10

13.1A11

13.1A.12

13.1A.13

Audited retained earnings

R

When calculating initial capital, a firm may include its audited retained
earnings only after making the following adjustments:

(1) afirm must not recognise the fair value reserves related to gains or
losses on cash flow hedges of financial instruments measured at
amortised cost;

(2) inrespect of a defined benefit occupational pension scheme, a firm
must derecognise any defined benefit asset;

(3) afirm must not include any unrealised gains from investment
property (these should be reported as part of revaluation reserves);

(4) where applicable, a firm must deduct any asset in respect of
deferred acquisition costs and add back in any liability in respect of
deferred income (but excluding from the deduction or addition any
asset or liability which will give rise to future cash flows), together
with any associated deferred tax.

Externally verified interim net profits or current account

R

R

A firm may include interim net profits or current account when
calculating initial capital to the extent that they have been verified by the
firm's external auditor and are net of any foreseeable tax, dividend and
other appropriations.

When calculating initial capital, a firm may include its partners’ capital
only after making the following adjustments:

(1) afirm must not recognise the fair value reserves related to gains or
losses on cash flow hedges of financial instruments measured at
amortised cost;

(2) in respect of a defined benefit occupational pension scheme, a firm
must derecognise any defined benefit asset;

(3) where applicable, a firm must deduct any asset in respect of
deferred acquisition costs and add back in any liability in respect of
deferred income (but excluding from the deduction or addition any
asset or liability which will give rise to future cash flows), together
with any associated deferred tax.

Defined benefit pension scheme: defined benefit liability

R

G

For the calculation of initial capital, a firm may substitute for a defined
benefit liability the firm's deficit reduction amount. The election must be
applied consistently in respect of any one financial year.

A firm should keep a record of and be ready to explain to its supervisory
contacts in the FSA the reasons for any difference between the deficit

12



reduction amount and any commitment the firm has made in any public
document to provide funding in respect of a defined benefit occupational
pension scheme.

Appendix 13(1)
Defined terms for Chapter 13

initial capital means the initial capital of a firm calculated in accordance with
13.1A.7.

In the following text, underlining indicates new text and striking through indicates deleted
text.

Amendments to Chapter 14:

14.1.1 R Subject to rule 14.1.2, consolidated supervision and this chapter apply to
a firm which is a member of a group if:

(1)
(b) asecurities and futures firm, subject to the financial rules in

Chapter 10, unless the firm is an eategery-D-firm-exempt
CAD firm; or

13



In the following text, underlining indicates new text.

Annex A: LIMITED LIABILITY PARTNERSHIPS: ELIGIBLE MEMBERS' CAPITAL

1.5 G The following rules allows inclusion of members' capital within a firm's
capital if it meets the conditions in this annex:

Chapter | IPRU(INV) rule | How eligible LLP members' capital should be treated for
the purposes of the IPRU(INV) rule

3] e e

9 9.3.1 Eligible LLP members' capital may be counted as initial
capital within IPRU(INV) 9.3.1

10

13 Table 13.3.2(1) Eligible LLP members' capital may be counted as own funds

relating to companies in Table 13.3.2(1) and Table 13.10(2).
Table 13.10(2)

Eligible LLP members' capital may be counted as initial
13.1A.7 capital within IPRU(INV) 13.1A.7.
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Annex B

Amendments to the Interim Prudential sourcebook for Investment Businesses
(IPRU(INV))

In this Annex, all the text is new and is not underlined.
Insert the following new chapter as Chapter 9 of IPRU(INV):
Chapter 9: Financial resources requirements for an exempt CAD firm
9.1 Application
9.11 R This chapter applies to an exempt CAD firm which is:
(1) an investment management firm; or
(2) asecurities and futures firm.
9.2 General requirements

9.2.1 G For an exempt CAD firm, the rules contained within this chapter replace
the rules in respect of financial resources and financial resources
requirements contained within Chapter 3, 5 or 10, as applicable.
However, an exempt CAD firm must continue to comply with the
requirements of Chapter 3, 5 or 10, as applicable, for its non-financial
resources related requirements and to the extent it is referred to Chapter
3, 5 and 10 by a rule in this chapter.

9.2.2 R Afirm must be able to meet its liabilities as they fall due.

9.2.3 R Anexempt CAD firm that carries on any regulated activity other than
MiFID business must also have and maintain at all times financial
resources calculated in accordance with the chapter of IPRU(INV) to
which the firm is otherwise subject (Chapters 3, 5 or 10) at least equal to
the requirements set out in the relevant chapter.

Initial capital and professional indemnity insurance requirements — exempt
CAD firms that are not IMD insurance intermediaries

9.24 R (1) Afirmwhichisnotan IMD insurance intermediary must have:
(@ initial capital of € 50,000; or

(b)  professional indemnity insurance covering the whole
territory of the EEA or some other comparable guarantee
against liability arising from professional negligence,
representing at least € 1,000,000 applying to each claim and
in aggregate € 1,500,000 per year for all claims; or

(c) acombination of initial capital and professional indemnity
insurance in a form resulting in a level of coverage
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9.25

9.2.6

9.2.7

)

equivalent to (a) or (b).
[Note: Article 67(3) of MiFID and Article 7 of CAD]

If a firm chooses to meet the requirements of either (b) or (c)
above, it must nevertheless have initial capital of at least £5,000.

Initial capital and professional indemnity insurance requirements — exempt
CAD firms that are also IMD insurance intermediaries

R

1)

)

A exempt CAD firm that is also an IMD insurance intermediary
must comply with the professional indemnity insurance
requirements for a firm that is not and in addition has to have:

(@ initial capital of € 25,000; or

(b) professional indemnity insurance covering the whole
territory of the EEA or some other comparable guarantee
against liability arising from professional negligence,
representing at least € 500,000 applying to each claim and in
aggregate € 750,000 per year for all claims; or

(c) acombination of initial capital and professional indemnity
insurance in a form resulting in a level of coverage
equivalent to (a) or (b).

[Note: Article 67(3) of MiFID and Article 8 of CAD]

If a firm chooses to meet the requirements of either (b) or (c)
above, it must nevertheless have initial capital of at least £5,000.

A trade-off between initial capital and professional indemnity insurance
is appropriate such that € 1 of initial capital is the equivalent of
professional indemnity insurance cover of € 20 for a single claim against
the firm and € 30 in aggregate.

Comparable guarantee

R

(@)

(b)

(©)

If another authorised person which has net tangible assets of more
than £10 million provides a comparable guarantee, a firm can treat
it as an alternative to effecting or maintaining professional
indemnity insurance pursuant to the rules relating to professional
indemnity insurance above.

If the firm is a member of a group in which there is an authorised
person with net tangible assets of more than £10 million, the
comparable guarantee must be from that person.

A comparable guarantee means a written agreement on terms at

least equal to those required by the initial capital and professional
indemnity insurance requirements above to finance the claims that
might arise as a result of the breach by the firm of its duties under
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the regulatory system or civil law.

Ongoing capital requirements

9.2.8 R (1)

A firm must, at all times, maintain a combination of professional
indemnity insurance and own funds, (own funds to be calculated in
accordance with (2)), at least equal to the requirements in this
chapter for professional indemnity insurance and initial capital.

(2) (a) Ifthe firm is an investment management firm its own funds
must be calculated in accordance with the rules in
IPRU(INV) 5.2.1(1) to 5.2.7(5).
(b) If the firm is a securities and futures firm (subject to either
Chapter 3 or Chapter 10) its own funds must be calculated in
accordance with the rules in IPRU(INV) 10.61(1)(B) to 10-
176.
9.3 Calculating initial capital
Initial capital
9.3.1 R Afirm's initial capital consists of the sum of the following items:
(1) ordinary share capital which is fully paid;
(2)  perpetual non-cumulative preference share capital which is fully
paid,;
(3) share premium account;
(4) reserves excluding revaluation reserves;
(5) audited retained earnings;
(6) externally verified interim net profits;
(7)  partners' capital;
(8) eligible LLP members' capital (in accordance with the provisions
of IPRU(INV) Annex A); and
(9) sole trader capital.

Perpetual non-cumulative preference share capital

9.3.2 R A firm may include preference share capital in initial capital only where
any coupon on it is not cumulative, and the firm is under no obligation to
pay a coupon in any circumstances.

Audited retained earnings

17



9.3.3

9.34

9.35

9.3.6

9.3.7

When calculating initial capital, a firm may include its audited retained
earnings only after making the following adjustments:

(1) afirm must not recognise the fair value reserves related to gains or
losses on cash flow hedges of financial instruments measured at
amortised cost;

(2) inrespect of a defined benefit occupational pension scheme, a firm
must derecognise any defined benefit asset;

(3) afirm must not include any unrealised gains from investment
property (these should be reported as part of revaluation reserves);

(4) where applicable, a firm must deduct any asset in respect of
deferred acquisition costs and add back in any liability in respect
of deferred income (but excluding from the deduction or addition
any asset or liability which will give rise to future cash flows),
together with any associated deferred tax.

Externally verified interim net profits or current account

R

A firm may include interim net profits or current account when
calculating initial capital to the extent that they have been verified by the
firm's external auditor and are net of any foreseeable tax, dividend and
other appropriations.

When calculating initial capital, a firm may includes its partners’ capital
only after making the following adjustments:

(1) afirm must not recognise the fair value reserves related to gains or
losses on cash flow hedges of financial instruments measured at
amortised cost;

(2) inrespect of a defined benefit occupational pension scheme, a firm
must derecognise any defined benefit asset;

(3)  where applicable, a firm must deduct any asset in respect of
deferred acquisition costs and add back in any liability in respect
of deferred income (but excluding from the deduction or addition
any asset or liability which will give rise to future cash flows),
together with any associated deferred tax.

Defined benefit pension scheme: defined benefit liability

R

For the calculation of initial capital, a firm may substitute for a defined
benefit liability the firm's deficit reduction amount. The election must be
applied consistently in respect of any one financial year.

A firm should keep a record of and be ready to explain to its supervisory
contacts in the FSA the reasons for any difference between the deficit
reduction amount and any commitment the firm has made in any public
document to provide funding in respect of a defined benefit occupational

18



9.4

94.1

9.4.2

9.4.3

944

pension scheme.

Policy terms for professional indemnity insurance

Insurers whose professional indemnity insurance policies can be used

R

A 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 EEA; or

a person of equivalent status in:
(@) a Zone A country;

(b) the Channel Islands, Gibraltar, Bermuda or the Isle of Man.

Terms to be incorporated in the professional indemnity insurance policy

R

The policy of professional indemnity insurance must incorporate terms
which make provision for:

1)

)

3)
(4)

cover in respect of claims for which a firm may be liable as a
result of the conduct of itself, its employees and its appointed
representatives (acting within the scope of their appointment);

the minimum levels of indemnity per year as set out in the rules
relating to professional indemnity insurance above;

appropriate cover in respect of legal defence costs; and

cover in respect of Ombudsman awards made against the firm.

Policies in other currencies

R

If a professional indemnity insurance 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 and at
renewal, at least equivalent to those required for the purposes of the rules
relating to professional indemnity insurance above.

Conditions and exclusions

R

A professional indemnity insurance policy must not be subject to
conditions or exclusions which unreasonably limit the cover provided
(whether by exclusion of cover, by policy excesses or otherwise).
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APPENDIX 9(1) (INTERPRETATION)

Glossary of defined terms for Chapter 9

Note: If a defined term does not appear in the glossary below, the definition appearing in
the Handbook Glossary applies.

initial capital means the initial capital of a firm calculated in accordance with
section 9.3.

own funds means the own funds of a firm calculated in accordance with rule
9.2.8.

verified means checked by an external auditor who has undertaken at least
to:

(@) satisfy himself that the figures forming the basis of the
interim profits have been properly extracted from the
underlying accounting records;

(b)  review the accounting policies used in calculating the interim
profits so as to obtain comfort that they are consistent with
those normally adopted by the firm in drawing up its annual
financial statements and are in accordance with the relevant
accounting principles;

(c)  perform analytical procedures on the result to date, including
comparisons of actual performance to date with budget and
with the results of prior period(s);

(d) discuss with management the overall performance and
financial position of the firm;

(e)  obtain adequate comfort that the implications of current and
prospective litigation, all known claims and commitments,
changes in business activities and provisioning for bad and
doubtful debts have been properly taken into account in
arriving at the interim profits; and

()  follow up problem areas of which he is already aware in the

course of auditing the firm's financial statements,

and a copy of whose report asserting that the interim net profits are
reasonably stated has been submitted to the FSA.
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Annex C

Amendments to Prudential Sourcebook for Mortgage Firms and Insurance
Intermediaries (MIPRU)

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

3 Professional indemnity insurance

3.1.1 R Application

(5)  This chapter does not apply to:

© ) . . )
al plellsenaﬁl ||_|uest|| _|e|||t I"”. tl'.at S |ee|u||Eee| By anst;hel ;'Hle o
13- 14(HRa firm to which IPRU(INV) 13.1.4(1) (Financial
resource requirements for personal investment firms:
requirement to hold professional indemnity insurance)
applies; or

(d) anexempt CAD firm to which IPRU(INV) 9.2.5R (Initial
capital and professional indemnity insurance requirements —
exempt CAD firms that are also IMD insurance
intermediaries) applies.
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FSA 2007/3

CONDUCT OF BUSINESS SOURCEBOOK (MIFID TRANSPOSITION)

INSTRUMENT 2007

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act™):

1) section 138 (General rule-making power);
(2 section 139(4) (Miscellaneous ancillary matters);
3) section 145 (Financial promaotions rules);
4) section 149 (Evidential provisions);
(5) section 156 (General supplementary powers);
(6) section 157 (Guidance);
@) section 213 (The compensation scheme);
(8) section 214 (General);
9) section 226 (Compulsory jurisdiction); and
(10)  the other rule and guidance making powers listed in Schedule 4 (Powers
exercised) to the General Provisions module of the FSA’s Handbook.
B. The rule-making powers listed above are specified for the purpose of section 153(2)

(Rule-making instruments) of the Act.

Commencement

C. This instrument comes into force on 1 November 2007.

Amendments to the Handbook

D. The provisions of the Conduct of Business sourcebook are deleted and replaced by the
provisions in the Annex to this instrument.

Citation

E. This instrument may be cited as the Conduct of Business Sourcebook (MiFID
Transposition) Instrument 2007.

By order of the Board
25 January 2007



Annex

Conduct of Business sourcebook (COBYS)

In this Annex, the entire text is new and is not underlined. Spaces have been left blank, to
enable provisions to be added later.

11

111

1.1.2

1.2

121

1.2.2

1.2.3

1.2.4

Application

MIFID transposition

R

This sourcebook applies to:

1) the MiFID business of a firm; and

2 the equivalent business of a third country investment firm.

This sourcebook applies only to the extent necessary:

1) to implement MiFID and the MiFID implementing directive; and

2 to ensure that the establishments in the United Kingdom of third
country investment firms are treated no less favourably than the UK
branch of an EEA investment firm.

MIFID territorial scope

R

G

The territorial scope of this sourcebook is that prescribed by MiFID.

For a UK MIFID investment firm, rules in this sourcebook that are within the
scope of MiFID generally apply to its MiFID business carried on from an
establishment in the United Kingdom. They also generally apply to its
MiFID business carried on from an establishment in another EEA State, but
only where that business is not carried on within the territory of that State.
See Articles 31(1) and 32(1) and (7) of MiFID.

For an EEA MIFID investment firm, rules in this sourcebook that are within
the scope of MiFID generally apply only to its MiFID business if that
business is carried on from an establishment in, and within the territory of,
the United Kingdom. See Article 32(1) and (7) of MiFID.

However, the rules on the investment research and non-independent
research (COBS 13.2 and COBS 13.3) and the rules on personal
transactions (COBS 12.7) apply on a “home state” basis. This means that
they apply to the establishments of a UK MiFID investment firm in the
United Kingdom and another EEA State and do not apply to an EEA MiFID
investment firm.

Conduct of business obligations



2.1

2.1.1

2.2
2.2.1

2.2.2

Acting honestly, fairly and professionally

R

(1)

()

A firm must act honestly, fairly and professionally in accordance with
the best interests of its client.

This rule applies in relation to designated investment business carried
on for:

(@  aretail client; and

(b) inrelation to MiFID business or the equivalent business of a
third country investment firm for any other client.

[Note: article 19(1) of MiFID]

Information disclosure before providing services

R

[intentionally blank]

(1)

(2)

(3)

(4)

A firm must provide appropriate information in a comprehensible
form to a client about:

(@  the firm and its services;

(b)  designated investments and proposed investment strategies;
including appropriate guidance on and warnings of the risks
associated with investments in those designated investments or
in respect of particular investment strategies;

(c) execution venues; and
(d)  costs and associated charges,

so that the client is reasonably able to understand the nature and risks of
the service and of the specific type of designated investment that is
being offered and, consequently, to take investment decisions on an
informed basis.

A firm may provide the information required by this rule in a
standardised format.

This rule applies in relation to MiFID business or the equivalent
business of a third country investment firm.

The requirement in this rule to provide information about designated
investments and proposed investment strategies applies to a firm in
relation to designated investment business other than MiFID business
or the equivalent business of a third country investment firm carried on
for, a retail client in relation to a derivative or a warrant or stock
lending activity.



2.2.3
2.3

23.1

2.3.2

[Note: article 19(3) of MiFID]

[intentionally blank]

Inducements

Rule on Inducements

R

A firm must not pay or accept any fee or commission, or provide or receive any
non-monetary benefit, in relation to designated investment business or, in the
case of MiFID business or the equivalent business of a third-country
investment firm, another ancillary service, carried on for a client other than:

(1) afee, commission or non-monetary benefit paid or provided to or by the
client or a person on behalf of the client; or

(2) afee, commission or non-monetary benefit paid or provided to or by a
third party or a person acting on behalf of a third party, if:

(@) the payment of the fee or commission, or the provision of the
non-monetary benefit does not impair compliance with the firm's
duty to act in the best interests of the client; and

(b) in relation to MiFID business or the equivalent business of a
third-country investment firm:

(i) the existence, nature and amount of the fee, commission
or benefit, or, where the amount cannot be ascertained,
the method of calculating that amount, is clearly disclosed
to the client, in a manner that is comprehensive, accurate
and understandable, prior to the provision of the service;
and

(if) the payment of the fee or commission, or the provision of
the non-monetary benefit is designed to enhance the quality
of the service to the client; or

(3)  proper fees which enable or are necessary for the provision of
designated investment business or ancillary services, such as custody
costs, settlement and exchange fees, regulatory levies or legal fees, and
which, by their nature, cannot give rise to conflicts with the firm's duties
to act honestly, fairly and professionally in accordance with the best
interests of its clients.

[Note: article 26 of the MiFID implementing Directive]
A firm will satisfy the disclosure obligation under this section if it:

(1)  discloses the essential arrangements relating to the fee, commission or
non-monetary benefit in summary form;



2.3.3
2.34
2.3.5
2.3.6
2.3.7
2.3.8
2.3.9
2.3.10
2.3.11
2.3.12
2.3.13
2.3.14
2.3.15

2.3.16

2.3.17

R

(2)  undertakes to the client that further details will be disclosed on request;
and

(3)  honours the undertaking in (2).
[Note: article 26 of the MiFID implementing Directive]
[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

Record keeping: inducements

1) In relation to its MiFID business or the equivalent business of a third-
country investment firm, a firm must make a record of each fee,
commission or non-monetary benefit given to another firm that meets
the criteria set out in COBS 2.3.1 R(2) and must keep that record for at
least five years from the date on which it was given.

(2) A firm must make a record of each benefit given to another firm in
accordance with COBS 2.3.14 G, and must keep that record for at least
five years from the date on which it was given or received.

[Note: see article 51(3) of the MiFID implementing Directive]



2.4

24.1

2.4.2

2.4.3

244

Agent as client and reliance on others

R

This section applies to a firm that is conducting designated investment business
or ancillary activities or, in the case of MiFID business or the equivalent
business of a third country investment firm, other ancillary services.

[intentionally blank]

Agent as client

R

1)

)

©)

If a firm (F) is aware that a person (C1) with or for whom it is
providing services is acting as agent for another person (C2) in relation
to those services, C1, and not C2, is the client of F in respect of that
business.

Paragraph (1) does not apply if:
(@) F has agreed with C1 in writing to treat C2 as its client; or

(b)  CLlis neither a firm nor an overseas financial institution and the
main purpose of the arrangements between the parties is the
avoidance of duties that F would otherwise owe to C2.

If this is the case, C2 is the client of F in respect of that business and C1
is not.

If there is an agreement under paragraph (2)(a) in relation to more than
one C2 represented by C1, F may discharge any requirement to notify,
obtain consent from, or enter into an agreement with each C2 by
sending to, or receiving from, C1 a single communication expressed to
cover each C2, except that the following will be required for each C2:

(a) separate risk warnings required under this sourcebook;

(b) separate confirmations under the requirements on occasional
reporting (COBS 17.3); and

(c) separate periodic statements.

Reliance on other investment firms: MiFID and equivalent business

R

1)

This rule applies if a firm (F1), in the course of performing MiFID
business or the equivalent business of a third country investment firm,
receives an instruction to perform an investment or ancillary service on
behalf of a client (C) through another firm (F2), if F2 is:

(@ aMiFID investment firm or a third country investment firm; or

(b) aninvestment firm that is:



(i) afirm or authorised in another EEA State; and
(if)  subject to equivalent relevant requirements.
(2)  F1 may rely upon:
(@ any information about C transmitted to it by F2; and

(b) any recommendations in respect of the service or transaction that
have been provided to C by F2.

(3)  F2 will remain responsible for:

(@) the completeness and accuracy of any information about C
transmitted by it to F1; and

(b) the appropriateness for C of any advice or recommendations
provided to C.

(4)  F1 will remain responsible for concluding the services or transaction
based on any such information or recommendations in accordance with
the applicable requirements under the regulatory system.

[Note: article 20 of MiFID]

2.4.5 [intentionally blank]
2.4.6 [intentionally blank]
2.4.7 [intentionally blank]
2.4.8 [intentionally blank]
2.4.9 [intentionally blank]
2.4.10 [intentionally blank]
3 Client Categorisation
3.1 Application
Scope
3.1.1 R The scope of this chapter is the same as that of the rules in the Handbook to
which it relates.
3.1.2 [intentionally blank]
3.2 Clients



3.2.1

3.2.2

3.2.3

3.3

33.1

General definition

1)

(2)
©)

(4)

A person to whom a firm provides, intends to provide or has
provided:

€)) a service in the course of carrying on a regulated activity; or

(b) in the case of MiFID business or the equivalent business of a
third country investment firm, an ancillary service,

is a "client” of that firm.
A "client” includes a potential client.

In relation to the financial promotion rules, a person to whom a
financial promotion or marketing communication is or is likely to be
communicated is a "client” of a firm that communicates or approves
it.

A client of an appointed representative or, if applicable, a tied agent
is a "client" of the firm for whom that appointed representative, or
tied agent acts or intends to act in the course of business for which
that firm has accepted responsibility under the Act or MiFID (see
sections 39 and 39A of the Act and SUP 12.3.5R).

[Note: article 4(1)(10) of MiFID]

[intentionally blank]

1)

(2)
©)

(4)
(5)

If a firm provides services to a person that is acting as an agent, the
identity of its client will be determined in accordance with the rule
on agents as clients (see COBS 2.4.3R).

[intentionally blank]

If a firm provides services to a person that is acting as the trustee of a
trust, that person will be the firm's client and the underlying
beneficiaries of the trust will not.

[intentionally blank]

[intentionally blank]

General notifications: MiFID and equivalent business

R

In relation to MiFID business or the equivalent business of a third country
investment firm, a firm must:

(1)

notify a new client of its categorisation as a retail client, professional



3.4
34.1

3.4.2

3.5
3.5.1

3.5.2

client, or eligible counterparty in accordance with this chapter; and

(2 prior to the provision of services, inform a client in a durable
medium about:

@) any right that client has to request a different categorisation;
and

(b) any limitations to the level of client protection that such a
different categorisation would entail.

[Note: paragraph 2 of section I of annex Il to MiFID and articles 28(1) and
(2) and the second paragraph of article 50(2) of the MiFID implementing
Directive]

Retail clients

R

A retail client is a client who is not a professional client or an eligible
counterparty.

[Note: article 4(1)(12) of MIFID]

[intentionally blank]

Professional clients

R

A professional client is a client that is either a per se professional client or
an elective professional client.

[Note: article 4(1)(11) of MIFID]

Per se professional clients

Each of the following is a per se professional client unless and to the extent
it is an eligible counterparty or is given a different categorisation under this

chapter:

1) an entity required to be authorised or regulated to operate in the
financial markets. The following list includes all authorised entities
carrying out the characteristic activities of the entities mentioned,
whether authorised by an EEA State or a third country and whether
or not authorised by reference to a directive:

@) a credit institution;
(b) an investment firm;
(c) any other authorised or regulated financial institution;

(d) an insurance company;



3.5.3

R

(2)

©)

(4)

(e) a collective investment scheme or the management company
of such a scheme;

( a pension fund or the management company of a pension
fund;

(9) a commodity or commodity derivatives dealer;
(h) a local,
0] any other institutional investor.

a large undertaking meeting two of the following size requirements
on a company basis:

@) balance sheet total of € 20,000,000;
(b) net turnover of € 40,000,000;
(c) own funds of € 2,000,000.

a national or regional government, a public body that manages public
debt, a central bank, an international or supranational institution
(such as the World Bank, the IMF, the ECP, the EIB) or another
similar international organisation.

another institutional investor whose main activity is to invest in
financial instruments (in relation to the firm's MiFID business or the
equivalent business of a third country investment firm) or designated
investments (in relation to the firm's other business). This includes
entities dedicated to the securitisation of assets or other financing
transactions.

[Note: first paragraph of section I of annex 11 to MiFID]

Elective professional clients

A firm may treat a client as an elective professional client if it complies with
paragraphs (1) and (3) and, where applicable, paragraph (2):

1)

)

the firm undertakes an adequate assessment of the expertise,
experience and knowledge of the client that gives reasonable
assurance, in light of the nature of the transactions or services
envisaged, that the client is capable of making his own investment
decisions and understanding the risks involved (the “qualitative
test”);

in relation to MiFID business or the equivalent business of a third
country investment firm, in the course of that assessment, at least two
of the following criteria are satisfied:

10



3.54

3.55

3.5.6

3.5.7

(a) the client has carried out transactions, in significant size, on
the relevant market at an average frequency of 10 per quarter
over the previous four quarters;

(b) the size of the client’s financial instrument portfolio, defined
as including cash deposits and financial instruments, exceeds
€ 500,000;

(c) the client works or has worked in the financial sector for at
least one year in a professional position, which requires
knowledge of the transactions or services envisaged,

(the “quantitative test”); and
3 the following procedure is followed:

@) the client must state in writing to the firm that it wishes to be
treated as a professional client either generally or in respect
of a particular service or transaction or type of transaction or
product;

(b) the firm must give the client a clear written warning of the
protections and investor compensation rights the client may
lose; and

(c) the client must state in writing, in a separate document from
the contract, that it is aware of the consequences of losing
such protections.

[Note: first, second, third and fifth paragraphs of section I1.1 and first
paragraph of section I1.2 of annex Il to MiFID]

If the client is an entity, the qualitative test should be performed in relation
to the person authorised to carry out transactions on its behalf.

[Note: fourth paragraph of section I1.1 of annex Il to MiFID]

The fitness test applied to managers and directors of entities licensed under
directives in the financial field is an example of the assessment of expertise
and knowledge involved in the qualitative test.

[Note: fourth paragraph of section I1.1 of annex Il to MiFID]

Before deciding to accept a request for re-categorisation as an elective
professional client, a firm must take all reasonable steps to ensure that the
client requesting to be treated as an elective professional client satisfies the
qualitative test and, where applicable, the quantitative test.

[Note: second paragraph of section 11.2 of annex 11 to MiFID]

An elective professional client should not be presumed to possess market

11



3.5.8

3.5.9

3.6

3.6.1

3.6.2

knowledge and experience comparable to a per se professional client.
[Note: second paragraph of section I1.1 of annex 11 to MiFID]

Professional clients are responsible for keeping the firm informed about any
change that could affect their current categorisation.

[Note: fourth paragraph of section I1.2 of annex Il to MiFID]

If a firm becomes aware that a client no longer fulfils the initial conditions

that made it eligible for categorisation as an elective professional client, the
investment firm must take the appropriate action.

[Note: fourth paragraph of section I1.2 of annex Il to MiFID]

Eligible counterparties

R

1) An eligible counterparty is a client that is either a per se eligible
counterparty or an elective eligible counterparty.

@) In relation to MiFID business or the equivalent business of a third
country investment firm, a client can only be an eligible counterparty
in relation to eligible counterparty business.

[Note: article 24(1) of MiFID]
Per se eligible counterparties

Each of the following is a per se eligible counterparty (including an entity
that is not from an EEA State that is equivalent to any of the following)
unless and to the extent it is given a different categorisation under this
chapter:

1) an investment firm;
2 a credit institution;
3) an insurance company;

4 a collective investment scheme authorised under the UCITS Directive
or its management company;

(5) a pension fund or its management company;

(6) another financial institution authorised or regulated under European
Community legislation or the national law of an EEA State;

(7 an undertaking exempted from the application of MiFID under either
Article 2(1)(k) (certain own account dealers in commodities or
commodity derivatives) or Article 2(1)(l) (locals) of that directive;

(8) a national government or its corresponding office, including a public
body that deals with the public debt;

12



3.6.3

3.6.4

3.6.5

3.6.6

3.7

9) a central bank;
(10)  asupranational organisation.

[Note: first paragraph of article 24(2) and first paragraph of article 24(4) of
MiFID]

Elective eligible counterparties
A firm may treat a client as an elective eligible counterparty if:
1) the client is an undertaking and:

@) is a per se professional client (except for a client that is only
a per se professional client because it is an institutional
investor under COBS 3.5.2 R(4)); or

(b) requests such categorisation and is an elective professional
client, but only in respect of the services or transactions for
which it could be treated as a professional client; and

2 the firm has, in relation to MiFID business or the equivalent business
of a third country investment firm, obtained express confirmation
from the prospective counterparty that it agrees to be treated as an
eligible counterparty.

[Note: article 24(3) and the second paragraph of article 24(4) of MiFID and
article 50(1) of the MiFID implementing Directive]

The categories of elective eligible counterparties include an equivalent
undertaking that is not from an EEA State provided the above conditions and
requirements are satisfied.

A firm may obtain a prospective counterparty's confirmation that it agrees to
be treated as an eligible counterparty either in the form of a general
agreement or in respect of each individual transaction.

[Note: second paragraph of article 24(3) of MiFID]
Client and firm located in different jurisdictions

In the case of MiFID business or the equivalent business of a third country
investment firm, in the event of a transaction where the prospective
counterparties are located in different EEA States, the firm shall defer to the
status of the other undertaking as determined by the law or measures of the
EEA State in which that undertaking is established.

[Note: first paragraph of article 24(3) of MiFID]

Providing clients with a higher level of protection

13



3.7.1

3.7.2

3.7.3

3.7.4

3.75

A firm must allow a professional client or an eligible counterparty to request
re-categorisation as a client that benefits from a higher degree of protection.

[Note: second paragraph of article 24(2) of, and the second paragraph of
section | of annex Il to, MiFID and the second paragraph of article 50(2) of
the MiFID implementing Directive]

It is the responsibility of a professional client or eligible counterparty to ask
for a higher level of protection when it deems it is unable to properly assess
or manage the risks involved.

[Note: third paragraph of section | and fourth paragraph of section 11.2 of
annex Il to MiFID and second paragraph of article 50(2) of the MiFID
implementing Directive]

A firm may, either on its own initiative or at the request of the client
concerned:

1) treat as a professional client or a retail client a client that might
otherwise be categorised as a per se eligible counterparty;

(2 treat as a retail client a client that might otherwise be categorised as
a per se professional client,

and if it does so, the client will be re-categorised accordingly. Where
applicable, this re-categorisation is subject to the requirement for a written
agreement in COBS 3.7.5R.

[Note: second paragraph of article 24(2) of, and second paragraph of section
I of annex Il to, MiFID and article 28(3) and the second paragraph of article
50(2) of the MiFID implementing Directive]

If a per se eligible counterparty requests treatment as a client whose
business with the firm is subject to conduct of business protections, but does
not expressly request treatment as a retail client and the firm agrees to that
request, the firm must treat that eligible counterparty as a professional
client.

[Note: first paragraph of article 50(2) of the MiFID implementing Directive]

1) If, in relation to MiFID business or the equivalent business of a third
country investment firm a per se professional client or a per se
eligible counterparty requests treatment as a retail client, the client
will be classified as a retail client if it enters into a written agreement
with the firm to the effect that it will not be treated as a professional
client or eligible counterparty for the purposes of the applicable
conduct of business regime.

2 This agreement must specify the scope of the re-categorisation, such
as whether it applies to one or more particular services or
transactions, to one or more types of product or transaction or to one
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3.7.6

3.7.7

3.7.8

3.8

3.8.1

3.8.2

G

or more rules.

[Note: fourth paragraph of section I of annex Il to MiFID and second
paragraph of article 50(2) of the MiFID implementing Directive]

[intentionally blank]

The ways in which a client may be provided with additional protections
under this section include re-categorisation on:

1) a general basis;

2 a trade by trade basis;

3) in respect of one or more specified rules;

4) in respect of one or more particular services or transactions; or
(5) in respect of one or more types of product or transaction.
[Note: second paragraph of article 24(2) of MiFID]

[intentionally blank]

Policies, procedures and records

Policies and procedures

A firm must implement appropriate written internal policies and procedures
to categorise its clients.

[Note: fourth paragraph of section I1.2 of annex Il to MiFID]
Records

1) A firm must make a record of the form of each notice provided and
each agreement entered into under this chapter. This record must be
made at the time that standard form is first used and retained for the
relevant period after the firm ceases to carry on business with clients
who were provided with that form.

[Note: see article 51(3) of MiFID implementing Directive]
(2)  Afirm must make a record in relation to each client of:

@) the categorisation established for the client under this
chapter, including sufficient information to support that
categorisation;

(b) evidence of despatch to the client of any notice required
under this chapter and if such notice differs from the relevant
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standard form, a copy of the actual notice provided; and
[Note: see article 51(3) of MiFID implementing Directive]

(c) a copy of any agreement entered into with the client under
this chapter.

This record must be made at the time of categorisation and should be
retained for relevant period after the firm ceases to carry on business
with or for that client.

3) The relevant periods are:

(@) [intentionally blank]

(b) [intentionally blank]

(c) five years in relation to MiFID business or the equivalent

business of a third country investment firm; and

4 Communication to clients
4.1 Application
4.1.1 R This chapter generally applies in relation to:

1) communicating information to a client in the course of, or in
connection with, designated investment business;

(2) communicating or approving a financial promotion.
4.1.2 [intentionally blank]
4.1.3 [intentionally blank]

4.1.4 R COBS 4 does not apply to the provision by a firm to a client of a copy of a
prospectus that has been drawn up and published in accordance with the
Prospectus Directive if the firm is not responsible under that directive for the
information given in the prospectus.

[Note: recital 52 to the MiFID implementing Directive]
4.15 [intentionally blank]
Fair, clear and not misleading communications
4.2.1 R A firm must ensure that all information addressed by it to a client in relation to
a relevant business, is fair, clear and not misleading. (The "fair, clear and not

misleading rule").

[Note: article 19(2) of MiFID]
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422
423
4.2.4
425
4.2.6
4.3

43.1

43.2

4.3.3
43.4

435

4.3.6

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

Communications to retail clients

R

General rule

R

This section applies in relation to all information addressed to, or disseminated
in such a way that it is likely to be received by, a retail client.

A firm must ensure that information:

1)
(2)

©)

(4)

includes the name of the firm;

is accurate and in particular does not emphasise any potential benefits
of relevant business or a relevant investment without also giving a fair
and prominent indication of any relevant risks;

is sufficient for, and presented in a way that is likely to be understood
by, the average member of the group to whom it is directed, or by
whom it is likely to be received; and

does not disguise, diminish or obscure important items, statements or
warnings.

[Note: article 27(2) of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]

[intentionally blank]

Comparative information

R

A firm must ensure that, if information compares relevant business, relevant
investments, or persons who carry on relevant business;

1)

2

the comparison is meaningful and presented in a fair and balanced way;
and

(in relation to a financial promotion, MiFID business or the equivalent
business of a third country investment firm);

(@) the sources of the information used for the comparison are
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specified; and

(b) the key facts and assumptions used to make the comparison are
included.

(3) In this rule, relevant business includes ancillary services in relation to
MiFID business or the equivalent business of a third country
investment firm.

[Note: article 27(3) of the MiFID implementing Directive]

Referring to tax

4.3.7 R A firm must ensure that:

1) any information in relation to MiFID business or the equivalent
business of a third country investment firm; or

(@) otherwise, any financial promotion;

that refers to a particular tax treatment prominently states that the tax treatment
depends on the individual circumstances of each client and may be subject to
change in future.

[Note article 27(7) of the MiFID implementing Directive]

4.3.8 [intentionally blank]
5 Financial promotion
5.1 Application

51.1 R COBS 5 Annex 1R governs the application of this chapter and of the financial
promotion rules in COBS 4 and also deals with certain aspects of the
interpretation of these provisions. COBS 5 Annex 1 does not affect the
application of the rules in COBS 4 to the extent that they are not financial
promotion rules.

512 [intentionally blank]
5.1.3 [intentionally blank]
514 [intentionally blank]
5.2 [intentionally blank]
521 [intentionally blank]
5.2.2 [intentionally blank]
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5.2.3
5.2.4

5.25

5.3
5.3.1

5.3.2

R

[intentionally blank]

A firm must ensure that a financial promotion is:

1)
@)

clearly identifiable as such; and

consistent with any information the firm provides to a retail client in
the course of carrying on designated investment business or ancillary
services.

[Note: article 19(2) of MIFID, article 29(7) of the MiFID implementing
Directive]

[intentionally blank]

Past, simulated past and future performance

R

This section applies:

1)

)

in relation to all financial promotions, except the rule on future
performance (COBS 5.3.7R) which only applies in relation to financial
promotions that relate to a financial instrument;

in the case of business that is MiFID business or the equivalent
business of a third country investment firm, in relation to all
information addressed to, or disseminated in such a way that it is
likely to be received by, a retail client.

Past performance

R

A firm must ensure that information that contains an indication of past
performance of relevant business or of a relevant investment, satisfies the
following conditions:

1)

(2)

(3)
(4)

that indication is not the most prominent feature of the
communication;

the information includes appropriate performance information which
covers at least the immediately preceding 5 years, or the whole period
for which the investment has been offered, the financial index has
been established, or the service has been provided if less than 5 years,
or such longer period as the firm may decide, and in every case that
performance information must be based on and show complete twelve
month periods;

the reference period and the source of information are clearly stated,;

the information contains a prominent warning that the figures refer to
the past and that past performance is not a reliable indicator of future
results;
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5.3.3
5.34

5.35

5.3.6

5.3.7

()

(6)

if the indication relies on figures denominated in a currency other than
that of the EEA State in which the retail client is resident, the currency
is clearly stated, together with a warning that the return may increase
or decrease as a result of currency fluctuations;

if the indication is based on gross performance, the effect of
commissions, fees or other charges is disclosed.

[Note: article 27(4) of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]

[intentionally blank]

Simulated past performance

R Afirm must ensure that if information includes or refers to simulated past
performance of relevant business or a relevant investment:

1)
)

(3)

(4)

it relates to an investment or a financial index;

the simulated past performance is based on the actual past
performance of one or more investments or financial indices which are
the same as, or underlie, the investment concerned;

in respect of the actual past performance, the conditions set out in the
rule on past performance (COBS 5.3.2R) are complied with; and

the information contains a prominent warning that the figures refer to
simulated past performance.

[Note: article 27(5) of the MiFID implementing Directive]

Future performance

R Afirm must ensure that where the communication contains any information
on the future performance of a financial instrument it:

1)
)
(3)

(4)

is not based on and does not refer to simulated past performance;
is based on reasonable assumptions supported by objective data;

discloses the effect of commissions, fees or other charges if the
indication is based on gross performance;

contains a prominent warning that such forecasts are not a reliable
indicator of future performance.

[Note: article 27(6) of the MiFID implementing Directive]
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5.3.8 [intentionally blank]
54 Financial promotions containing offers or invitations
541 R (1) A firm must ensure that a financial promotion contains:

€)) such of the information referred to in the rules implementing
Avrticles 30 to 33 of the MiFID implementing Directive (COBS
7.1.4R, COBS 7.1.6R, COBS 7.1.7R, COBS 7.1.8R, COBS
15.3.2R, COBS 15.3.3R, COBS 15.3.4R, and COBS 15.3.5R)
as is relevant to that offer or invitation; and

(b) [intentionally blank]

(2) This rule applies if a financial promotion is addressed to, or
disseminated in such a way that it is likely to be received by a retail
client and contains:

(@) an offer to enter into a controlled agreement with any person
who responds to the communication; or

(b) an invitation to any person who responds to the
communication to make an offer to enter into an agreement of
that kind;

and specifies the manner of response or includes a form by which any
response may be made.

(3) However, this rule does not apply to a communication if, in order to
respond to an offer or invitation contained in it, the retail client must
refer to another document or documents, which, alone or in
combination, contain that information.

[Note: article 29(8) of the MiFID implementing Directive]

54.2 [intentionally blank]
54.3 [intentionally blank]
55 [intentionally blank]
5.6 [intentionally blank]
5.7 [intentionally blank]
5.8 [intentionally blank]

Record keeping: financial promotion

5.8.1 R (1) A firm must make an adequate record of any financial promotion it
communicates or approves, other than a financial promotion made in
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5.8.2

5.8.3

the course of a personal visit, telephone conversation or other
interactive dialogue.

2 For a telemarketing campaign, a firm must make an adequate record of
copies of any scripts used.

3 A firm must retain the record:

@) in relation to a financial promotion relating to a pension
transfer, pension opt-out or FSAVC, indefinitely;

(b) in relation to an life policy, OPS, a SSAS, a personal pension
scheme or a stakeholder pension scheme, for six years;

(c) in relation to a financial promotion relating to MiFID business
or ancillary services or the equivalent business of a third
country investment firm, for five years; and

(d) for three years in any other case.

[Note: see article 51(3) of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]

Annex 1R : application

This annex forms part of COBS 5.1.1R.

1.
11

111

1.1.2

1.1.3
114

1.2

R

Application

Who? General

This chapter applies to a firm (including an ICVC) which communicates or
approves a financial promotion.

COBS 5.3 also applies where appropriate and proportionate to a firm in
relation to information that is not a financial promotion communicated to a
retail client and which contains information on past, simulated past or future
performance and which relates to MiFID business or the equivalent business
of a third country investment firm.

[Note: recital 46 to the MiFID implementing Directive]
[intentionally blank]

[intentionally blank]

Application: what?
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1.2.1

1.2.2

1.2.3

1.2.4

1.2.5

Interpreting the rules in this section

R

If there is a conflict between two rules in this section, the rule that appears
first takes precedence over the later rule except and to the extent specifically
provided in the first rule. The fact that the first rule is specifically subject to
a later rule does not mean that the later rule takes precedence over any rule
that comes between it and the first rule.

Rules about application and interpretation

R

The rules in COBS 4.1, COBS 5.1 and COBS 5 Annex 1 always apply to a
financial promotion.

[intentionally blank]

Mortgages, general insurance and prohibited promotions

R

The financial promotion rules do not apply in relation to a financial
promotion to the extent that:

1) [intentionally blank]
(@) [intentionally blank]

(3) its communication by a firm would contravene section 238(1) of the
Act (Restrictions on promotion).

Image advertising

R

1) The fair, clear and not misleading rule is the only financial
promotion rule that applies to "image advertising™, that is a financial
promotion which consists only of one or more of the following:

@ the name of the firm;
(b) a logo or other image associated with the firm;
(©) a contact point; and

(d) a reference to the types of regulated activities provided by the
firm, or to its fees or commissions.

(2) But this rule is subject to:

@ the rule on approving financial promotions (see COBS 5
Annex 1.2.8R); and

(b) in relation to business other than MiFID business and the
equivalent business of a third country investment firm, the
general exemptions (see COBS 5 Annex 1, 1.2.9R).

[Note: recital 41 of the MiFID implementing Directive]
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1.2.6

1.2.7
1.2.8
1.29

1.2.10

1.3

13.1

1.3.2
133
134

1.3.5

MIFID business and the equivalent business of a third country investment firm

R D

(2)

The MiFID information rules apply in relation to a financial
promotion for MiFID business or the equivalent business of a third
country investment firm.

However, the MiFID information rules do not apply if such a
financial promotion consists of a firm providing a client with a copy
of a prospectus that has been drawn up and published in accordance
with the Prospectus Directive if the firm is not responsible under that
directive for the information given in the prospectus.

[Note: recital 52 to MiFID]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

Application: where?

Default position

R The financial promotion rules generally apply to a firm only in relation to:

1)

(2)

3)

the communication of a financial promotion to a person inside the
United Kingdom;

the communication of a cold call to a person outside the United
Kingdom, unless:

@) it is made from a place outside the United Kingdom; and

(b) it is made for the purposes of a business which is carried on
outside the United Kingdom and which is not carried on in the
United Kingdom; and

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]
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1.4
141

1.4.2

Words and phrases used in the financial promotion rules

[intentionally blank]

For the purposes of this chapter, the words and phrases set out in the
following table have the meaning set out in the row immediately below them:

1)

made to, directed at and recipient

The words "made to", "directed at" and "recipient™ are to be
interpreted as though article 6 of the Financial Promotion Order
(Interpretation: communications) applied to them.

@)

directed only at

(@) | If all the conditions set out in (c) are met, a communication is

to be regarded as "directed only at" a certain group of persons.

(b) | Inany other case in which one or more of those conditions are

met, that fact is to be taken into account in determining
whether the communication is directed only at a certain group
of persons (but a communication may still be regarded as so
directed even if none of the conditions in (c) are met).

(c) | The conditions are that:

(i)

the communication includes an indication of the
description of persons to whom it is directed and an
indication of the fact that the investment or service to
which it relates is available only to such persons;

(i)

the communication includes an indication that persons
of any other description should not rely upon it;

(iii)

there are in place proper systems and procedures to
prevent recipients other than persons to whom it is
directed engaging in the investment activity, or
participating in the collective investment scheme, to
which the communication relates with the person
directing the communication, a close relative of his or a
member of the same group.

3)

communicated to a person inside or outside the United Kingdom

(@) | afinancial promotion is communicated to a person outside the

United Kingdom if it is:

(i)

made to a person who receives it outside the United
Kingdom; or
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(if) | directed only at persons outside the United Kingdom;
and

(b)

a financial promotion is communicated to a person inside the
United Kingdom if it is communicated to a person other than
as described in (a);

and see (2), above, which amplifies this rule.

(4)

directed only at persons outside the United Kingdom

(a)

If the conditions set out in (d)(i), (ii), (iii) and (iv) are met, a
financial promotion directed from a place inside the United
Kingdom will be regarded as directed only at persons outside
the United Kingdom.

(b)

If the conditions set out in (d)(iii) and (iv) are met a financial
promotion directed from a place outside the United Kingdom
will be regarded as directed only at persons outside the United
Kingdom.

(©)

In any other case in which one or more of the conditions in
(d)(i) to (v) is met, that fact will be taken into account in
determining whether a financial promotion is directed only at
persons outside the United Kingdom (but a financial
promotion may still be regarded as directed only at persons
outside the United Kingdom even if none of these conditions
is met).

(d)

The conditions are that:

(i) | the financial promotion is accompanied by an
indication that it is directed only at persons outside the
United Kingdom;

(if) | the financial promotion is accompanied by an
indication that it must not be acted upon by persons in
the United Kingdom;

(iii) | the financial promotion is not referred to in, or directly
accessible from, any other financial promotion which is
made to a person or directed at persons in the United
Kingdom by the same person;

(iv) | there are in place proper systems and procedures to
prevent recipients in the United Kingdom (other than
those to whom the financial promotion might otherwise
lawfully have been made) engaging in the investment
activity to which the financial promotion relates with
the person directing the financial promotion, a close
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6.1

6.1.1

6.1.2

6.1.3

6.14

6.1.5
6.1.6
6.1.7

relative of his or a member of the same group;

(v) | the financial promotion is included in:

(A) | awebsite, newspaper, journal, magazine or
periodical publication which is principally
accessed in or intended for a market outside the
United Kingdom;

(B) | aradio or television broadcast or teletext service
transmitted principally for reception outside the
United Kingdom.

Distance communications

The information and other requirements of the Distance Marketing Directive

The distance marketing disclosure rules

R

A firm must provide a consumer with the distance marketing information, the
contractual terms and conditions and any other pre-contractual information
required to be provided by a rule in the Handbook, in a durable medium and
in good time before the consumer is bound by a distance contract or offer.

[Note: articles 3(1) and 5(1) of the Distance Marketing Directive]

The distance marketing information, the commercial purpose of which must
be made clear, must be provided in a clear and comprehensible manner in any
way appropriate to the means of distance communication used.

[Note: article 3(2) of the Distance Marketing Directive]

When a firm makes a voice telephony communication to a consumer, it must
also make its identity and the purpose of its call explicitly clear at the
beginning of the conversation.

[Note: article 3(3)(a) of the Distance Marketing Directive]

A firm must ensure that the information on contractual obligations provided
to a consumer during the pre-contractual phase is in conformity with the
contractual obligations that will result from the law presumed to be applicable
to the distance contract if that contract is concluded.

[Note: article 3(4) of the Distance Marketing Directive]
[intentionally blank]
[intentionally blank]

[intentionally blank]
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6.1.8 [intentionally blank]
Exception: voice telephony communications

6.1.9 R Inthe case of a voice telephony communication, and subject to the explicit
consent of the consumer, only the abbreviated distance marketing
information must be provided during that communication. However, a firm
must still comply with the distance marketing disclosure rules, unless another
exception applies.
[Note: articles 3(3) and 5(1) of the Distance Marketing Directive]

6.1.10 [intentionally blank]

6.1.11 [intentionally blank]

6.1.12 [intentionally blank]

6.1.13 [intentionally blank]

6.1.14 [intentionally blank]

6.2 [intentionally blank]

COBS 6 Annex 1R [intentionally blank]

COBS 6 Annex 2R: Abbreviated distance marketing disclosure
This Annex belongs to COBS 6.1.9R

1)

)
(3)

(4)

()

The identity of the person in contact with the consumer and his link
with the supplier.

A description of the main characteristics of the financial service.

The total price to be paid by the consumer to the supplier for the
financial service including all taxes paid via the supplier or, when an
exact price cannot be indicated, the basis for the calculation of the price
enabling the consumer to verify it.

Notice of the possibility that other taxes and/or costs may exist that are
not paid via the supplier or imposed by him.

The existence or absence of a right to cancel or withdraw in accordance
with the cancellation rules and, where the right to cancel or withdraw
exists, its duration and the conditions for exercising it, including
information on the amount the consumer may be required to pay on the
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basis of the cancellation rules.

(6) That other information is available on request and of what the nature of
that information is.

[Note: article 3(3)(b) of the Distance Marketing Directive]

7 Information about the firm, its services and remuneration
7.1 Information about the firm and compensation information
Application

7.1.1 R (1) This section applies to a firm that carries on designated investment
business for:

(@) aretail client; and

(b) in the case of MiFID business or the equivalent business of a
third country investment firm, a client.

(2) If expressly provided, this section also applies to ancillary services
not covered by (1) but only in the course of a MiFID business or the
equivalent business of a third country investment firm carried on with
or for a client.

7.1.2 [intentionally blank]
7.1.3 [intentionally blank]

7.1.4 R A firm must provide a retail client with the following general information,
if relevant:

(1)  the name and address of the firm, and the contact details necessary to
enable a client to communicate effectively with the firm;

(2)  the languages in which the client may communicate with the firm,
and receive documents and other information from the firm:;

(3)  the methods of communication to be used between the firm and the
client including, where relevant, those for the sending and reception
of orders;

(4)  astatement of the fact that the firm is authorised and the name and
contact address of the competent authority that has authorised it;

(5) ifthe firm is acting through an appointed representative or, where
applicable, a tied agent, a statement of this fact specifying the EEA
State in which that appointed representative or tied agent is
registered;
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7.15

7.1.6

(6)

(7)

(8)

©)

the nature, frequency and timing of the reports on the performance of
the service to be provided by the firm to the client in accordance with
the rule on reporting to clients on the provision of services (COBS
17);

if the firm holds designated investments belonging to a client or
client money, a summary description of the steps which it takes to
ensure their protection, including summary details of any relevant
investor compensation or deposit guarantee scheme which applies to
the firm by virtue of its activities in an EEA State;

a description, which may be provided in summary form, of the
conflicts of interest policy;

at any time that the client requests it, further details of the conflicts of
interest policy.

[Note: article 30(1) of the MiFID implementing Directive]

[intentionally blank]

1)

(2)

A firm that manages investments for a client must establish an
appropriate method of evaluation and comparison such as a
meaningful benchmark, based on the investment objectives of the
client and the types of designated investments included in the client
portfolio, so as to enable the client to assess the firm's performance.

If a firm proposes to manage investments for a retail client, the firm
must provide the client with such of the following information as is
applicable:

@) information on the method and frequency of valuation of the
designated investments in the client portfolio;

(b) details of any delegation of the discretionary management of
all or part of the designated investments or funds in the client
portfolio;

(c) a specification of any benchmark against which the
performance of the client portfolio will be compared,;

(d) the types of designated investments that may be included in
the client portfolio and types of transaction that may be
carried out in those designated investments, including any
limits; and

(e) the management objectives, the level of risk to be reflected in
the manager's exercise of discretion, and any specific
constraints on that discretion.

[Note: article 30(2) and (3) of the MiFID implementing Directive]
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Information concerning safeguarding of designated investments belonging to
clients and client money

717 R ()

@)

A firm that holds a designated investments or client money for a
retail client must provide that client with the following information:

(a)

(b)

(©

(d)

(€)

(f)

if applicable,

(i)  that the designated investments or client money of that
client may be held by a third party on behalf of the
firm;

(i)  the responsibility of the firm under the applicable
national law for any acts or omissions of the third
party; and

(iii)  the consequences for the client of the insolvency of the
third party;

if applicable, that the designated investments belonging to the
retail client may be held in an omnibus account by a third
party and a prominent warning of the resulting risks;

if it is not possible under national law for designated
investments belonging to a client held with a third party to be
separately identifiable from the proprietary designated
investments of that third party or of the firm, that fact and a
prominent warning of the resulting risks;

if applicable, that accounts that contain designated
investments or client money belonging to that client are or
will be subject to the law of a jurisdiction other than that of a
EEA State, an indication that the rights of the client relating
to those instruments or money may differ accordingly;

if applicable, information about the existence and the terms
of any security interest or lien which the firm has or may
have over the client's designated investments or client money,
or any right of set-off it holds in relation to the client's
designated investments or client money; and

if applicable, that a depositary may have a security interest or
lien over, or right of set-off in relation to those instruments or
money.

Such a firm must also, before entering into securities financing
transactions in relation to designated investments held by it on
behalf of a retail client, or before otherwise using such designated
investments for its own account or the account of another client, in
good time before the use of those designated investments provide the
client, in a durable medium, with clear, full and accurate information
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7.1.8

7.1.9

7.1.10

(3)

on the obligations and responsibilities of the firm with respect to the
use of those designated investments, including the terms for their
restitution, and on the risks involved.

A firm that holds client designated investments or client money for a
professional client must provide that client with the information in
paragraphs (1)(d)(e) and ().

[Note: article 29(3) and 32 of the MiFID implementing Directive]

Information about costs and associated charges

R

A firm must provide a retail client with information on costs and associated
charges including, if applicable:

1)

@)

(3)

(4)

the total price to be paid by the client in connection with the
designated investment or the designated investment business or
ancillary service, including all related fees, commissions, charges
and expenses, and all taxes payable via the firm or, if an exact price
cannot be indicated, the basis for the calculation of the total price so
that the client can verify it. The commissions charged by the firm
must be itemised separately in every case;

if any part of the total price referred to paragraph (1) is to be paid in
or represents an amount of foreign currency, an indication of the
currency involved and the applicable currency conversion rates and
costs;

notice of the possibility that other costs, including taxes, related to
transactions in connection with the designated investment or the
designated investment business may arise for the client that are not
paid via the firm or imposed by it; and

the arrangements for payment or other performance.

[Note: article 33 of the MiFID implementing Directive]

[intentionally blank]

Timing of disclosure

R

(1)

@)

A firm must provide a client with the information required by this
section in good time before the provision of designated investment
business or ancillary services unless otherwise provided by this rule.

A firm may instead provide that information immediately after
starting to provide designated investment business or ancillary
services if:

@ the firm was unable to comply with paragraph (1) because, at

the request of the client, the agreement was concluded using
a means of distance communication which prevented the firm
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from doing so; and

(b) in any case where the rule on voice telephony
communications does not otherwise apply, the firm complies
with that rule in relation to the retail client, as if that client
were a consumer.

[Note: article 29(2) and 29(5) of the MiFID implementing Directive]
7.1.11 [intentionally blank]
Medium of disclosure

7112 R Except where expressly provided, a firm must provide the information
required by this section in a durable medium or via a website (where it does
not constitute a durable medium) where the website conditions are satisfied.

[Note: article 29(4) of the MiFID implementing Directive]
Changes to information provided to the client

7113 R (1) Afirm must notify a client in good time about any material change to
the information provided under this section which is relevant to a
service that the firm is providing to that client.

(2)  Afirm must provide this notification in a durable medium if the
information to which it relates was given in a durable medium.

[Note: article 29(6) of the MiFID implementing Directive]

7.1.14 [intentionally blank]
7.2 [intentionally blank]
7.3 [intentionally blank]
7.4 [intentionally blank]

COBS 7 Annex 1 [intentionally blank]
COBS 7 Annex 2  [intentionally blank]
COBS 7 Annex 3  [intentionally blank]
COBS 7 Annex 4  [intentionally blank]
COBS 7 Annex 5  [intentionally blank]

COBS 7 Annex 6  [intentionally blank]
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Chapter 8 [intentionally blank]

9 Client Agreements
9.1 Client Agreements: designated investment business
9.1.1 R (1) This chapter applies to a firm in relation to designated investment

business carried on for:
€)) a retail client; and

(b) in relation to MiFID business or the equivalent business of a
third country investment firm, any other client.

2 If expressly provided, this section also applies to a firm in
relation to other ancillary services carried on for a client, but
only in relation to its MiFID business or the equivalent business
of a third country investment firm.

9.1.2 R If afirm carries on designated investment business, other than advising on
investments, with or for a new retail client, the firm must enter into a
written basic agreement, on paper or another durable medium, with the
client setting out the essential rights and obligations of the firm and the
client.

[Note: article 39 of the MiFID implementing Directive]

9.1.3 R (1) A firm must, in good time before a retail client is bound by any
agreement relating to designated investment business or ancillary
services or before the provision of those services, whichever is the
earlier, provide that client with:

€)] the terms of any such agreement; and

(b) the information about the firm and its services relating to
that agreement or to those services required by COBS
7.1.4R, including information on communications, conflicts
of interest and authorised status.

2 A firm must provide the agreement and information in a durable
medium or, where the website conditions are satisfied, otherwise
via a website.

3) A firm may provide the agreement and the information immediately
after the client is bound by any such agreement if:

@) the firm was unable to comply with paragraph (1) because,
at the request of the client, the agreement was concluded
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9.14

9.15

9.1.6

10

10.1

using a means of distance communication which prevented
the firm from doing so; and

(b) if the rule on voice telephony communications does not
otherwise apply, the firm complies with that rule in relation
to the retail client, as if he were a consumer.

4 @) A firm must notify a client in good time about any material
change to the information provided under this rule which is
relevant to a service that the firm is providing to that client.

(b) A firm must provide the notification in a durable medium if
the information to which it relates was given in a durable
medium.

[Note: article 29(1), (4), (5) and (6) of the MiFID implementing Directive]

Record keeping: client agreements

R (1) A firm must establish a record that includes the document or
documents agreed between it and a client that set out the rights and
obligations of the parties, and the other terms on which it will
provide services to the client.

2 The record must be maintained for at least whichever is the longer
of:

@ 5 years; or
(b) the duration of the relationship with the client,

(©) in the case of a record relating to a pension transfer,
pension opt-out or FSAVC, indefinitely.

[Note: article 19(7) of MiFID and article 51(1) of the MiFID implementing
Directive. See article 51(3) of MiFID implementing Directive]

R For the purposes of this chapter a firm may incorporate the rights and
duties of the parties into an agreement by referring to other documents or
legal texts.

[Note: article 19(7) of MiFID and article 39 of the MiFID implementing
Directive]

[intentionally blank]

Identifying client needs and advising
Application and purpose provisions

Making personal recommendations
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10.1.1

10.1.2

10.1.3

10.1.4

10.1.5

10.1.6

10.1.7

10.1.8

10.2

10.2.1

10.2.2

R

This chapter applies to a firm which makes a personal recommendation in
relation to a designated investment.

[intentionally blank]

Managing investments

R

This chapter applies to a firm which manages investments.

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

Assessing suitability

Assessing suitability: the obligations

R

R

(1)

(2)

A firm must take reasonable steps to ensure that a personal
recommendation, or a decision to trade, is suitable for its client.

When making the personal recommendation or managing his
investments, the firm must obtain the necessary information
regarding the client's:

(@) knowledge and experience in the investment field relevant to
the specific type of designated investment or service;

(b) financial situation; and
(c) investment objectives;

S0 as to enable the firm to make the recommendation, or take the
decision, which is suitable for him.

[Note: article 19(4) of MIFID, article 12(2) of the Insurance Mediation
Directive]

1)

A firm must obtain from the client such information as is necessary
for the firm to understand the essential facts about him and have a
reasonable basis for believing, giving due consideration to the nature
and extent of the service provided that the specific transaction to be
recommended, or entered into in the course of managing:

@) meets his investment objectives;
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10.2.3

10.2.4

10.2.5

10.2.6

R

R

R

R

(b) is such that he is able financially to bear any related
investment risks consistent with his investment objectives;
and

(c) is such that he has the necessary experience and knowledge
in order to understand the risks involved in the transaction or
in the management of his portfolio.

(@) The information regarding the investment objectives of a client must
include, where relevant, information on the length of time for which
he wishes to hold the investment, his preferences regarding risk
taking, his risk profile, and the purposes of the investment.

3 The information regarding the financial situation of a client must
include, where relevant, information on the source and extent of his
regular income, his assets, including liquid assets, investments and
real property, and his regular financial commitments.

[Note: article 35(1), (3) and (4) of the MiFID implementing Directive]

The information regarding a client’s knowledge and experience in the
investment field includes, to the extent appropriate to the nature of the
client, the nature and extent of the service to be provided and the type of
product or transaction envisaged, including their complexity and the risks
involved, information on:

1) the types of service, transaction and designated investment with
which the client is familiar;

(2) the nature, volume, frequency of the client’s transactions in
designated investments and the period over which they have been
carried out;

(3) the level of education, profession or relevant former profession of
the client.

[Note: article 37(1) of the MiFID implementing Directive]

A firm must not encourage a client not to provide information for the
purposes of its assessment of suitability.

[Note: article 37(2) of the MiFID implementing Directive]

A firm is entitled to rely on the information provided by its clients unless it
is aware that the information is manifestly out of date, inaccurate or
incomplete.

[Note: article 37(3) of the MiFID implementing Directive]

If a firm does not obtain the necessary information to assess suitability, it
must not make a personal recommendation to the client or take a decision to
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10.2.7

10.2.8

10.3

10.3.1

10.3.2

10.3.3

10.3.4

trade for him.

[Note: article 35(5) of the MiFID implementing Directive]

Professional clients (MiFID business and the equivalent business of a third
country investment firm)

R

1)

()

If a firm makes a personal recommendation or manages investments
for a professional client in the course of MiFID business or the
equivalent business of a third country investment firm, it is entitled
to assume that, in relation to the products, transactions and services
for which the professional client is so classified, the client has the
necessary level of experience and knowledge for the purposes of
COBS 10.2.2R(1)(c).

If the service consists of making a personal recommendation to a
per se professional client, the firm is entitled to assume that the
client is able financially to bear any related investment risks
consistent with his investment objectives for the purposes of COBS
10.2.2R(1)(b).

[Note: article 35(2) of the MiFID implementing Directive]

[intentionally blank]

Guidance on assessing suitability

G

1)

()

A transaction may be unsuitable for a client because of the risks of
the designated investments involved, the type of transaction, the
characteristics of the order or the frequency of the trading.

In the case of managing investments, a transaction might also be
unsuitable if it would result in an unsuitable portfolio.

[Note: recital 57 to the MiFID implementing Directive]

Churning and switching

G

(1)

(2)

A series of transactions that are each suitable when viewed in
isolation may be unsuitable if the recommendation or the decisions
to trade are made with a frequency that is not in the best interests of
the client.

[intentionally blank]

[Note: recital 57 to the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]
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10.4
10.5
10.6

[intentionally blank]
[intentionally blank]

[intentionally blank]

COBS 10 Annex 1 [intentionally blank]

11
111

1111

11.1.2

11.1.3

111.4
11.2

1121

Non-advised services
Application and purpose provisions

R This chapter applies to a firm which provides investment services in the
course of MiFID business or the equivalent business of a third country
investment firm other than making a personal recommendation and
managing investments.

[intentionally blank]

R This chapter applies to a firm which assesses appropriateness on behalf of
another MiFID investment firm so that the other firm may rely on the
assessment under COBS 2.4.4R (Reliance on other investment firms: MiFID
and equivalent business).

[intentionally blank]
Assessing appropriateness: the obligations

R (1) When providing a service to which this chapter applies, a firm must
ask the client to provide information regarding his knowledge and
experience in the investment field relevant to the specific type of
product or service offered or demanded so as to enable the firm to
assess whether the service or product envisaged is appropriate for the
client.

(2) When assessing appropriateness, a firm:

@ must determine whether the client has the necessary
experience and knowledge in order to understand the risks
involved in relation to the product or service offered or
demanded,;

(b) may assume that a professional client has the necessary
experience and knowledge in order to understand the risks
involved in relation to those particular investment services or
transactions, or types of transaction or product, for which the
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11.2.2

11.2.3

11.2.4

11.2.5

11.2.6

11.2.7

11.2.8

11.3

1131

R

client is classified as a professional client.

[Note: article 19(5) of MiFID and article 36 of the MiFID implementing
Directive]

The information regarding a client’s knowledge and experience in the
investment field includes, to the extent appropriate to the nature of the
client, the nature and extent of the service to be provided and the type of
product or transaction envisaged, including their complexity and the risks
involved, information on:

1) the types of service, transaction and designated investment with
which the client is familiar;

(2) the nature, volume, frequency of the client’s transactions in
designated investments and the period over which they have been
carried out;

(3) the level of education, profession or relevant former profession of
the client.

[Note: article 37(1) of the MiFID implementing Directive]

A firm must not encourage a client not to provide information required for
the purposes of its assessment of appropriateness.

[Note: article 37(2) of the MiFID implementing Directive]

A firm is entitled to rely on the information provided by a client unless it is
aware that the information is manifestly out of date, inaccurate or
incomplete.

[Note: article 37(3) of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

Warning the client

R

1) If a firm considers, on the basis of the information received to
enable it to assess appropriateness, that the product or service is not
appropriate to the client, the firm must warn the client.

(2) This warning may be provided in a standardised format.
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11.3.2

11.3.3

11.4

1141

R

[Note: article 19(5) of MiFID]

(1)

(2)

If the client elects not to provide the information to enable the firm
to assess appropriateness, or if he provides insufficient information
regarding his knowledge and experience, the firm must warn the
client that such a decision will not allow the firm to determine
whether the service or product envisaged is appropriate for him.

This warning may be provided in a standardised format.

[Note: article 19(5) of MiFID]

[intentionally blank]

Assessing appropriateness: when it need not be done

R

1)

@)

3)

A firm is not required to ask its client to provide information or
assess appropriateness if:

@ the service relates to particular financial instruments;
(b) the service is provided at the initiative of the client;

() the client has been clearly informed (whether the warning is
given in a standardised format or not) that in the provision
of this service the firm is not required to assess the
suitability of the instrument or service provided or offered
and that therefore he does not benefit from the protection of
the rules on assessing suitability; and

(d) the firm complies with its obligations in relation to conflicts
of interest.

The financial instruments are:

€)) shares admitted to trading on a regulated market or an
equivalent third country market (that is, one which is
included in the list which is published by the European
Commission and updated periodically); or

(b) money market instruments, bonds or other forms of
securitised debt (excluding those bonds or securitised debt
that embed a derivative); or

(©) units in a scheme authorised under the UCITS directive; or
(d) other non-complex financial instruments.

A financial instrument is non-complex if it satisfies the following
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1142

115

115.1

1152

R

criteria:

@) it is not a derivative or other security giving the right to
acquire or sell a transferable security or giving rise to a
cash settlement determined by reference to transferable
securities, currencies, interest rates or yields, commodities
or other indices or measures;

(b) there are frequent opportunities to dispose of, redeem, or
otherwise realise the instrument at prices that are publicly
available to the market participants and that are either
market prices or prices made available, or validated, by
valuation systems independent of the issuer;

(©) it does not involve any actual or potential liability for the
client that exceeds the cost of acquiring the instrument; and

(d) adequately comprehensive information on its characteristics
is publicly available and is likely to be readily understood
so as to enable the average retail client to make an informed
judgment as to whether to enter into a transaction in that
instrument.

[Note: article 19(6) of MiFID and article 38 of the MiFID implementing
Directive]

If a client engages in a course of dealings involving a specific type of
product or service through the services of a firm, the firm is not required to
make a new assessment on the occasion of each separate transaction. A
firm complies with the rules in this chapter provided that it makes the
necessary appropriateness assessment before beginning that service.

[Note: recital 59 to the MiFID implementing Directive]

Assessing appropriateness: guidance

The initiative of the client

G

G

A service should be considered to be provided at the initiative of a client
(see COBS 11.4.1R(1)(b)) unless the client demands it in response to a
personalised communication from or on behalf of the firm to that particular
client which contains an invitation or is intended to influence the client in
respect of a specific financial instrument or specific transaction.

[Note: recital 30 to MiFID]

A service can be considered to be provided at the initiative of a client
notwithstanding that the client demands it on the basis of any
communication containing a promotion or offer of financial instruments
made by any means that by its very nature is general and addressed to the
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11.5.3

1154

1155

11.6

12

12.1

12.1.1

12.1.2

12.1.3

12.1.4

12.15

public or a larger group or category of clients.
[Note: recital 30 to MiFID]
[intentionally blank]

[intentionally blank]

Independent valuation systems

G

The circumstances in which valuation systems will be independent of the
issuer (see COBS 11.4.1R(3)(b)) include where they are overseen by a
depositary that is regulated as a provider of depositary services in a EEA
State.

[Note: recital 61 to the MiFID implementing Directive]

[intentionally blank]

Dealing and managing

Application

General application

R

This chapter other than the sections on the use of dealing commission
(COBS 12.6) and personal account dealing (COBS 12.7) applies in relation
to:

(1) MIFID business carried on by a MiFID investment firm; or
(2) equivalent business of a third country investment firm.

In this chapter, provisions marked "EU" apply to a third country investment
firm as if they were rules.

[intentionally blank]

Application to section on personal account dealing

R

The section on personal account dealing applies to the designated
investment business of a firm in relation to activities carried on from an
establishment in the United Kingdom.

The EEA territorial scope rule modifies the default territorial scope of the
section on personal account dealing (see COBS 12.7) to the extent
necessary to be compatible with European law (see Paragraph 1.1 of Part 3
of COBS App 1). This means that the section on personal account dealing
also applies to passported activities carried on by a UK MiFID investment
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12.2

12.2.1

12.2.2

12.2.3

12.2.4

12.2.5

firm from a branch in another EEA state, but does not apply to the UK
branch of an EEA MiFID investment firm in relation to its MiFID business.

Best Execution

Obligation to execute orders on terms most favourable to the client

R

G

A firm must take all reasonable steps to obtain, when executing orders, the
best possible result for its clients taking into account the execution factors.

[Note: article 21 (1) of MiFID]

The obligation to take all reasonable steps to obtain the best possible result
for its clients should apply to a firm which owes contractual or agency
obligations to the client.

[Note: recital 33 to MiFID]

Dealing on own account with clients by a firm should be considered as the
execution of client orders, and therefore subject to the requirements under
MIFID, in particular, those obligations in relation to best execution.

[Note: first sentence of recital 69 to the MiFID implementing Directive]

If a firm provides a quote to a client and that quote would meet the firm’s
obligations to take all reasonable steps to obtain the best possible result for
its clients if the firm executed that quote at the time the quote was provided,
the firm will meet those same obligations if it executes its quote after the
client accepts it, provided that, taking into account the changing market
conditions and the time elapsed between the offer and acceptance of the
quote, the quote is not manifestly out of date.

[Note: second sentence of recital 69 to the MiFID implementing Directive]

The obligation to deliver the best possible result when executing client
orders applies in relation to all types of financial instruments. However,
given the differences in market structures or the structure of financial
instruments, it may be difficult to identify and apply a uniform standard of
and procedure for best execution that would be valid and effective for all
classes of instrument. Best execution obligations should therefore be
applied in a manner that takes into account the different circumstances
associated with the execution of orders related to particular types of
financial instruments. For example, transactions involving a customised
OTC financial instrument that involve a unique contractual relationship
tailored to the circumstances of the client and the firm may not be
comparable for best execution purposes with transactions involving shares
traded on centralised execution venues.

[Note: recital 70 to the MiFID implementing Directive]
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12.2.6

12.2.7

12.2.8

12.2.9

12.2.10

Best execution criteria

R

When executing a client order, a firm must take into account the following
criteria for determining the relative importance of the execution factors:

(1) the characteristics of the client including the categorisation of the
client as retail or professional;

(2) the characteristics of the client order;

(3) the characteristics of financial instruments that are the subject of that
order;

(4) the characteristics of the execution venues to which that order can be
directed.

[Note: article 44(1) of the MiFID implementing Directive]

Role of price

R

Where a firm executes an order on behalf of a retail client, the best possible
result must be determined in terms of the total consideration, representing
the price of the financial instrument and the costs related to execution,
which must include all expenses incurred by the client which are directly
related to the execution of the order, including execution venue fees,
clearing and settlement fees and any other fees paid to third parties
involved in the execution of the order.

[Note: paragraph 1 of article 44(3) of the MiFID implementing Directive]

For the purposes of ensuring that a firm obtains the best possible result for
the client when executing a retail client order in the absence of specific
client instructions, the firm should take into consideration all factors that
will allow it to deliver the best possible result in terms of the total
consideration, representing the price of the financial instrument and the
costs related to execution. Speed, likelihood of execution and settlement,
the size and nature of the order, market impact and any other implicit
transaction costs may be given precedence over the immediate price and
cost consideration only insofar as they are instrumental in delivering the
best possible result in terms of the total consideration to the retail client.

[Note: recital 67 to the MiFID implementing Directive]

[intentionally blank]

Delivering best execution where there are competing execution venues

R

For the purposes of delivering best execution for a retail client where there
is more than one competing venue to execute an order for a financial
instrument, in order to assess and compare the results for the client that
would be achieved by executing the order on each of the execution venues
listed in the firm’s order execution policy that is capable of executing that
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12.2.11

12.2.12

12.2.13

12.2.14

12.2.15

12.2.16

order, the firm’s own commissions and costs for executing the order on
each of the eligible execution venues must be taken into account in that
assessment.

[Note: article 44(3) of paragraph 2 of the MiFID implementing Directive]

The obligation to deliver best execution for a retail client where there are
competing execution venues is not intended to require a firm to compare the
results that would be achieved for its client on the basis of its own
execution policy and its own commissions and fees, with results that might
be achieved for the same client by any other firm on the basis of a different
execution policy or a different structure of commissions or fees. Nor is it
intended to require a firm to compare the differences in its own
commissions which are attributable to differences in the nature of the
services that the firm provides to clients.

[Note: recital 71 to the MiFID implementing Directive]

A firm must not structure or charge its commissions in such a way as to
discriminate unfairly between execution venues.

[Note: article 44(4) of the MiFID implementing Directive]

A firm would be considered to structure or charge its commissions in a way
which discriminates unfairly between execution venues if it charges a
different commission or spread to clients for execution on different
execution venues and that difference does not reflect actual differences in
the cost to the firm of executing on those venues.

[Note: recital 73 to the MiFID implementing Directive]

Requirement for an order execution policy

R

A firm must establish and implement effective arrangements for complying
with the obligation to take all reasonable steps to obtain the best possible
result for its clients. In particular, the firm must establish and implement an
order execution policy to allow it to obtain, for its client orders, the best
possible result in accordance with that obligation.

[Note: article 21(2) of MiFID]

The order execution policy must include, in respect of each class of
financial instruments, information on the different execution venues where
the firm executes its client orders and the factors affecting the choice of
execution venue. It must at least include those execution venues that enable
the firm to obtain on a consistent basis the best possible result for the
execution of client orders.

[Note: paragraph 1 of article 21(3) of MiFID]
(1)  When establishing its execution policy, a firm should determine the

relative importance of the execution factors, or at least establish the
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12.2.17

12.2.18

12.2.19

12.2.20

G

G

process by which it determines the relative importance of these
factors, so that it can deliver the best possible result to its clients.

(2) Inorder to give effect to that policy, a firm should select the
execution venues that enable it to obtain on a consistent basis the best
possible result for the execution of client orders.

(3) A firm should apply its execution policy to each client order that it
executes with a view to obtaining the best possible result for the
client in accordance with that policy.

(4) The obligation to take all reasonable steps to obtain the best possible
result for the client should not be treated as requiring a firm to
include in its execution policy all available execution venues.

[Note: recital 66 to the MiFID implementing Directive]

The provisions of this section that provide that costs of execution include a
firm’s own commissions or fees charged to the client for the provision of an
investment service should not apply for the purpose of determining what
execution venues must be included in the firm’s execution policy.

[Note: recital 72 to the MiFID implementing Directive]

The provisions of this section as to execution policy are without prejudice
to the general obligation of a firm to monitor the effectiveness of its order
execution arrangements and policy and assess the execution venues in its
execution policy on a regular basis.

[Note: recital 74 to the MiFID implementing Directive]

Following specific instructions from a client

R

G

(1) Whenever there is a specific instruction from the client, the firm must
execute the order following the specific instruction.

[Note: article 21(1) of MiFID]

(2) Afirm satisfies its obligation under this section to take all reasonable
steps to obtain the best possible result for a client to the extent that it
executes an order or a specific aspect of an order following specific
instructions from the client relating to the order or the specific aspect
of the order.

[Note: article 44(2) of the MiFID implementing Directive]

When a firm executes an order following specific instructions from the
client, it should be treated as having satisfied its best execution obligations
only in respect of the part or aspect of the order to which the client
instructions relate. The fact that the client has given specific instructions
which cover one part or aspect of the order should not be treated as
releasing the firm from its best execution obligations in respect of any other
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12.2.23

12.2.24

G

parts or aspects of the client order that are not covered by such instructions.
[Note: recital 68 to the MiFID implementing Directive]

A firm should not induce a client to instruct it to execute an order in a
particular way, by expressly indicating or implicitly suggesting the content
of the instruction to the client, when the firm ought reasonably to know that
an instruction to that effect is likely to prevent it from obtaining the best
possible result for that client. However, this should not prevent a firm
inviting a client to choose between two or more specified trading venues,
provided that those venues are consistent with the execution policy of the
firm.

[Note: recital 68 to the MiFID implementing Directive]

Information about the order execution policy

R

R

R

A firm must provide appropriate information to its clients on its order
execution policy.

[Note: paragraph 2 of article 21(3) of MiFID]

A firm must provide a retail client with the following details on its
execution policy in good time prior to the provision of the service:

(1) anaccount of the relative importance the firm assigns, in accordance
with the execution criteria, to the execution factors, or the process by
which the firm determines the relative importance of those factors;

(2) alist of the execution venues on which the firm places significant
reliance in meeting its obligation to take all reasonable steps to obtain
on a consistent basis the best possible result for the execution of
client orders;

(3) aclear and prominent warning that any specific instructions from a
client may prevent the firm from taking the steps that it has designed
and implemented in its execution policy to obtain the best possible
result for the execution of those orders in respect of the elements
covered by those instructions.

That information must be provided in a durable medium, or by means of a
website (where that does not constitute a durable medium) provided that the
website conditions are satisfied.

[Note: article 46(2) of the MiFID implementing Directive]

Where the order execution policy provides for the possibility that client
orders may be executed outside a regulated market or an MTF, the firm
must, in particular, inform its clients about this possibility.

[Note: paragraph 3 of article 21(3) of MiFID]
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12.2.26

12.2.27

12.2.28

12.2.29

12.2.30

Client consent to execution policy and execution of orders outside a regulated
market or MTF

R A firm must obtain the prior consent of its clients to the execution policy.
[Note: paragraph 2 of article 21 (3) of MiFID]

R A firm must obtain the prior express consent of its clients before proceeding
to execute their orders outside a regulated market or an MTF. The firm
may obtain this consent either in the form of a general agreement or in
respect of individual transactions.

[Note: paragraph 3 of article 21(3) of MiFID]
Monitoring the effectiveness of execution arrangements and policy

R A firm must monitor the effectiveness of their order execution
arrangements and execution policy in order to identify and, where
appropriate, correct any deficiencies. In particular, it must assess, on a
regular basis, whether the execution venues included in the order execution
policy provide for the best possible result for the client or whether it needs
to make changes to its execution arrangements. The firm must notify clients
of any material changes to their order execution arrangements or execution

policy.
[Note: article 21(4) of MiFID]

Review of the order execution policy

R A firm must review annually its execution policy, as well as its order
execution arrangements.

Such a review must also be carried out whenever a material change occurs
that affects the firm’s ability to continue to obtain the best possible result
for the execution of its client orders on a consistent basis using the venues
included in its execution policy.

[Note: article 46(1) of the MiFID implementing Directive]
Demonstration of execution of orders in accordance with execution policy

R A firm must be able to demonstrate to its clients, at their request, that it has
executed their orders in accordance with its execution policy.

[Note: article 21(5) of MiFID]

Duty of portfolio managers and receivers and transmitters to act clients' best
interests

R Afirm must, when providing the service of portfolio management, comply

with the obligation to act in accordance with the best interests of its clients
when placing orders with other entities for execution that result from
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R

R

decisions by the firm to deal in financial instruments on behalf of its client.
[Note: article 45(1) of MiFID implementing Directive]

A firm must, when providing the service of reception and transmission of
orders, comply with the obligation to act in accordance with the best interests
of its clients when transmitting client orders to other entities for execution.

[Note: article 45(2) of the MiFID implementing Directive]

In order to comply with the obligation to act in accordance with the best
interests of its clients when it places an order with, or transmits an order to,
another entity for execution, a firm must:

[Note: article 45(3) of the MiFID implementing Directive]

1) take all reasonable steps to obtain the best possible result for its
clients taking into account the execution factors. The relative
importance of these factors must be determined by reference to the
execution criteria and, for retail clients, to the requirement to
determine the best possible result in terms of the total consideration
(see COBS 12.2.7R).

A firm satisfies its obligation to act in accordance with the best
interests of its clients, and is not required to take the steps mentioned
above, to the extent that it follows specific instructions from its client
when placing an order with, or transmitting an order to, another entity
for execution;

[Note: paragraph 1 and 2 of article 45(4) of the MiFID implementing
Directive]

(2 establish and implement a policy to enable it to comply with the
obligation to take all reasonable steps to obtain the best possible
result for its clients. The policy must identify, in respect of each
class of instruments, the entities with which the orders are placed or
to which the firm transmits orders for execution. The entities
identified must have execution arrangements that enable the firm to
comply with its obligations under this section when it places and
order with, or transmits an order to, that entity for execution;

[Note: paragraph 1 of article 45(5) of the MiFID implementing Directive]

3) provide appropriate information to its clients on the policy
established in accordance with this section;

[Note: paragraph 2 of article 45(5) of the MiFID implementing Directive]

4) monitor on a regular basis the effectiveness of the policy and, in
particular, the execution quality of the entities identified in that
policy and, where appropriate, correct any deficiencies; and
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12.2.34

12.3

12.3.1

12.3.2

[Note: first paragraph of article 45(6) of the MiFID implementing Directive]

(5) review the policy annually. Such a review must also be carried out
whenever a material change occurs that affects the firm’s ability to
continue to obtain the best possible result for its clients.

[Note: second paragraph of article 45(6) of the MiFID implementing
Directive]

This section is not intended to require a duplication of effort as to best
execution between a firm which provides the service of reception and
transmission of orders or portfolio management and any firm to which that
firm transmits its orders for execution.

[Note: recital 75 to the MiFID implementing Directive]

The provisions applying to a firm which places orders with, or transmits
orders to, other entities for execution (see COBS 12.2.30R to COBS
12.2.33G) will not apply when the firm that provides the service of portfolio
management and/or service of reception and transmission of orders also
executes the orders received or the decisions to deal on behalf of its client’s
portfolio. In those cases the requirements of this section for firms who
execute orders apply (see COBS 12.2.1R to COBS 12.2.29R).

[Note: article 45(7) of the MiFID implementing Directive]

Client order handling

General principles

(1) A firm which is authorised to execute orders on behalf of clients must
implement procedures and arrangements which provide for the
prompt, fair and expeditious execution of client orders, relative to
other client orders or the trading interests of the firm.

[Note: paragraph 1 of article 22(1) of MiFID]

(2)  These procedures or arrangements must allow for the execution of
otherwise comparable client orders in accordance with the time of
their reception by the firm.

[Note: paragraph 2 of article 22(1) of MiFID]
A firm must satisfy the following conditions when carrying out client orders:

(1) it must ensure that orders executed on behalf of clients are promptly
and accurately recorded and allocated,;

(2) it must carry out otherwise comparable client orders sequentially and
promptly unless the characteristics of the order or prevailing market
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12.3.4

12.35

12.3.6

12.3.7

conditions make this impracticable, or the interests of the client
require otherwise;

(3) it must inform a retail client about any material difficulty relevant to
the proper carrying out of orders promptly upon becoming aware of
the difficulty.

[Note: article 47(1) of the MiFID implementing Directive and article 19(1) of
MiFID]

Without prejudice to the Market Abuse Directive, for the purposes of the
provisions of this section, client orders should not be treated as otherwise
comparable if they are received by different media and it would not be
practicable for them to be treated sequentially.

[Note: recital 78 to the MiFID implementing Directive]

Where a firm is responsible for overseeing or arranging the settlement of an
executed order, it must take all reasonable steps to ensure that any client
financial instruments or client funds received in settlement of that executed
order are promptly and correctly delivered to the account of the appropriate
client.

[Note: article 47(2) of the MiFID implementing Directive and article 19(1) of
MiFID]

A firm must not misuse information relating to pending client orders, and
shall take all reasonable steps to prevent the misuse of such information by
any of its relevant persons.

[Note: article 47(3) of the MiFID implementing Directive and article 19(1) of
MiFID]

For the purposes of the rule on the misuse of information (see COBS
12.3.5R), any use by a firm of information relating to a pending client order
in order to deal on own account in the financial instruments to which the
client order relates, or in related financial instruments, should be considered
a misuse of that information. However, the mere fact that market makers or
bodies authorised to act as counterparties confine themselves to pursuing
their legitimate business of buying and selling financial instruments, or that
persons authorised to execute orders on behalf of third parties confine
themselves to carrying out an order dutifully, should not in itself be deemed
to constitute a misuse of information.

[Note: recital 78 to the MiFID implementing Directive]

Aggregation and allocation of orders

A firm is not permitted to carry out a client order or a transaction for own
account in aggregation with another client order unless the following
conditions are met:
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12.3.9

12.3.10

12.3.11

R

(1) it must be unlikely that the aggregation of orders and transactions will
work overall to the disadvantage of any client whose order is to be
aggregated,

(2) it must be disclosed to each client whose order is to be aggregated that
the effect of aggregation may work to its disadvantage in relation to a
particular order;

(3) anorder allocation policy must be established and effectively
implemented, providing in sufficiently precise terms for the fair
allocation of aggregated orders and transactions, including how the
volume and price of orders determines allocations and the treatment of
partial executions.

[Note: article 48(1) of the MiFID implementing Directive and article 19(1) of
MiFID]

If a firm aggregates an order with one or more other client orders and the
aggregated order is partially executed, it must allocate the related trades in
accordance with its order allocation policy.

[Note: article 48(2) of the MiFID implementing Directive and article 19(1) of
MiFID]

Aggregation and allocation of transactions for own account

R

R

R

A firm which has aggregated transactions for own account with one or more
client orders must not allocate the related trades in a way which is
detrimental to a client.

[Note: article 49(1) of the MiFID implementing Directive and article 19(1) of
MiFID]

1) If a firm aggregates a client order with a transaction for own account
and the aggregated order is partially executed, it must allocate the
related trades to the client in priority to the firm.

(2)  However, if the firm is able to demonstrate on reasonable grounds that
without the combination it would not have been able to carry out the
order on such advantageous terms, or at all, it may allocate the
transaction for own account proportionally, in accordance with its
order allocation policy.

[Note: article 49(2) of the MiFID implementing Directive and article 19(1) of
MiFID]

A firm must, as part of its order allocation policy, put in place procedures to
prevent the reallocation, in a way that is detrimental to the client, of
transactions for own account which are executed in combination with client
orders.
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12.3.13

12.4

1241

12.4.2

12.4.3

12.4.4

12.4.5

12.4.6

[Note: article 49(3) of the MiFID implementing Directive and article 19(1) of
MiFID]

G  For the purposes of the provisions of this section, the reallocation of
transactions should be considered as detrimental to a client if, as an effect of
that reallocation, unfair precedence is given to the firm or to any particular
client.

[Note: recital 77 to the MiFID implementing Directive]
[intentionally blank]

Client limit orders

Obligation to make unexecuted client limit orders public

R Unless a client expressly instructs otherwise, a firm must, in the case of a
client limit order in respect of shares admitted to trading on a regulated
market which are not immediately executed under prevailing market
conditions, take measures to facilitate the earliest possible execution of that
order by making public immediately that client limit order in a manner
which is easily accessible to other market participants.

[Note: article 22(2) of MiFID]

G  Inrespect of transactions executed between eligible counterparties, the
obligation to disclose client limit orders should only apply where the
counterparty is explicitly sending a limit order to a firm for its execution.

[Note: recital 42 to MiFID]
How client limit orders may be made public

EU An investment firm shall be considered to disclose client limit orders that are
not immediately executable if it transmits the order to a regulated market or
MTF that operates an order book trading system, or ensures that the order is
made public and can be easily executed as soon as market conditions allow.

[Note: article 31 of MiFID Regulation]
[intentionally blank]
Orders that are large in scale

R The obligation to make public a limit order will not apply to a limit order
that is large in scale compared with normal market size.

[Note: article 22(2) of MiFID]

[intentionally blank]
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12.5.2

12.5.3

Record keeping: client orders and transactions

Record keeping of client orders and decisions to deal

EU

An investment firm shall, in relation to every order received from a client,
and in relation to every decision to deal taken in providing the service of
portfolio management, immediately make a record of the following details,
to the extent they are applicable to the order or decision to deal in question:

@) the name or other designation of the client;

(b) the name or other designation of any relevant person acting on
behalf of the client;

(© the details specified in point 4, 6, and in points 16 to 19, of Table 1
of Annex I;

(d) the nature of the order if other than buy or sell;

(e) the type of the order;

()] any other details, conditions and particular instructions from the
client that specify how the order must be carried out;

(9) the date and exact time of the receipt of the order, or of the decision

to deal, by the investment firm.

[Note: article 7 of MiFID Regulation]

Record-keeping of transactions

EU

EU

Immediately after executing a client order, or, in the case of investment firms
that transmit orders to another person for execution, immediately after
receiving confirmation that an order has been executed, investment firms
shall record the following details of the transaction in question:

@ the name or other designation of the client;

(b) the details specified in points 2, 3, 4, 6, and in points 16 to 21, of
Table 1 of Annex I;

(©) the total price, being the product of the unit price and the quantity;

(d) the nature of the transaction if other than buy or sell;

(e) the natural person who executed the transaction or who is

responsible for the execution.

[Note: article 8(1) of MiFID Regulation]

If an investment firm transmits an order to another person for execution, the
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EU

investment firm shall immediately record the following details after making
the transmission:

@) the name or other designation of the client whose order has been
transmitted;

(b) the name or other designation of the person to whom the order was
transmitted;

(©) the terms of the order transmitted,

(d) the date and exact time of transmission.

[Note: article 8(2) of MiFID Regulation]

Points 2, 3, 4, 6, 16 — 21 of Table 1 of Annex 1 of the MiFID Regulation

2.

Trading day

The trading day on which the transaction was
executed.

Trading time

The time at which the transaction was executed,
reported in the local time of the competent authority
to which the transaction will be reported, and the
basis in which the transaction is reported expressed as
Co-ordinated Universal Time (UTC) +/- hours.

Buy/sell
indicator

Identifies whether the transaction was a buy or sell
from the perspective of the reporting investment firm
or, in the case of a report to a client, of the client.

Instrument
identification

This shall consist in:

- a unique code to be decided by the competent
authority (if any) to which the report is made
identifying the financial instrument which is the
subject of the transaction;

- if the financial instrument in question does not have
a unique identification code, the report must include
the name of the instrument or, in the case of a
derivative contract, the characteristics of the contract.

16.

Unit price

The price per security or derivative contract
excluding commission and (where relevant) accrued
interest. In the case of a debt instrument, the price
may be expressed either in terms of currency or as a
percentage.

17.

Price notation

The currency in which the price is expressed. If, in
the case of a bond or other form of securitised debt,
the price is expressed as a percentage, that percentage
shall be included.
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18.

Quantity

The number of units of the financial instruments, the
nominal value of bonds, or the number of derivative
contracts included in the transaction.

19.

Quantity
notation

An indication as to whether the quantity is the
number of units of financial instruments, the nominal
value of bonds or the number of derivative contracts.

20.

Counterparty

Identification of the counterparty to the transaction.
That identification shall consist of:

- where the counterparty is an investment firm, a
unique code for that firm, to be determined by the
competent authority (if any) to which the report is
made;

- where the counterparty is a regulated market or
MTF or an entity acting as its central counterparty,
the unique harmonised identification code for that
market, MTF or entity acting as central counterparty,
as specified in the list published by the competent
authority of the home Member State of that entity in
accordance with Article 13(2);

- where the counterparty is not an investment firm, a
regulated market, an MTF or an entity acting as
central counterparty, it should be identified as
‘customer/client’ of the investment firm which
executed the transaction.

21.

Venue
identification

Identification of the venue where the transaction was
executed. That identification shall consist in:

- where the venue is a trading venue: its unique
harmonised identification code;

- otherwise: the code ‘OTC".

[intentionally blank]

Rule on personal account dealing

R

A firm that conducts designated investment business must establish,
implement and maintain adequate arrangements aimed at preventing the
following activities in the case of any relevant person who is involved in
activities that may give rise to a conflict of interest, or who has access to
inside information as defined in the Market Abuse Directive or to other
confidential information relating to clients or transactions with or for clients
by virtue of an activity carried out by him on behalf of the firm:
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12.7.4

1)

@)

3)

entering into a personal transaction which meets at least one of the
following criteria:

(a) that relevant person is prohibited from entering into it under the
Market Abuse Directive;

(b) it involves the misuse or improper disclosure of that confidential
information;

(c) itconflicts or is likely to conflict with an obligation of the firm to
a customer under the regulatory system or any other obligation of
the firm under MiFID;

advising or procuring, other than in the proper course of his
employment or contract for services, any other person to enter into a
transaction in designated investments which, if a personal transaction
of the relevant person, would be covered by (1) or a relevant provision;

disclosing, other than in the normal course of his employment or
contract for services, any information or opinion to any other person if
the relevant person knows, or reasonably ought to know, that as a result
of that disclosure that other person will or would be likely to take either
of the following steps:

(a) toenter into a transaction in designated investments which, if a
personal transaction of the relevant person, would be covered by
(1) or a relevant provision;

(b) to advise or procure another person to enter into such a
transaction.

[Note: article 12(1) of MiFID implementing Directive]

R

R

For the purposes of this section, the relevant provisions are:

1)

()

the rules on personal transactions undertaken by financial analysts in
COBS 13.2.5R (1) and (2);

the rule on the misuse information relating to pending client orders in
COBS 12.3.5.

[intentionally blank]

The arrangements required under this section must in particular be designed
to ensure that:

1)

each relevant person covered by this section is aware of the restrictions
on personal transactions, and of the measures established by the firm in
connection with personal transactions and disclosure, in accordance
with this section;
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12.7.7

(2)

3)

the firm:

(@ isinformed promptly of any personal transaction entered into by
a relevant person, either by notification of that transaction or by
other procedures enabling the firm to identify such transactions;
or

(b) in the case of outsourcing arrangements, ensures that the service
provider to which the activity is outsourced maintains a record of
personal transactions entered into by any relevant person and
provides that information to the firm promptly on request;

a record is kept of the personal transaction notified to the firm or
identified by it, including any authorisation or prohibition in connection
with such a transaction.

[Note: article 12(2) of MiFID implementing Directive]

R

R

This section does not apply to the following kinds of personal transaction:

1)

@)

3)

personal transactions effected under a discretionary portfolio
management service where there is no prior communication in
connection with the transaction between the portfolio manager and the
relevant person or other person for whose account the transaction is
executed,

personal transactions in units or shares in collective undertakings that
comply with the conditions necessary to enjoy the rights conferred by
the UCITS Directive or are subject to supervision under the law of an
EEA State which requires an equivalent level of risk spreading in their
assets, where the relevant person and any other person for whose
account the transactions are effected are not involved in the
management of that undertaking;

personal transactions in life policies.

[Note: article 12(3) of MiFID implementing Directive]

[intentionally blank]

Where successive personal transactions are carried out on behalf of a person
in accordance with prior instructions given by that person, the obligations
under this section do not apply:

1)

()

separately to each successive transaction if those instructions remain in
force and unchanged; or

to the termination or withdrawal of such instructions, provided that any
financial instruments which had previously been acquired pursuant to
the instructions are not disposed of at the same time as the instructions
terminate or are withdrawn.
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13.1.3

13.2

13.2.1

13.2.2

Obligations under this section do apply in relation to a personal transaction,
or the commencement of successive personal transactions, that are carried
out on behalf of the same person if those instructions are changed or if new
instructions are issued.

[Note: recital 17 to MiFID implementing Directive]

Investment Research
Purpose and Application
Purpose

G (1) The purpose of this chapter is to implement the provisions of MiFID
relating to the production and dissemination of investment research and
non-independent research.

(2) [intentionally blank]

Application
Who?

R This chapter applies in relation to MiFID business carried on by a MiFID
investment firm.

Where?

G The EEA territorial scope rule modifies the general rule of application to
the extent necessary to be compatible with European law (see paragraph 1.1.
of Part 3 of COBS App 1). This means that COBS 13.2 also applies to
passported activities carried on by a UK MiFID investment firm from a
branch into another EEA state but does not apply to the United Kingdom
branch of an EEA MIFID investment firm in relation to its MiFID business.

Investment Research
Application

R This section applies to a firm which produces, or arranges for the production
of, investment research that is intended or likely to be subsequently
disseminated to clients of the firm or to the public, under its own
responsibility or that of a member of its group.

[Note: article 25(1) of the MiFID implementing Directive]

[intentionally blank]
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Measures and arrangements required for investment research

R

R

A firm must ensure the implementation of all of the measures for managing
conflicts of interest in SYSC 10.1.11 R in relation to the financial analysts
involved in the production of investment research and other relevant
persons whose responsibilities or business interests may conflict with the
interests of the persons to whom investment research is disseminated.

[Note: article 25(1) of the MiFID implementing Directive]
[intentionally blank]

A firm must have in place arrangements designed to ensure that the
following conditions are satisfied:

(1) if afinancial analyst or other relevant person has knowledge of the
likely timing or content of investment research which is not publicly
available or available to clients and cannot readily be inferred from
information that is so available, that financial analyst or other relevant
person must not undertake personal transactions or trade on behalf of
any other person, including the firm, other than:

(1) as market maker acting in good faith and in the ordinary
course of market making; or

(i) in the execution of an unsolicited client order,

in financial instruments to which the investment research relates, or in
any related financial instruments, until the recipients of the investment
research have had a reasonable opportunity to act on it;

[Note: article 25(2)(a) of the MiFID implementing Directive]

(2) incircumstances not covered by (1), financial analysts and any other
relevant persons involved in the production of investment research
must not undertake personal transactions in financial instruments to
which the investment research relates, or in any related financial
instrument, contrary to current recommendations, except in
exceptional circumstances and with the prior approval of a member of
the firm's legal or compliance function;

[Note: article 25(2)(b) of the MiFID implementing Directive]

(3) the firm itself, financial analysts, and other relevant persons involved
in the production of investment research must not accept inducements
from those with a material interest in the subject matter of the
investment research;

[Note: article 25(2)(c) of the MiFID implementing Directive]

(4) the firm itself, financial analysts, and other relevant persons involved
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13.2.9

13.2.10

13.2.11
13.2.12

13.2.13

in the production of investment research must not promise issuers
favourable research coverage; and

[Note: article 25(2)(d) of the MiFID implementing Directive]

()

issuers, relevant persons other than financial analysts, and any other
persons must not, before the dissemination of investment research, be
permitted to review a draft of the investment research for the purpose
of verifying the accuracy of factual statements made in that investment
research, or for any other purpose other than verifying compliance
with the firm's legal obligations, if the draft includes a
recommendation or a target price.

[Note: article 25(2)(e) of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

[intentionally blank]

Exemption from investment research measures and arrangements

R A firm which disseminates investment research produced by another person
to the public or to clients is exempt from complying with the requirements in
COBS 13.2.3 R and COBS 13.2.5 R if the following criteria are met:

)

(2)

3)

(4)

the person that produces the investment research is not a member of
the group to which the firm belongs;

the firm does not substantially alter the recommendations within the
investment research;

the firm does not present the investment research as having been
produced by it; and

the firm verifies that the producer of the investment research is subject
to requirements equivalent to those in COBS 13.2.3 R and COBS
13.2.5 R in relation to the production of that investment research, or
has established a policy setting such requirements.

[Note: article 25(3) of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]

[intentionally blank]
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13.4

Chapter 14

15

15.1

15.2

Non-independent research
Application

R This section applies to a firm that produces or disseminates non-
independent research.

[Note: article 24(2) of the MiFID implementing Directive]
Labelling of non-independent research

R Afirm which produces or disseminates non-independent research must
ensure that it:

(1) isclearly identified as a marketing communication; and

(2) contains a clear and prominent statement that (or, in the case of an
oral recommendation, to the effect that) it:

(@) has not been prepared in accordance with legal requirements
designed to promote the independence of investment research;
and

(b) is not subject to any prohibition on dealing ahead of the
dissemination of investment research.

[Note: article 24(2) of the MiFID implementing Directive]

R The financial promotion rules apply to non-independent research as
though it were a marketing communication.

[Note: article 24(2) of the MiFID implementing Directive]
[intentionally blank]

[intentionally blank]

[intentionally blank]

Providing product information

[intentionally blank]

[intentionally blank]
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15.3

153.1

15.3.2

Information about designated investments

R

This section applies:

(1) toafirmin relation to MiFID business or the equivalent business of a
third country investment firm; and

(2) to any other firm in relation to the following regulated activities when
carried on for a retail client:

(@)
(b)
(©)

(d)

making a personal recommendation;
acting as a discretionary investment manager;

arranging (bringing about) or executing a deal in a warrant or
derivative; or

engaging in stock lending activity.

Providing a description of the nature and risks of designated investments

R

A firm must provide a client with a general description of the nature and risks
of designated investments, taking into account, in particular, the client's
categorisation as a retail client or a professional client. That description must:

(1) explain the nature of the specific type of designated investment, as well
as the risks particular to that specific type of designated investment, in
sufficient detail to enable the client to take investment decisions on an
informed basis; and

(2) include, where relevant to the specific type of designated investment
concerned and the status and level of knowledge of the client, the
following elements:

(@)

(b)

(©)

(d)

the risks associated with that type of designated investment
including an explanation of leverage and its effects and the risk
of losing the entire investment;

the volatility of the price of designated investments and any
limitations on the available market for such investments;

the fact that an investor might assume, as a result of transactions
in such designated investments, financial commitments and other
additional obligations, including contingent liabilities, additional
to the cost of acquiring the designated investments; and

any margin requirements or similar obligations, applicable to
designated investments of that type.

[Note: article 31(1) and (2) of the MiFID implementing Directive]

64



15.3.3

15.3.4

15.3.5

15.3.6

15.3.7

15.3.8

If a firm provides a retail client with information about a designated
investment that is the subject of a current offer to the public and a prospectus
has been published in connection with that offer in accordance with the
Prospectus Directive, that firm must inform the retail client where that
prospectus is made available to the public.

[Note: article 31(3) of the MiFID implementing Directive]

Where the risks associated with a designated investment composed of two or
more different designated investments or services are likely to be greater than
the risks associated with any of the components, a firm must provide an
adequate description of the components of that designated investment and the
way in which its interaction increases the risks.

[Note: article 31(4) of the MiFID implementing Directive]

In the case of a designated investment that incorporates a guarantee by a third
party, the information about the guarantee must include sufficient detail about
the guarantor and the guarantee to enable the retail client to make a fair
assessment of the guarantee.

[Note: article 31(5) of the MiFID implementing Directive]
[intentionally blank]
Providing information in a durable medium or via a website

If a rule in this section requires a firm to provide information, that information
must be provided in a durable medium or by means of a website (where that
does not constitute a durable medium) that satisfies the website conditions.

[Note: article 29(4) of the MiFID implementing Directive]

(1) Information about designated investments must be provided in good
time before a firm carries on designated investment business or MiFID
business.

(2) A firm may provide that information immediately after it begins to carry
on that business if:

(@ the firm was unable to comply with (1) because the relevant
business was concluded at the request of the retail client using a
means of distance communication which prevented the firm from
complying with that rule; or

(b) inany case where the rule on voice telephony communications
does not otherwise apply, the firm complies with the requirements
of that rule as if the client was a consumer.

[Note: article 29(2) and (5) of the MiFID implementing Directive]

65



Keeping the client up to date

1539 R

A firm must notify a client in good time about any material change to the
information provided under the rules in this section which is relevant to a
service that the firm is providing to that client. That notification must be given
in a durable medium if the information to which it relates is given in a
durable medium.

[Note: article 29(6) of the MiFID implementing Directive]

Information about UCITS schemes

15310 R

15311

Chapter 16

17

17.1

1711

17.2

17.2.1

If a firm provides a client with a simplified prospectus or an EEA simplified
prospectus which, in either case, meets the requirements of article 28 of the
UCITS Directive, it will have provided appropriate information for the
purposes of the requirement to disclose information on designated
investments and investment strategies, the requirement to disclose
information on costs and associated charges and the detailed requirements on
costs and associated charges in respect of the costs and associated charges
related to the UCITS scheme itself, including the exit and entry comissions.

[Note: article 34 of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]

Reporting information to clients

General client reporting requirement

R

A firm must ensure in relation to MiFID business or the equivalent business of
a third country investment firm that a client receives adequate reports on the
services provided to it by the firm. The reports must include, where
applicable, the costs associated with the transactions and services undertaken
by the firm on behalf of the client.

[Note: article 19(8) of MiFID]

Occasional reporting

Execution of orders other than when managing investments

R

(1) Ifafirm has carried out an order in the course of its designated
investment business on behalf of a client, it must:

@) promptly provide the client, in a durable medium, with the
essential information concerning the execution of the order;
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17.2.2

17.2.3

17.2.4

17.2.5

(2)
(3)

(4)

()

(b) in the case of a retail client, send the client a notice in a durable
medium confirming the execution of the order and such of the
trade confirmation information as is applicable:

i) assoon as possible and no later than the first business day
following that execution; or

ii) if the confirmation is received by the firm from a third party,
no later than the first business day following receipt of the
confirmation from the third party; and

(©) supply a client, on request, with information about the status of
his order.

Paragraph 1 does not apply to a firm managing investments.

Paragraph 1 (b) does not apply if the confirmation would contain the
same information as a confirmation that is to be promptly dispatched to
the client by another person.

Paragraph 1 (a) and (b) do not apply to an order executed on behalf of a
client that relates to a bond funding a mortgage loan agreement with the
client. The report on the transaction must be made at the same time as
the terms of the mortgage loan are communicated, but no later than one
month after the execution of the order.

If a firm carries out an order for a retail client relating to units or shares
in a collective investment undertaking that is part of a series of orders
that are executed periodically, it must:

@) comply with paragraph 1(b) in relation to that order; or

(b) provide the client at least once every six months with such of the
trade confirmation information as is applicable in relation to
each transaction in that series carried out in the relevant
reporting period.

[Note: article 40(1) to (4) of the MiFID implementing Directive]

[intentionally blank]

For the purposes of calculating the unit price in the trade confirmation
information, where the order is executed in tranches, the firm may supply the
client with information about the price of each tranche or the average price. If
the average price is provided, the firm must supply the retail client with
information about the price of each tranche upon request.

[Note: article 40(4) of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]
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17.2.6

17.2.7

17.3

17.3.1

17.3.2

[intentionally blank]

Record keeping: occasional reporting

R

A firm must retain a copy of any confirmation despatched to a client under
this section:

@) for MiFID business or the equivalent business of third country
investment firm for a period of at least five years; or

(b) for business that is neither MiFID business nor the equivalent
business of a third country investment firm for a period of at least
three years,

from the date of despatch.

[Note: see article 51(3) of the MiFID implementing Directive]

Periodic reporting

R

R

1) If a firm is managing investments on behalf of a client, it must provide
the client with a periodic statement in a durable medium unless such a
statement is provided by another person.

2 If the client is a retail client, the periodic statement must include such
of the periodic information as is applicable.

[Note: article 41(1) and (2) of the MiFID implementing Directive]

1) In the case of a retail client, the periodic statement must be provided
once every six months, except in the following cases:

(@) if the retail client so requests, the periodic statement must be
provided every three months;

(b) if the retail client elects to receive information about executed
transactions on a transaction-by-transaction basis (COBS
17.3.3R) and there are no transactions in warrants or
derivatives, the periodic statement must be provided at least
once every twelve months;

(c) if the agreement between a firm and a retail client for the
managing of investments authorises a leveraged portfolio, the
periodic statement must be provided at least once a month.

2 A firm must inform a retail client that he has the right to request the
provision of a periodic statement every three months.

[Note: article 41(3) of the MiFID implementing Directive]
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17.3.3

17.3.4

17.3.5

17.3.6

R

R

R

R

1) If the client elects to receive information about executed transactions
on a transaction-by-transaction basis, a firm managing investments
must provide promptly to the client, on the execution of a transaction,
the trade confirmation information concerning that transaction in a
durable medium.

2 If the client is a retail client, the firm must send him a notice
confirming the transaction and containing such trade confirmation
information as is applicable:

(@) no later than the first business day following that execution; or

(b) if the confirmation is received by the firm from a third party,
no later than the first business day following receipt of the
confirmation from the third party;

unless the confirmation would contain the same information as a
confirmation that is to be promptly dispatched to the retail client by another
person.

[Note: article 41(4) of the MiFID implementing Directive]

For the purposes of calculating the unit price in the trade confirmation
information or periodic information, where the order is executed in tranches,
the firm may supply the client with information about the price of each
tranche or the average price. If the average price is provided, the firm must
supply the retail client with information about the price of each tranche upon
request.

[Note: article 41(4) of the MiFID implementing Directive]

If a firm managing investments for a retail client carries out a transaction in,
or operates a client account that includes, an uncovered open position in a
contingent liability transaction, the firm must report to the retail client any

losses exceeding any predetermined threshold, agreed between the firm and
the retail client:

1) no later than the end of the business day in which the threshold is
exceeded; or

2 where the threshold is exceeded on a non-business day, the close of
the next business day.

[Note: article 42 of the MiFID implementing Directive]

For the purposes of this section, a contingent liability transaction is one that
involves any actual or potential liability for the client that exceeds the cost of
acquiring the instrument.

[Note: recital 63 of the MiFID implementing Directive]
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17.3.7
17.3.8

17.3.9

17.3.10

17.4

17.4.1

17.4.2

17.4.3

[intentionally blank]

[intentionally blank]

[intentionally blank]

Record keeping: periodic reporting

R

A firm must make, and retain, a copy of any periodic statement:

1)

)

for MiFID business or the equivalent business of a third country
investment firm for a period of at least five years; or

for business that is neither MiFID business nor the equivalent
business of a third country investment firm for a period of at least
three years;

from the date of despatch.

[Note: see article 51(3) of the MiFID implementing Directive]

Statements of client designated investments or client money

R

1)

(2)

A firm that holds client designated investments or client money for a
client must send that client at least once a year a statement in a
durable medium of those designated investments or that client money
unless such a statement has been provided in a periodic statement.

A credit institution need not send a statement in respect of deposits
held by it.

[Note: article 43(1) of the MiFID implementing Directive]

A firm must include in a statement of client assets referred to under this
section the following information:

1)

)

(3)

details of all the designated investments or client money held by the
firm for the client at the end of the period covered by the statement;

the extent to which any client designated investments or client money
have been the subject of securities financing transactions; and

the extent of any benefit that has accrued to the client by virtue of
participation in any securities financing transactions, and the basis on
which that benefit has accrued.

[Note: article 43(2) of the MiFID implementing Directive]

In cases where the portfolio of a client includes the proceeds of one or more
unsettled transactions, the information in a statement provided under this
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section may be based either on the trade date or the settlement date, provided
that the same basis is applied consistently to all such information in the

statement.

[Note: article 43(2) of the MiFID implementing Directive]

1744 R Afirm which holds designated investments or client money and is managing
investments for a client may include the statement under this section in the

17.5

17.6

periodic statement it provides to that client.

[Note: article 43(3) of the MiFID implementing Directive]

[intentionally blank]

[intentionally blank]

COBS 17 Annex 1 R
COBS 17 Annex 1 R (1)

The information below must be provided, where (1) Trade (2) Periodic
relevant for the purposes of reporting to a retail confirmation | information
client, in accordance with SUP 17 Annex 1 information (where trade
confirmation
information is
not provided on a
transaction by
transaction
basis.)
General
1. | the reporting firm identification; Y
2. | the name or other designation of the client; Y
3. | the trading day; Y Y
4. | the trading time; Y Y
5. | the type of the order (for example, a limit order or a Y Y
market order);
6. | the venue identification; Y Y
7. | the instrument identification; Y Y
8. | the buy/sell indicator; Y Y
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the nature of the order if other than buy/sell;

10.

the quantity;

11.

the unit price;

12.

the total consideration;

13.

a total sum of the commissions and expenses
charged and, where the retail client so requests, an
itemised breakdown;

<|=<|=<|=<]|x

<|<|=<]=<|<

14.

the amount of any mark-up or mark-down imposed
by the firm or its associate where the firm or
associate acted as principal in executing the
transaction, and the firm owes a duty of best
execution to the client;

15.

the rate of exchange obtained where the transaction
involves a conversion of currency;

16.

the fact that the transaction involves any dividend or
capitalisation or other right which has been
declared, but which has not been paid, allotted or
otherwise become effective in respect of the
investment, and under the terms of the transaction
the benefit of which will not pass to the purchaser;

17.

the client's responsibilities in relation to the
settlement of the transaction, including the time
limit for payment or delivery as well as the
appropriate account details where these details and
responsibilities have not previously been notified to
the client; and

18.

if the client’s counterparty was the firm itself or any
person in the firm's group or another client of the
firm, the fact that this was the case unless the order
was executed through a trading system that
facilitates anonymous trading.

For transactions in a derivative:

19.

the maturity, delivery or expiry date of the
derivative;

20.

in the case of an option, a reference to the last
exercise date, whether it can be exercised before
maturity and the strike price;
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21. | if the transaction closes out an open futures Y Y
position, all essential details required in respect of
each contract comprised in the open position and
each contract by which it was closed out and the
profit or loss to the client arising out of closing out
that position (a difference account).

For transactions in an option:

22. | the date of exercise, and either the time of exercise Y Y
or that the client will be notified of that time on
request;

23. | whether the exercise creates a sale or purchase in Y Y

the underlying asset; and

24. | the strike price of the option (for a currency option, Y Y
the rate of exchange will be the same as the strike
price) and, if applicable, the total consideration
from or to the client.

[Note: article 40(4) and recital 64 to MiFID implementing Directive]

A firm may provide the client with the information referred to in this Annex using standard
codes if it also provides an explanation of the codes used.

[Note: article 40(5) of MiFID implementing Directive]

COBS 17 Annex 1 R (2) - Information to be included in a Periodic Statement

Periodic information (all cases)

1. the name of the firm;

2. | the name or other designation of the retail client's account;

3. | astatement of the contents and the valuation of the portfolio, including details of:

(@) | each designated investment held, its market value or fair value if market value is
unavailable;

(b) | the cash balance at the beginning and at the end of the reporting period; and

(c) | the performance of the portfolio during the reporting period;

4. | the total amount of fees and charges incurred during the reporting period, itemising at
least total management fees and total costs associated with execution, and including,
where relevant, a statement that a more detailed breakdown will be provided on
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request;

5. | acomparison of performance during the period covered by the statement with the
investment performance benchmark (if any) agreed between the firm and the client;

6. | the total amount of dividends, interest and other payments received during the
reporting period in relation to the client's portfolio;

7. | information about other corporate actions giving rights in relation to designated
investments held in the portfolio; and

8. | details of any assets loaned or charged including:

(@) which investments (if any) were at the end of the relevant period loaned to any third
party and which investments (if any) were at that date charged to secure borrowings
made on behalf of the portfolio; and

(b) the aggregate of any interest payments made and income received during the period
in respect of loans or borrowings made during that period.

[Note: article 41 (2) of MiFID implementing Directive]

Chapter18 [intentionally blank]
Chapter 19  [intentionally blank]
Chapter 20  [intentionally blank]

Chapter 21 [intentionally blank]
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Appendix 1: Application

Part 1

Part 2

1.2

Who? - modifications to the general rule of application in relation to types of firm

[intentionally blank]

What? - modifications to the general rule of application in relation to types of
activity

Eligible counterparty business

R

The COBS provisions in the Table do not apply to eligible counterparty
business that is MiFID business or the equivalent business of a third country

investment firm.

Table

COBS provision

Description

COBS 2

Conduct of business obligations

COBS 4 (other than COBS
4.2.5R and COBS 4.2.6G)

Communicating with clients

COBS 5 Financial promotion

COBS 7.1 Information about the firm, its services
and remuneration

COBS 9 Client agreements

COBS 11 Non-advised services

COBS 12.2, COBS 12.3 and
COBS 12.6

Best execution, client order handling and
use of dealing commission

COBS 13.3.1R to COBS 13.3.3R

Labelling of non-independent research

COBS 15.3 Information about designated
investments
COBS 17 Reporting information to clients

[Note: article 24(1) of MiFID]
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2.1

3.1

4.1

5.1

Part 3

11

The COBS provisions in the Table to 1.2R and COBS 12.4 (client limit
orders) do not apply to a transaction between an operator of an MTF and a
member or participant in relation to the use of the MTF.

[Note: article 14(3) of MiFID]

Transactions between MTF users

R

The COBS provisions in the Table to 1.2R and COBS 12.4 (client limit
orders) do not apply to a MTF transaction that is MiFID business or the
equivalent business of a third country investment firm. However, a firm must
comply with those provisions in respect of its clients if, acting on its clients
behalf, it is executing their orders on a MTF.

[Note: article 14(3) of MiFID]

Transactions between regulated market participants

R

The COBS provisions in the Table to COBS 1.2R and COBS 12.4 (client
limit orders) do not apply to a regulated market transaction that is MiFID
business or the equivalent business of a third country investment firm.
However, a firm must comply with those provisions in respect of its clients
if, acting on its clients behalf, it is executing their orders on a regulated
market.

[Note: article 42(4) of MiFID]

Consumer credit products

R

If a firm, in relation to its MiFID business, offers an investment service as
part of a financial product that is subject to other provisions of European
Community legislation or common European standards related to credit
institutions and consumer credits with respect to risk assessments of clients
and/or information requirements, that service is not subject to the rules in this
sourcebook that implement Article 19 of MiFID.

[Note: article 19(9) of MiFID]

Where? - modifications to the general rule of application in relation to location

EEA territorial scope rule: compatibility with European law

R

1) The territorial scope of this sourcebook is modified to the extent
necessary to be compatible with European law (see Part 4 for
guidance on this).

(2)  This rule overrides any other rule in this sourcebook.
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1.2

2.1

2.2

Part 3A

Part 4

11

1.2

2.1

2.2

In addition to the EEA territorial scope rule, the effect of the Electronic
Commerce Directive on territorial scope is applied in the fields covered by
the 'derogations' in the Annex to that Directive other than the 'insurance
derogation' in the fourth indent (see paragraph 7.3 of Part 4 for guidance on
this).

[Note: article 3(3) of, and Annex to, the Electronic Commerce Directive]

Business with UK clients from overseas establishments

R

1) This sourcebook applies to a firm which carries on business with a
client in the United Kingdom from an establishment overseas.

(2 But the sourcebook does not apply to those activities if the office
from which the activity is carried on were a separate person and the
activity:

(@) would fall within the overseas persons exclusions in article
72 of the Regulated Activities Order; or

(b) would not be regarded as carried on in the United Kingdom.

One of the effects of the EEA territorial scope rule is to override the
application of this sourcebook to the overseas establishments of EEA firms
in a number of cases, including circumstances covered by MiFID, the
Distance Marketing Directive or the Electronic Commerce Directive. See
Part 4 for guidance on this.

[intentionally blank]

Guidance

The main extensions and restrictions to the general application rule

G

The general application rule is modified in Parts 1 to 3A of Appendix 1 and
in certain chapters of the Handbook. The modification may be an extension

of this rule. For example, COBS 4 (Communications to clients) and COBS 5
(Financial promotion) have extended the application of the rule.

The provisions of the Single Market Directives and other directives also
extensively modify the general application rule, particularly in relation to
territorial scope. However, for the majority of circumstances, the general
application rule is likely to apply.

The Single Market Directives and other directives

G
G

This guidance provides a general overview only and is not comprehensive.

When considering the impact of a directive on the territorial application of a
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2.3

rule, a firm will first need to consider whether the relevant situation involves
a non-UK element. The EEA territorial scope rule is unlikely to apply if a
UK firm is doing business in a UK establishment for a client located in the
United Kingdom in relation to a United Kingdom product. However, if there
is a non-UK element, the firm should consider whether it is subject to the
directive, whether the business it is performing is subject to the directive and
whether the particular rule is within the scope of the directive. If the answer
to all three questions is “yes’, the EEA territorial scope rule may change the
effect of the general application rule.

When considering a particular situation, a firm should also consider whether
two or more directives apply.

COBS Transitional Provisions

COBS TP Chapter 3 Client categorisation

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

applies
Overview of transitional provisions
for client categorisation
3.1 |COBS3 G |[(1) COBSTP 3.2 contains default | From 1 1
transitional categorisation November | November
provisions in relation to the 2007 2007

existing clients of a firmon 1 indefinitely
November 2007. In many
cases, they allow a client to be
automatically provided with
the nearest equivalent
categorisation under COBS 3
to their previous
categorisation.

(2) COBS TP 3.3 explains how the
transitional provisions for
client categorisation relate to
the requirement for a firm to
act if it becomes aware that an
elective professional client no
longer satisfies the initial
conditions for its
categorisation.
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©)

(4)

(5)

The default provisions do not
prevent a firm categorising
such a client differently in
accordance with COBS 3.
COBS TP 3.4 provides
guidance on how some of the
procedural requirements in
COBS 3 apply in some such
cases.

COBS TP 3.5 contains
transitional notification
obligations, which apply if the
default provisions do not allow
that client to be provided with
the nearest equivalent
categorisation or a firm
chooses not to take advantage
of those provisions in relation
to a client.

COBS TP 3.6 contains a
transitional notification
obligation that applies to a firm
that, in relation to MiFID
business and the equivalent
business of a third country
investment firm, takes
advantage of the default
transitional categorisation
provisions to classify a client
as a per se professional client.

Categorisation of existing clients

3.2

COBS 3

1)

)

An existing client that was
correctly categorised as a
private customer immediately
before 1 November 2007 is a
retail client unless and to the
extent it is given a different
categorisation by the firm
under COBS 3.

An existing client that was
correctly categorised as an
intermediate customer
immediately before 1
November 2007:
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1
November
2007




(@) s an elective professional
client if it was an expert
private customer that had been
re-classified as an intermediate
customer on the basis of its
experience and understanding;
or

(b) is otherwise a per se
professional client,

unless and to the extent it is given a
different categorisation by the firm
under COBS 3.

(4) An existing client that was
correctly categorised as a
market counterparty
immediately before 1
November 2007 is:

(@) inrelation to MiFID business
or the equivalent business of a
third country investment firm,
a per se professional client;
and

(b) otherwise, an eligible
counterparty,

unless and to the extent it is given a
different categorisation by the firm
under COBS 3.

[Note: article 71(6) of, and third
paragraph of section 11.2 of Annex
I to MiFID]

3.3

COBS 3

Under COBS 3.5.9, if a firm
becomes aware that a client no
longer fulfils the initial conditions
that made it eligible for
categorisation as an elective
professional client, the investment
firm must take the appropriate
action. In the case of a client that
has been classified as an elective
professional client under COBS TP
3.2R(2)(a), the initial conditions are
those that applied to the client's
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initial categorisation as an
intermediate customer.

Former inter-professional business

3.4

COBS 3

The requirement to provide notices
under COBS 3.3.1 only applies in
relation to new clients. The
requirement to obtain confirmation
under COBS 3.6.3R(2) only applies
in relation to prospective
counterparties. These obligations
are therefore not relevant to the
extent that an existing client with
whom a firm conducted inter-
professional business before 1
November 2007 is categorised as an
eligible counterparty under COBS
3.

From 1
November
2007
indefinitely

1
November
2007

Transitional notification obligations

3.5

COBS 3

(1) If afirm does not categorise a
client that was a private
customer immediately before 1
November 2007 as a retail
client, it must notify that client
of its categorisation as a
professional client or eligible
counterparty, as appropriate,
on or before that date, or if
later, before conducting any
further business to which
COBS applies for that client.

(2) If afirm does not categorise a
client that was an intermediate
customer immediately before 1
November 2007 as a
professional client, it must
notify that client of its
categorisation as a retail client
or eligible counterparty, as
appropriate, on or before that
date, or if later, before
conducting any further
business to which COBS
applies for that client.

(3) Ifafirm does not categorise a
client that was a market

81

From 1
November
2007
indefinitely

1
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counterparty immediately
before 1 November 2007 as an
eligible counterparty, it must
notify that client of its
categorisation as a retail client
or professional client on or
before that date, or if later,
before conducting any further
business to which COBS
applies for that client.

[Note: article 28(1) of the MiFID
implementing Directive]

3.6

COBS 3

If a firm, in relation to MiFID
business or the equivalent business
of a third country investment firm,
categorises a client who would not
otherwise have been a professional
client as a professional client under
COBS TP 3.2(2)(b) or (3)(a), it must
inform that client about the relevant
conditions for the categorisation of
clients. This notification must be
made on or before 1 November
2007, or if later, before conducting
any further business to which COBS
applies for that client.

[Note: article 71(6) of MiFID]

From 1
November
2007
indefinitely

1
November
2007

3.7

A notice to a professional client
under COBS TP 3.5 should inform
that client:

(a) that they have been categorised
as a professional client; and

(b) of the main differences
between the treatment of a
retail client and a professional
client.

3.8

The record keeping requirements
under COBS 3.8.2R apply in
relation to any client categorisations
or re-categorisations made under the
transitional provisions for COBS 3.
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COBS TP Chapter 11 Appropriateness Assessments

(1) @ 3) @) 5) (6)
Material to Transitional Transitional | Handbook
which the Provision provision: | Provisions:
transitional dates coming
provision in force into force

applies

1 | COBS11 R | Aclient who has engaged in a From 1 1

(Appropriateness course of dealings involving a November | November
assessments) specific type of product or service | 2007 2007

beginning before 1 November indefinitely

2007 is presumed to have the

necessary experience and

knowledge in order to understand

the risks involved in relation to

that specific type of product or

service.

[Note: recital 59 of the MiFID

implementing Directive]

2 |11.12R R |(1) COBS11.1.2R appliesonly in | From 1 1

relation to MiFID business or | November | November
equivalent business of a third | 2007 to 31 | 2007
country investment firm. May 2008
(2) In relation to business which
is neither MiFID business nor
equivalent business of a third
country investment firm, COB
3.9.5R(2) applies, as it was in
force on 31 October 2007.
3 | [intentionally
blank]

COBS TP Chapter 14 [intentionally blank]

COBS TP Chapter 15 [intentionally blank]

COBS TP Chapter 16 [intentionally blank]

COBS TP Chapter 17 [intentionally blank]

COBS TP Chapter 20 [intentionally blank]

COBS Schedules 1-6

[intentionally blank]
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FSA 2007/4

CLIENT ASSETS SOURCEBOOK (MIFID BUSINESS) INSTRUMENT 2007

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act™):

Q) section 138 (General rule-making powers);
(2) section 139 (Miscellaneous ancillary matters);
3) section 149 (Evidential provisions);
4) section 156 (General supplementary powers);
5) section 157(1) (Guidance); and
(6) section 340(1) (Auditors and actuaries).
B. The rule-making powers listed above are specified for the purpose of section 153(2)

of the Act (Rule-making instruments).

Commencement

C. This instrument comes into force on 1 November 2007.

Amendments to the Handbook

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

(1) )
Client Assets sourcebook (CASS) Annex A
Senior Management Arrangements, Systems and Controls (SYSC) Annex B
Supervision manual (SUP) Annex C
Interim Prudential sourcebook for Investment Businesses Annex D
(IPRU(INV))




Citation

E. This instrument may be cited as the Client Assets sourcebook (MiFID Business)
Instrument 2007.

By order of the Board
25 January 2007



Annex A

Amendments to the Client Assets sourcebook (CASS)

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

1.2.4

1.2.5

1.2.6

1.2.7

CASS 2 {Custodyrules)-CASS 3{Collateral rles) and- CASS 4{Chent
money-and-mandates:-desighated-nvestment-business) With the exception of

this chapter and the insurance client money chapter, CASS does not apply to:

(¢D)] an authorised professional firm with respect to its non-mainstream
regulated activities;

2 the Society.
CASS 5 (Client money and mandates: insurance mediation activity) The

insurance client money chapter does not apply to an authorised professional
firm with respect to its non-mainstream regulated activities, which are
insurance mediation activities, if:

1)

mame#eam—rege#a%ed—aewmes)- | deleted |

General application: what?
1)

3) CASS2{(Custody-rules),-CASS-3(Celateralrules) The non-directive
custody chapter and CASS4{(Client-money-and-mandates:

desighated-investment-business) the non-directive client money
chapter apply in relation to regulated activities, conducted by firms,

which fall within the definition of designated investment business
other than MiFID business.

(3A) The collateral rules apply in relation to requlated activities,
conducted by firms, which fall within the definition of designated
investment business (including MiFID business).

@) cl I lates: i liati ity
The insurance client money chapter applies in relation to regulated
activities, conducted by firms, which fall within the definition of




1.2.8

insurance mediation activities.

The MiFID custody chapter and the MiFID client money chapter
apply in relation to requlated activities, conducted by firms, which
fall within the definition of:

(@ MiFID business; and

(b) designated investment business other than MiFID business,
where the firm has, in accordance with those rules, opted to
comply with the provisions of those rules with respect of this
business.

The mandate rules apply in relation to requlated activities,
conducted by firms, which fall within the definition of designated
investment business (including MiFID business) and insurance
mediation activity, except where it relates to a reinsurance contract.

Application for private customers, intermediate customers and market
counterparties-retail clients, professional clients and eligible counterparties

1)

)

©)

CASS applies directly in respect of activities conducted with or for

all categories of clients. market-counterparties-as-wel-as-with-orfor

customers. The term client refers both to market counterparties and
to-customers:

In CASS-2{Custedy-rules)-CASS-3{CoHateralrules)and-CASS4
ol I latos dosi ¥ business),
except in the insurance client money chapter, MiFID custody
chapter and MiFID client money chapter, the term customer refers to
private-customers retail clients and intermediate-customers
professional clients, but not market eligible counterparties. Where
relevant, each of the provisions of CASS makes clear whether it
applies to activities carried on with or for private-customers retail
clients or ntermediate-eustomers; professional clients, or both.

ol I lates: i liati ity
The insurance client money chapter does not generally distinguish
between different categories of client. However, the term retail
customer is used for those whom additional obligations are owed,
rather than the term private-customer retail client. This is to be
consistent with the client categories used in relation to the
obligations in ICOB in relation to insurance mediation activities.

Each provision in the MiFID custody chapter and the MiFID client
money chapter makes it clear whether it applies to activities carried
on or for retail clients, professional clients or both. There is no
further modification of the rules in these chapters in relation to
activities carried on for eligible counterparties. Such clients are
treated in the same way as other professional clients for the purposes
of these rules.




1.2.9

1.2.12

1.4.2

1.4.3

|70

|70

(@)

I®

[deleted]

Investments and money held under different regimes

Where a firm is subject to both the non-directive custody chapter and the
MIFID custody chapter, it must ensure segregation between designated
investments held under each chapter, including that designated investments
held under different chapters with the same third party, are held in different,
separately designated, accounts.

Where a firm is subject to more than one of the non-directive client money
chapter, the insurance client money chapter and the MiFID client money
chapter, it must ensure segregation between money held under each chapter,
including that money held under different chapters is held, in different,
separately designated, client bank accounts or client transaction accounts.

The purpose of the rules regarding the segregation of investments and
money held under different regimes is to reduce the risk of confusion
between assets held under different regimes either on an on-going basis or
on the failure of a firm or a third party holding those assets.

A firm may opt to hold under a single chapter designated investments that
would otherwise be held under different chapters (see CASS 6.1.17R). A
firm may also opt to hold under a single chapter money that would otherwise
be held under different chapters (see CASS 4.1.1AR, CASS 5.1.1R(3) and
CASS 7.1.3R(12)).

Stock lending activity with or for customers

(1) The non-directive custody chapter and the non-directive client money

chapter CASS 2 (Custody rules) to CASS 4 (Client money and
mandates—designated-investment-business)-apply in respect of any

stock lending activity that is not MiFID business undertaken with or
for a customer by a firm. If the stock lending activity involves MiFID
business or if the firm has opted to comply with the MiFID custody
chapter or the MiFID client money chapter with respect to its non-
MiFID business, then the MiFID custody chapter and the MiFID
client money chapter apply.

(2) The collateral rules apply, where relevant, in respect of stock lending
activity, whether or not the activity amounts to MiFID business.

Corporate finance business

(1) The non-directive custody chapter and the non-directive client money




144

145

1.4.6

1.4.7

(2

chapter GASS2{Custedy+esite-CASS4{Chentmoney-and
mandates—designated-investment-business)- apply in respect of

corporate finance business that is not MiFID business undertaken by
a firm. If the corporate finance business involves MiFID business or
if the firm has opted to comply with the MiFID custody chapter or the
MIFID client money chapter with respect to its non-MiFID business,
then the MiFID custody chapter and the MiFID client money chapter

apply.

The collateral rules apply, where relevant, in respect of corporate
finance business, whether or not the activity amounts to MiFID
business.

Oil market activity and energy market activity

(1)

2

The non-directive custody chapter and the non-directive client money

chapter CASS2{(Custodyrules)to-CASS4{Client-meney-and
manhdatesdesignated-investmentbusiness)- apply in respect of oil

market activity and other energy market activity that is not MiFID
business undertaken by a firm. If the energy market activity (including
oil market activity) involves MiFID business or if the firm has opted
to comply with the MiFID custody chapter or the MiFID client money
chapter with respect to its non-MiFID business, then the MiFID
custody chapter and the MiFID client money chapter apply.

The collateral rules apply, where relevant, in respect of energy
market activity, whether or not the activity amounts to MiFID
business.

Appointed representatives

1)

()

Although CASS does not apply directly to a firm's appointed
representatives, a firm will always be responsible for the acts and
omissions of its appointed representatives in carrying on business
for which the firm has accepted responsibility (section 39(3) of the
Act). In determining whether a firm has complied with any provision
of CASS, anything done or omitted by a firm's firm's appointed
representative (when acting as such) will be treated as having been
done or omitted by the firm (section 39(4) of the Aet-Act).

Depositaries

CASS4-1te-CASS4-4 The non-directive client money chapter and the
MiFID client money chapter do not apply to a depositary when acting as

such.

The remainder of CASS applies to a depositary, when acting as such, with
the following general modifications:



1.4.8

2.1

211

2.1.2A

214

2.19

(¢D)] except in GASS4-5 the mandate rules, ‘client’ means 'trustee’, 'trust’
or 'collective investment scheme' as appropriate; and

2 in GASS4.5 the mandate rules, 'client’ means 'trustee’, ‘collective
investment scheme' or ‘collective investment scheme instrument' as
appropriate.

In relation to a trustee firm which is not a depositary, when acting as such,
and which falls within COB 11.5.1R(1):

@ CASS does not apply, except for the MiFID custody chapter, the
MiFID client money chapter and the mandate rules EASS4-5

{Mandates); and

2 in the MiFID custody chapter, the MiFID client money chapter and
the mandate rules GASS4-5, 'Cclient' means 'trustee’, 'trust’, ef 'trust
instrument’ or 'beneficiary', as appropriate.

Client-assets Non-directive custody rules

Custody

(@)

Application and purpose

This seetion chapter (the custody rules) apphy applies to a firm when it is
safeguarding and administering investments other than:

[€0)] when it is holding financial instruments belonging to a client in the
course of conducting MiFID business; or

(2) subjectto in the circumstances set out in CASS 2.1.9R.

The MiFID custody chapter applies when a firm holds financial instruments
belonging to a client in the course of its MiFID business.

The term ‘client’ refers to an market eligible counterparty, a professional
client intermediate-customer or a retail client private-eustomer. However,
the term 'customer’ does not include an market eligible counterparty.

The custody rules do not apply to:

1)



2.1.10A

2.2.10

(@)

R

©)

(c) makes a record, which must then be retained for a period of 3
years after the record is made, of all the designated
investments handled in accordance with (3)(a) and (b)
together with the details of the clients concerned and of any
action the firm has taken: ;

a MiFID investment firm that has opted to act in accordance with the
MiFID custody chapter in respect of designated investments that it
safeguards and administers which are subject to the opt-in to the
MiFID custody chapter.

Firms that safequard and administer designated investments including

financial instruments and that are subject to both sets of custody rules,

should refer to CASS 6.1.17R (Opt-in to the MiFID custody rules) which

contains a provision enabling these firms to opt to comply solely with the

MiFID custody chapter.

To the extent practicable, a firm must effect appropriate registration or
recording of legal title to a safe custody investment in the name of:

1)

(4)

()

the firm if:

(@)

(b) the firm has notified the client in accordance with CASS
2.3.10R (Risk disclosures) if an -market eligible counterparty
or an professional client intermediate-customer, or obtained
his prior written consent if a retail client private-custemer; or

any other person, in accordance with the client's specific written
instruction, provided:

(a)

(b) in the case of a retail client private-customer, the other
person is not an associate of the firm.



2.2.15

2.2.19

2.2.20

2.3.2

R

R

G

A firm must hold any document of title to a safe custody investment either in
the physical possession of the firm or:

1) for a retail client private-customer, with a custodian in an account
designated for clients' safe custody investments;

(2 for an -market eligible counterparty or a professional client
intermediate-custormer, with one or more of the following:

(a)

(c) subject to CASS 2.3.11R (Risk disclosures) in accordance
with the -market eligible counterparty's or professional
client's intermediate-custemer's specific written instructions.

Before a firm recommends a custodian to a retail client private-customer, it
must undertake an appropriate risk assessment of that custodian.

A firm that holds safe custody investments with a custodian or recommends
custodians to retail clients private-customers, is expected to establish and
maintain a system for assessing the appropriateness of its selection of the
custodian and to assess the continued appointment of that custodian
periodically as often as is reasonable in the relevant market. In order to
comply with SYSC 3.2.20R and SYSC 9 (Records), the firm is also expected
to make and retain a record of the grounds on which it satisfies itself as to
the appropriateness of its selection or, following a periodic assessment,
continued appropriateness of the custodian.

Before a firm provides safe custody services to a client, unless CASS 2.3.5R
applies, the firm must notify the client as to the appropriate terms and
conditions which apply to this service, including, where applicable, those
covering:

1)

(10) if the firm intends to pool a safe custody investment with that of one
or more other clients, notification of its intention to the -market
eligible counterparty or professional client irtermediate-custormer
and if the client is a retail client privatecustomer, an explanation of
the effects of pooling to that retail client private-customer.




2.3.3

234

2.3.6

2.3.8

2.3.10

2.3.16

When explaining the meaning of pooling to a retail client private-eustomer,
firms are expected to advise the retail client private-customer that:

1)

Unless CASS 2.3.5R or CASS 2.3.6R applies, the firm must obtain the

written agreement of a retail client private-customer, or notify an -market
eligible counterparty or an professional client intermediate-customer, as to:

1)

(1)  Afirm need not obtain the written agreement of a retail client

private-customer, or give notice to an -market eligible counterparty
or an professional client intermediate-customer, as required by CASS

2.34RIif:

(@)

The term "customer” does not include an -market eligible counterparty.

Before a firm registers or records legal title to a safe custody investment in
the name of the firm, it must notify the client if an -market eligible
counterparty or an professional client intermediate-customer, and obtain his
prior written consent if the client is a retail client private-eustemer, that:

1)

If a firm provides a range of safe custody services for a retail client private
eustemer which result in statements being generated from more than one
system, it must ensure that all the statements in respect of those services are
produced as at the same date and despatched within one week of each other,
unless each statement makes clear that it relates to a particular service.

10



2.3.17

2.5.2

2.5.3

2.55

R

Content of client statements

All statements produced by or on behalf of a firm in accordance with CASS
2.3.12R - CASS 2.3.14R and CASS 2.3.16R, must list all custody assets held
for the client for which the firm is accountable and:

1)

4) for a retail client private-customer, base the statement on either trade
date or settlement date information for cash balances and safe
custody investment and notify the basis to the retail client private
customer.

A firm must not use a safe custody investment for its own account unless the
client:

1) if a retail client private-customer, has given prior written consent to
the firm; or

2 if an professional client intermediate-customer or market eligible
counterparty, has been notified by the firm.

Use of a safe custody investment: by another client

A firm must not use, for the account of one client, the safe custody
investment of any other customer, unless that other customer:

1) if a retail client private-customer, has given prior written consent to
the firm; or

2 if an professional client intermediate-customer, has been notified by
the firm.

1) In the case of a retail client private-customer, the appropriate terms
and conditions referred to in CASS 2.5.4R(2) include those specified
in COB 4 Annex 2(18) (Content of terms of business provided to a
customer: stock lending).

()

11



2.5.6

2.5.8

3.1

3.11

3.1.2

3.1.3

3.14

3.15

G  Firms are reminded that the term "customer" does not include an market
eligible counterparty.

R  If asafe custody investment belonging to a retail client private-customer is
used for stock lending activity, the firm must ensure that:

1)

Application and Purpose
Application

R This chapter seetien applies to a firm when it receives or holds assets in
connection with an arrangement to secure the obligation of a client in the
course of, or in connection with, its designated investment business,
including MiFID business.

G  Firms are reminded that 4rder-CASS-13-3R; this chapter seetion does not
apply to an incoming EEA firm, other than an insurer, with respect to its
passported activities. The application of this chapter seetien is also
dependent on the location from which the activity is undertaken (see CASS
1.3.2R and CASS 1.3.3R).

R This chapter seetien does not apply to a firm that has only a bare security
interest (without rights to hypothecate) in the client's asset. In such
circumstances, the firm must comply with the custody rules or client money
rules as appropriate.

G  For the purpose of this chapter seetion only, a bare security interest in the
client's asset gives a firm the right to realise the assets only on a client's
default and without the right to use other than in default.

Purpose

G  The purpose of this chapter seection is to ensure that an appropriate level of
protection is provided for those assets over which a client gives a firm
certain rights. The arrangements covered by this chapter seetien are those
under which the firm is given a right to use the asset, and the firm treats the
asset as if legal title and associated rights to that asset had been transferred
to the firm subject only to an obligation to return equivalent assets to the
client upon satisfaction of the client's obligation to the firm. The rights
covered in this chapter seetion do not include those arrangements by which
the firm has only a bare security interest in the client's asset (in which case
the custody rules or client money rules apply).

12



3.16

3.1.7

3.2

3.2.1
3.2.2

3.24

4.1

411

G  Examples of the arrangements covered by this chapter seetion include the
taking of collateral by a firm, under the ISDA English Law (transfer of title)
and the New York Law Credit Support Annexes (assuming the right to
rehypothecate has not been disapplied).

G  This chapter seetion recognises the need to apply a differing level of
regulatory protection to the assets which form the basis of the two different
types of arrangement described in CASS 3.1.5G. Under the bare security
interest arrangement, the asset continues to belong to the client until the
firm's right to realise that asset crystallises (that is, on the client's default).
But under a "right to use arrangement”, the client has transferred to the firm
the legal title and associated rights to the asset, so that when the firm
exercises its right to treat the asset as its own, the asset ceases to belong to
the client and in effect becomes the firm's asset and is no longer in need of
the full range of client asset protection. The firm may exercise its right to
treat the asset as its own by, for example, clearly so identifying the asset in
its own books and records.

Requirements
Application
R  CASS3:2apphiesinaccordance-with-CASS-3-1- [deleted]

R Afirm that receives or holds a client's assets under an arrangement to which
this chapter seetien applies and which exercises its right to treat the assets as
its own must ensure that it maintains adequate records to enable it to meet
any future obligations including the return of equivalent assets to the client.

G  When appropriate, firms that enter into the arrangements covered in this
chapter seetion with retail clients private-customers will be expected to
identify in the statement of custody assets sent to the client in accordance
with CASS 2.3.12R (Production and despatch of client statements) details of
the assets which form the basis of the arrangements. Where the firm utilises
global netting arrangements, a statement of the assets held on this basis will
suffice.

Non-directive Sclient money rules and-mandates:-desighated-rvestment-business
Application and Purpose
Application

R This chapter seetien (the client money rules) applies to a firm that receives
money from or holds money for frem, or on behalf of, a client in the course
of, or in connection with:

1) its designated investment business other than MiFID business; or

13



41.1A

41.2

4.1.2B

R

G

2 in the circumstances set out in CASS 4.1.1AR; (insurance mediation
activity);

except where CASS 4.1.2R applies.

A firm that receives or holds money to which this chapter section applies and
money in respect of which the insurance client money chapter CASS-5-1
applies, may elect to comply with the provisions of this chapter sectien
CASS4 in respect of all such money and if it does so €ASS4 this chapter
applies as if all such money were money that the firm receives and holds in
the course of or in connection with its designated investment business.

Fhe-chient-moneyrules This chapter does not apply with respect to:
(1)

3)
(a)

(b) as a result, the money will not be held in accordance with the
client money rules; or

4 money held by depositaries which are regulated by COB 11; or
(5) client money held by a firm which:

@ receives or holds client money in relation to contracts of
insurance; but which

(b) in relation to such client money elects to act in accordance
with the insurance client money chapter CASS-5-1-16-5:6- ; or

(6) client money held by a firm which:

(a) receives or holds client money in relation to designated
investment business other than MiFID business; but which

(b) in relation to such client money elects to act in accordance
with the MiFID client money chapter under the opt-in to that
chapter (CASS 7.1.3R(1)).

1) A firm which receives and holds client money in respect of life
assurance business in the course of its designated investment
business may:

@ in accordance with CASS 4.1.1A R elect to comply with the
non-directive client money chapter GASS4 in respect of such

14



4.1.2C

4.1.8

4.1.9

(@)

client money and in doing so avoid the need to comply with
the insurance client money chapter GASS-5:-1-t6-5:6 which

would otherwise apply to the firm in respect of client money
received in the course of its insurance mediation activity; or

(b) in accordance with CASS 4.1.2 R(5), elect to comply with the
insurance client money chapter GASS-5-1-te-5:6 in respect of
such client money.

(2) These options are available to a firm irrespective of whether it also
receives and holds client money in respect of other parts of its
designated investment business. A firm may not however choose to
comply with the insurance client money chapter CASS-5-1-te-5:6in
respect of client money which it receives and holds in the course of
any part of its designated investment business which does not
involve an insurance mediation activity.

Firms that hold client money in the course of, or in connection with,
designated investment business that is not MiFID business and also in the
course of, or in connection with, MiFID business (and are therefore subject
to the non-directive client money chapter and the MiFID client money
chapter), should refer to CASS 7.1.3R(1) (Opt-in to the MiFID client money
rules) which contains a provision enabling these firms to opt to comply
solely with the MiFID client money chapter.

Money that is not client money: 'opt outs' for any business {treludingtSB
business)-other than insurance mediation activity

The 'opt out' provisions provide a firm with the option of allowing ar
professional client irtermediate-customer or market an eligible counterparty
to choose whether their money is subject to the client money rules (unless
the firm is conducting insurance mediation activity).

Subject to CASS 4.1.11R, money is not client money when a firm (other than
a sole trader) holds that money on behalf of, or receives it from, an market
eligible counterparty or an professional client irtermediate-customer, other
than in the course of insurance mediation activity, and the firm has obtained
written acknowledgement from the market eligible counterparty or
professional client intermediate-customer that:

(1)  the money will not be subject to the protections conferred by the
client money rules;

2 as a consequence, this money will not be segregated from the money
of the firm in accordance with the client money rules and will be
used by the firm in the course of its own business; and

15



4.1.10

4111

41.12

4.1.24

4.3.26

3 the market eligible counterparty or professional client intermediate
customer will rank only as a general creditor of the firm.

'Opt-outs' for ren-+SB-er non-IMD business

For a firm whose business is not governed by the+tSB-er the IMD, it is
possible to 'opt out' on a one-way basis. However,_in order to maintain a

comparable regime to that applying to MiFID business, -ir-the-case-of

mm—'FheFefeF&aH—l%D—and—ISD—type—all MlFIDtvpe busmess undertaken

outside the scope of MiFID, should comply with the client money rules or be
‘opted out' on a two-way basis.

Money is not client money if a firm, in respect of designated investment
business which is not an investment service or activity, an ancillary service,
core-hvestmentservicea-hon-core-hvestmentservice; a listed activity or
insurance mediation activity:

1) holds it on behalf of or receives it from an eligible market
counterparty who is not an authorised person or an professional
client intermediate-custemer who is not an authorised person; and

(2 has sent a separate written notice stating the matters set out in CASS
4.1.9R (1) to (3).

When a firm undertakes a range of business for an market eligible
counterparty or professional client intermediate-customer-and has separate
agreements for each type of business undertaken, the firm may treat client
money held on behalf of the client differently for different types of business;
for example, a firm may, under CASS 4.1.9R or CASS 4.1.11R, elect to
segregate client money in connection with securities transactions and not
segregate (by complying with CASS 4.1.9R or CASS 4.1.11R) money in
connection with contingent liability investments for the same client.

When a firm realises client collateral to meet liabilities of that client, it
should do so in accordance with the relevant terms and conditions (see CASS
2.3.2R to CASS 2.3.6R), and for a retail client private-customer, in
accordance with COB 7.8 (Realisation of a private customer's assets).

Unless a firm notifies a retail client private-eustemer in writing whether or
not interest is to be paid on client money and, if so, on what terms and at
what frequency, it must pay that retail client private-customer all interest
earned on that client money. Any interest due to a client will be client
money.
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4.3.27

4.3.29

4.3.30

4.3.40

4.3.79

If no interest is payable to a retail client private-customer, that fact should
be separately identified in an agreement or notification.

Transfer of client money to a third party

CASS 4.3.30R sets out the requirements a firm must comply with when it
transfers client money to another person without discharging its fiduciary
duty owed to that client. Such circumstances arise when, for example, a firm
passes client money to an intermediate broker for contingent liability
investments in the form of initial or variation margin on behalf of a client. In
these circumstances, the firm remains responsible for that client's equity
balance eguity-balanee —as-definedr-CASS4-3-79R; held at the
intermediate broker until the contract is terminated and all of that client's
positions at that broker closed. If a firm wishes to discharge itself from its
fiduciary duty, it should do so in accordance with CASS 4.3.99R.

A firm may allow another person, such as an exchange, a clearing house or
an intermediate broker, to hold or control client money, but only if:

(1)

2 in the case of a retail client private-customer, that customer has been
notified that the client money may be transferred to the other person.

A firm (other than a trustee firm) may hold client money with a bank that is
not an approved bank if all of the following conditions are met:

(1)

(4)  thefirm notifies each relevant -market eligible counterparty and
professional client intermediate-customer and obtains the prior
written consent of each relevant retail client private-customer that:

(a)

17



4.3.81

4.3.84

4.3.85

4.3.108

4.5
451
45.2

453

The total margined transaction requirement is:

1)

Less

(2)

(3)

the sum of each of the client's equity balance equity-balance -as
definedn-CASS4-3:-79R; which are positive;

the proportion of any individual negative client eguity-balance equity
balance which is secured by approved collateral; and

the net aggregate of the firm's equity balance (negative balances
being deducted from positive balances) on transaction accounts for
clients eustemers with exchanges, clearing houses, intermediate
brokers and OTC counterparties.

The terms ‘chentequity-batance -CASS4-3-79R-'client equity balance' and

‘firm's equity balance' in CASS 4.3.80R refer to cash values and do not
include non-cash collateral or other designated investments held in respect
of a margined transaction.

1)

)

When, in respect of a client, there is a positive individual client
balance and a negative client eguity-balanee equity balance, a firm
may offset the credit against the debit and hence have a reduced
individual client balance in CASS 4.3.72R for that client.

When, in respect of a client, there is a negative individual client

balance and a positive client eguity-batance equity balance, a firm
may offset the credit against the debit and hence have a reduced

client eguity-balance equity balance in CASS 4.3.81 R for that client.

A firm with a Part 30 exemption order which also operates an LME bond
arrangement for the benefit of US-resident investors, must exclude the
client's equity balanceegquity-balaneeas-defined-ir-CASS4-3-79R; for
transactions undertaken on the London Metal Exchange on behalf of those
US-resident investors from the calculation required by CASS 4.3.81R.

Mandate Rules

R
G
G

[deleted]

[deleted]

[deleted]
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454

455

5

5.1.1

5.18

5.7

5.7.1
5.7.2
5.7.3
5.7.4
5.7.5

5.7.6

G
R

[deleted]
[deleted]

Client money and-mandates: insurance mediation activity

R

(1)
(2 CASS 5.1 to CASS 5.6 do not, subject to (3), apply:

(@) to a firm to the extent that it acts in accordance with CASS4
the non-directive client money chapter or the MiFID client

money chapter; or

Firms which carry on designated investment business which may, for
example, involve them handling client money in respect of life assurance
business should refer to GASS4 the non-directive client money chapter
which includes provisions enabling firms to elect to comply solely with
CASS4 that chapter or with GASS-5 the insurance client money chapter in
respect of that business. Firms that also carry on MiFID business may elect
to comply solely with the MiFID client money chapter with respect of client
money in respect of which the non-directive client money chapter or the
insurance client money chapter apply.

Mandates

J X O O O XD

[deleted]
[deleted]
[deleted]
[deleted]
[deleted]
[deleted]
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After CASS 5, insert the following provisions. This material is all new and it is not
underlined.

6.1 Custody: MiFID business
Application
6.1.1 R This chapter (the custody rules) applies to a MiFID investment firm:

(1) when it holds financial instruments belonging to a client in the
course of its MiFID business; or

(2) that opts to comply with the custody rules under this chapter in
accordance with CASS 6.1.17R (Opt-in to the MiFID custody rules).

6.1.2 G Firms are reminded that dividends (actual or payments in lieu), stock
lending fees and other payments received for the benefit of a client, and
which are due to the clients should be held in accordance with the MiFID
client money chapter where appropriate.

6.1.3 G This chapter does not apply where a firm issues depositary receipts. The
custody rules in the non-directive custody chapter provide a specialist
regime for the issue of depositary receipts (see CASS 2.1.24R to CASS
2.1.26R).

Business in the name of the firm

6.1.4 R The custody rules do not apply where a firm carries on business in its name
but on behalf of the client where that is required by the very nature of the
transaction and the client is in agreement.

[Note: recital 26 to MiFID]

6.1.5 G For example, this chapter does not apply where a firm borrows financial
instruments from a client as principal under a stock lending agreement.

Title transfer collateral arrangements

6.1.6 R The custody rules do not apply where a client transfers full ownership of a
financial instrument to a firm for the purpose of securing or otherwise
covering present or future, actual, contingent or prospective obligations.

[Note: recital 27 to MiFID]

6.1.7 G A title transfer financial collateral arrangement under the Financial
Collateral Directive is a type of transfer of instruments to cover
obligations where the financial instrument will not be regarded as
belonging to the client.

6.1.8 G Firms are reminded of the client's best interests rule, which requires them
to act honestly, fairly and professionally in accordance with the best
interests of their clients when structuring their business particularly in
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6.1.9

6.1.10

6.1.11

6.1.12

6.1.13

6.1.14

G

G

G

G

respect of the effect of that structure on firms' obligations under this
chapter.

Firms are reminded that, in certain cases, the collateral rules apply where
a firm receives collateral from a client in order to secure the obligations of
the client.

Affiliated companies

The fact that a client is an affiliated company does not affect the operation
of the custody rules in relation to that client.

A firm that holds financial instruments on behalf of an affiliated company
in respect of its non-MiFID business and opts under CASS 6.1.17R to
comply with this chapter in respect of that non-MiFID business, should
refer to CASS 2.1.9R(1) to determine whether the assets falls within the
scope of the custody rules in the non-directive custody chapter and
therefore within the scope of the opt-in.

Delivery versus payment transactions

(1) Afirm need not treat this chapter as applying in respect of a delivery
versus payment transaction through a commercial settlement system if
it is intended that the financial instrument is either to be:

(@) inrespect of a client's purchase, due to the client within one
business day following the client's fulfilment of a payment
obligation; or

(b)  in respect of a client's sale, due to the firm within one business
day following the fulfilment of a payment obligation;

unless the delivery or payment by the firm does not occur by the close
of business on the third business day following the date of payment or
delivery of the financial instrument by the client.

(2)  Until such a delivery versus payment transaction through a commercial
settlement system settles, a firm may segregate money (in accordance
with the MiFID client money chapter) instead of the client's financial
instruments.

Arranging registration and recommendations

This chapter does not apply where a firm arranges registration of a financial
instrument. In such circumstances, a firm must comply with the relevant
custody rules in the non-directive custody chapter (see CASS 2.1.22R).

This chapter does not apply where a firm recommends to a retail client a
third party to hold the assets of that client. In such circumstances, a firm
must comply with the relevant custody rules in the non-directive custody
chapter (see CASS 2.2.19R).
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Temporary handling of financial instruments

6.1.15 G The custody rules do not apply if a firm temporarily handles a financial
instrument belonging to a client. A firm should temporarily handle financial
instrument for no longer than is reasonably necessary. In most transactions
this would be no longer than one business day, but it may be longer or
shorter depending upon the transaction in question. For example, when a
firm executes an order to sell shares which have not been registered on a de-
materialised exchange, handling documents for longer periods may be
reasonably necessary. However, in the case of financial instruments in
bearer form, the firm is expected to handle them for less than one business
day. When a firm temporarily handles financial instruments, it is still obliged
to comply with Principle 10 (Clients' assets).

6.1.16 G When a firm temporarily handles a financial instrument, in order to comply
with its obligation to act in accordance with Principle 10 (Clients' assets), the
following are guides to good practice:

(1) afirm should keep the financial instrument secure, record it as
belonging to that client, and forward it to the client or in accordance
with the client's instructions as soon as practicable after receiving it;
and

(2) afirm should make and retain a record of the fact that the firm has
handled that financial instrument and of the details of the client
concerned and of any action the firm has taken.

Opt-in to the MiFID custody rules

6.1.17 R (1) A firm that holds financial instruments to which this chapter applies
and assets in respect of which the non-directive custody chapter
applies, may elect to comply with the provisions of this chapter in
respect of all assets so held and if it does so, this chapter applies as if
all such assets were financial instruments that the firm receives and
holds in the course of, or in connection with, its MiFID business.

(2)  An election under this rule must be in respect of all the activities of the
firm when it is safeguarding and administering investments belonging
to a client with the exception of arranging safeguarding and
administration of assets within the scope of CASS 2.1.21R and CASS
2.1.22R and depositary receipt business within the scope of CASS
2.1.24R to CASS 2.1.26R.

(3) A firm must make and retain a written record of the election it makes
under this rule, including the date from which the election is to be
effective. The firm must make the record on the date it makes the
election and must keep it for a period of five years after ceasing to use
it.

6.1.18 G A firm cannot rely upon this opt-in in respect of arranging safeguarding and
administration of assets and depositary receipt business as the custody rules
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6.1.19

6.1.20

6.1.21

6.1.22

6.1.23

6.1.24

6.2

6.2.1

6.2.2

in the non-directive custody chapter provide specialised regimes in respect of
these types of business which are outside the scope of this chapter.

G If a firm has opted to comply with this chapter, the non-directive custody
chapter will have no application to the activities to which the election
applies.

G A firm that is only subject to the non-directive custody chapter may not
choose to comply with this chapter.

Disposal of financial instruments

R The custody rules cease to have effect in relation to a financial instrument it
has been disposed of in accordance with a valid client instruction.

General purpose

G Principle 10 (Clients' assets) requires a firm to arrange adequate protection
for clients' assets when it is responsible for them. As part of these
protections, the custody rules require a firm to take appropriate steps to
protect financial instruments for which it is responsible.

G The rules in this chapter are designed primarily to restrict the commingling
of client and the firm's assets and minimise the risk of the client's financial
instruments being used by the firm without the client's agreement or contrary
to the client's wishes, or being treated as the firm's assets in the event of its
insolvency.

G The custody rules also implement the provisions of MiFID which regulate
the obligations of a firm when it holds financial instruments belonging to a
client.

Holding of client assets
Requirement to protect clients’ financial instruments

R Afirm must, when holding financial instruments belonging to clients, make
adequate arrangements so as to safeguard clients' ownership rights, especially
in the event of the firm's insolvency, and to prevent the use of financial
instruments belonging to a client on the firm's own account except with the
client's express consent.

[Note: article 13(7) of MiFID]
Requirement to have adequate organisational arrangements

R Afirm must introduce adequate organisational arrangements to minimise the
risk of the loss or diminution of clients’ financial instruments, or the rights in
connection with those financial instruments, as a result of the misuse of the
financial instruments, fraud, poor administration, inadequate record-keeping
or negligence.
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6.2.3

6.2.4

6.2.5

[Note: article 16(1)(f) of the MiFID implementing Directive]

To the extent practicable, a firm must effect appropriate registration or
recording of legal title to a financial instrument in the name of:

(1) the client (or, where appropriate, the trustee firm), unless the client is
an authorised person acting on behalf of its client, in which case it
may be registered in the name of the client of that authorised person;

(2) anominee company which is controlled by:

(@)
(b)
(©)

(d)

the firm;
an affiliated company;

a recognised investment exchange or a designated investment
exchange; or

a third party with whom financial instruments are deposited
under CASS 6.3;

(3) any other third party if:

(a)

(b)

the financial instrument is subject to the law or market practice
of a jurisdiction outside the United Kingdom and the firm has
taken reasonable steps to determine that it is in the client's best
interests to register or record it in that way, or that it is not
feasible to do otherwise, because of the nature of the applicable
law or market practice; and

the firm has notified the client in writing;

(4) thefirmif:

(@)

(b)

the financial instrument is subject to the law or market practice
of a jurisdiction outside the United Kingdom and the firm has
taken reasonable steps to determine that it is in the client's best
interests to register or record it in that way, or that it is not
feasible to do otherwise, because of the nature of the applicable
law or market practice; and

the firm has notified the client if a professional client, or
obtained prior written consent if a retail client.

A firm must accept the same level of responsibility to its client for any
nominee company controlled by the firm with respect of any requirements of
the custody rules.

A firm may register or record legal title to its own financial instrument in the
same name as that in which legal title to a financial instrument is registered or
recorded, but only if:
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1) the firm's financial instruments are separately identified in the firm's
records from the financial instruments; or

(2) the firm registers or records a financial instrument in accordance with
CASS 6.2.3R(4).

6.2.6 G  Afirm when complying with CASS 6.2.3R(3) or CASS 6.2.3R(4) will be
expected to demonstrate that adequate investigations have been made of the
market concerned by reference to local sources, which may include an
appropriate legal opinion.

6.2.7 R Afirm must ensure that any documents of title to financial instruments in
bearer form, belonging to the firm and which it holds in its physical
possession, are kept separately from any document of title to a client's
financial instrument in bearer form.

6.3 Depositing assets with third parties

6.3.1 R (1) A firm may deposit financial instruments held by it on behalf of its
clients into an account or accounts opened with a third party, but only
if it exercises all due skill, care and diligence in the selection,
appointment and periodic review of the third party and of the
arrangements for the holding and safekeeping of those financial
instruments.

(2) A firm must take the necessary steps to ensure that any client's
financial instruments deposited with a third party, in accordance with
this rule are identifiable separately from the financial instruments
belonging to the firm and from the financial instruments belonging to
that third party, by means of differently titled accounts on the books of
the third party or other equivalent measures that achieve the same
level of protection.

(3) When a firm makes the selection, appointment and conducts the
periodic review referred under this rule, it must take into account:

(@) the expertise and market reputation of the third party; and

(b) any legal requirements or market practices related to the holding
of those financial instruments that could adversely affect
clients' rights.

4) A firm must make a record of the grounds upon which it satisfies itself
as to the appropriateness of its selection of a third party as required in
this rule. The firm must make the record on the date it makes the
selection and must keep it from the date of such selection until five
years after the firm ceases to use the third party to hold financial
instruments belonging to clients.

[Note: articles 16(1)(d) and 17(1) of the MiFID implementing Directive]
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6.3.2

6.3.3

In discharging its obligations under this section, a firm should also consider,
together with any other relevant matters:

1)

(2)

3)

(4)
(5)
(6)

once a financial instrument has been lodged by the firm with the third
party, the third party's performance of its services to the firm;

the arrangements that the third party has in place for holding and
safeguarding the financial instrument;

current industry standard reports, for example Financial Reporting and
Auditing Group (FRAG) 21 report or its equivalent;

the capital or financial resources of the third party;
the credit rating of the third party; and

any other activities undertaken by the third party and, if relevant, any
affiliated company.

A firm should consider carefully the terms of its agreements with third parties
with which it will deposit financial instruments belonging to a client. The
following terms are examples of the issues firms should address in this

agreement:

(1) that the title of the account indicates that any financial instrument
credited to it does not belong to the firm;

(2) that the third party will hold or record a financial instrument belonging
to the firm's client separately from any financial instrument belonging
to the firm or to the third party;

(3) the arrangements for registration or recording of the financial
instrument if this will not be registered in the client's name;

(4) the restrictions over the third party's right to claim a lien, right of
retention or sale over any financial instrument standing to the credit of
the account;

(5) the restrictions over the circumstances in which the third party may
withdraw assets from the account;

(6) the procedures and authorities for the passing of instructions to or by the
firm;

(7)  the procedures regarding the claiming and receiving of dividends,
interest payments and other entitlements accruing to the client; and

(8) the provisions detailing the extent of the third party's liability in the

event of the loss of a financial instrument caused by the fraud, wilful
default or negligence of the third party or an agent appointed by him.
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6.3.4

6.4

6.4.1

1)

(2)

3)

A firm must only deposit financial instruments with a third party in a
jurisdiction which specifically regulates and supervises the safekeeping
of financial instruments for the account of another person with a third
party who is subject to such regulation.

A firm must not deposit financial instruments held on behalf of a client
with a third party in a country that is not an EEA State (third country)
and which does not regulate the holding and safekeeping of financial
instruments for the account of another person unless:

(@) the nature of the financial instruments or of the investment
services connected with those financial instruments requires them
to be deposited with a third party in that third country; or

(b) the financial instruments are held on behalf of a professional
client and the client requests the firm in writing to deposit them
with a third party in that third country.

In the case of activities a firm has opted into this chapter under CASS
6.1.17R, (1) and (2) do not apply. However, the firm must deposit
financial instruments belonging to clients pursuant to such activities
with a custodian and must hold any document of title to a financial
instrument either in the physical possession of the firm or:

(@) for a retail client, with a custodian;
(b) for a professional client, with one or more of the following:
(i)  acustodian;

(i) any person whom the firm has taken reasonable steps to
determine is a person whose business includes the
provision of appropriate safe custody services; or

(iii)  in accordance with the professional client's specific written
instructions.

[Note: article 17(2) and (3) of the MiFID implementing Directive]

Use of financial instruments

R

(1)

A firm must not enter into arrangements for securities financing
transactions in respect of financial instruments held by it on behalf of
a client or otherwise use such financial instruments for its own account
or the account of another client of the firm, unless:

@ the client has given express prior consent to the use of the
financial instruments on specified terms; and

(b) the use of that client's financial instruments is restricted to the
specified terms to which the client consents.
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6.4.2

6.4.3

6.5

6.5.1

(2) A firm must not enter into arrangements for securities financing
transactions in respect of financial instruments held by it on behalf of
a client in an omnibus account held by a third party, or otherwise use
financial instruments held in such an account for its own account or
for the account of another client unless, in addition to the conditions
setout in (1):

@) each client whose financial instruments are held together in an
omnibus account has given express prior consent in accordance
with (1)(a); or

(b) the firm has in place systems and controls which ensure that
only financial instruments belonging to clients who have given
express prior consent in accordance with the requirements of
(1)(a) are used.

(3) For the purposes of obtaining the express prior consent of a retail
client under this rule the signature of the retail client or an equivalent
alternative mechanism is required.

[Note: article 19 of the MiFID implementing Directive]

Firms are reminded of the client's best interests rule, which requires the firm
to act honestly, fairly and professionally in accordance with the best interests
of their clients. An example of what is generally considered to be such
conduct, in the context of stock lending activities involving retail clients is
that:

1) the firm ensures that relevant collateral is provided by the borrower in
favour of the client;

(2) the current realisable value of the financial instrument and of the
relevant collateral is monitored daily; and

(3) the firm provides relevant collateral to make up the difference where
the current realisable value of the collateral falls below that of the
financial instrument, unless otherwise agreed in writing by the client.

Where a firm uses financial instruments as permitted in this section, the
records of the firm must include details of the client on whose instructions the
use of the financial instruments has been effected, as well as the number of
financial instruments used belonging to each client who has given consent, so
as to enable the correct allocation of any loss.

[Note: article 19(2) of the MiFID implementing Directive]
Records, accounts and reconciliations
Records and accounts

A firm must keep such records and accounts as necessary to enable it at any
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6.5.2

6.5.3

6.5.4

time and without delay to distinguish financial instruments held for one client
from financial instruments held for any other client, and from the firm's own
financial instruments.

[Note: article 16(1)(a) of the MiFID implementing Directive]

A firm must maintain its records and accounts in a way that ensures their
accuracy, and in particular their correspondence to the financial instruments
held for clients.

[Note: article 16(1)(b) of the MiFID implementing Directive]
Record keeping

A firm must ensure that the records made under this section are retained for a
period of five years after they are made.

Internal reconciliation of financial instruments held for clients

(1) SYSC 4.1.1R requires firms to have robust governance arrangements,
such as internal control mechanisms, including sound administrative
and accounting procedures and effective control and safeguard
arrangements for information processing systems. In addition, SYSC
6.1.1R requires firms to establish, implement and maintain adequate
policies and procedures sufficient to ensure the firm's compliance with
its obligations under the regulatory system. Carrying out internal
reconciliations of the financial instruments held for each client with the
financial instruments held by the firm and third parties is an important
step in the discharge of the firm's obligations under CASS 6.5.2R, SYSC
4.1.1R and SYSC 6.1.1R.

(2) A firm should perform such internal reconciliations:
@) as often as is necessary; and

(b) as soon as reasonably practicable after the date to which the
reconciliation relates;

to ensure the accuracy of the firm's records and accounts.

3) Reconciliation methods which can be adopted for these purposes
include the 'total count method', which requires that all financial
instruments be counted and reconciled as at the same date.

4) If a firm chooses to use an alternative reconciliation method (for
example the 'rolling stock method") it needs to ensure that:

@ all of a particular financial instrument are counted and
reconciled as at the same date; and

(b) all financial instruments are counted and reconciled during a
period of six months.
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6.5.5

6.5.6

6.5.7

6.5.8

6.5.9

6.5.10

6.5.11

6.5.12

A firm that uses an alternative reconciliation method must first send a written
confirmation to the FSA from the firm's auditor that the firm has in place
systems and controls which are adequate to enable it to use the method
effectively.

Reconciliations with external records

A firm must conduct on a regular basis, reconciliations between its internal
accounts and records and those of any third parties by whom those financial
instruments are held.

[Note: article 16(1)(c) of the MiFID implementing Directive]

Where a firm deposits financial instruments belonging to a client with a third
party, in complying with the requirements of CASS 6.5.6R, the firm should
seek to ensure that the third party will deliver to the firm a statement as at a
date or dates specified by the firm which details the description and amounts
of all the financial instruments credited to the account, and that this statement
is delivered in adequate time to allow the firm to carry out the periodic
reconciliations required in CASS 6.5.6R.

Frequency of external reconciliations
A firm should perform the reconciliation required by CASS 6.5.6R:
Q) as regularly as is necessary; and

(2 as soon as reasonably practicable after the date to which the
reconciliation relates;

to ensure the accuracy of its internal accounts and records against those of
third parties by whom financial instruments are held.

Independence of person conducting reconciliations

Whenever possible, a firm should ensure that reconciliations are carried out by
a person (for example an employee of the firm) who is independent of the
production or maintenance of the records to be reconciled (see SYSC 5.1.6R).

Reconciliation discrepancies

A firm must promptly correct any discrepancies which are revealed in the
reconciliations envisaged by this section, and make good, or provide the
equivalent of, any unreconciled shortfall for which there are reasonable
grounds for concluding that the firm is responsible.

Items recorded or held within a suspense or error account fall within the scope
of discrepancies.

A firm may, where justified, conclude that another person is responsible for an
irreconcilable shortfall despite the existence of a dispute with that other person
about the unreconciled item. In those circumstances, the firm is not required to
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6.5.13 R
6.5.14 G
6.5.15 G

make good the shortfall but is expected to take reasonable steps to resolve the
position with the other person.

Notification requirements
A firm must inform the FSA in writing without delay:

1) if it has not complied with, or is unable, in any material respect, to
comply with the requirements in CASS 6.5.1R, CASS 6.5.2R or CASS
6.5.6R; or

2 if, having carried out a reconciliation, it has not complied with, or is
unable, in any material respect, to comply with CASS 6.5.10R.

Audit of compliance with the MiFID custody rules

Firms are reminded that the auditor of the firm has to confirm in the report
submitted to the FSA under SUP 3.10 (Duties of auditors: notification and
report on client assets) that the firm has maintained systems adequate to enable
it to comply with the rules in this chapter.

Firms that use an alternative reconciliation method are reminded that the firm's
auditor must confirm to the FSA in writing that the firm has in place systems
and controls which are adequate to enable it to use another method effectively
(see CASS 6.5.5R).

After CASS 6, insert the following provisions. This material is all new and it is not

underlined.

Client money: MiFID business

7.1 Application and Purpose
Application
7.1.1 R This chapter (the client money rules) applies to a MiFID investment firm:

7.1.2 G

1) that holds client money; or

@) that opts to comply with this chapter in accordance with CASS
7.1.3R(1) (Opt-in to the MiFID client money rules);

unless otherwise specified in this section.

CASS 7.2 (Definition of client money) sets out the circumstances in which
money is considered client money for the purposes of this chapter.

Opt-in to the MiFID client money rules
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7.1.3

7.1.4

7.15

7.1.6

7.1.7

7.1.8

7.1.9

1) A firm that receives or holds money in respect of which this chapter
applies and money in respect of which the non-directive client
money chapter or the insurance client money chapter applies, may
elect to comply with the provisions of this chapter in respect of all
such money and if it does so, this chapter applies as if all such
money were money that the firm receives and holds in the course
of, or in connection with, its MiFID business.

(2) A firm must make and retain a written record of any election it
makes under this rule, including the date from which the election is
to be effective. The firm must make the record on the date it makes
the election and must keep it for a period of five years after ceasing
to use it.

The opt-in to this chapter in accordance with this section does not apply in

respect of money that a firm holds outside of the scope of the non-directive
client money chapter or the insurance client money chapter, such as money
falling within the scope of the opt-out for non-IMD designated investment

business (see CASS 4.1.11R).

If a firm has opted to comply with this chapter, the non-directive client
money chapter or the insurance client money chapter will have no
application to the activities to which the election applies.

A firm that is only subject to the non-directive client money chapter or the
insurance client money chapter may not opt to comply with this chapter.

If a firm that has agreed with an insurance undertaking under the client
money rules in the insurance client money chapter to treat the
undertaking's money as client money, opts in to this chapter in accordance
with this section, the insurance undertaking's interest under the trust (or in
Scotland agency) will be subordinated to the interests of the firm's other
clients.

Credit institutions

The client money rules do not apply to a BCD credit institution in relation
to deposits within the meaning of the BCD held by that institution.

[Note: article 13(8) of MiFID and article 18(1) of the MiFID implementing
Directive]

If a credit institution that holds money as a deposit with itself is subject to
the requirement to disclose information before providing services, it
should, in compliance with that obligation, notify the client that:

1) money held for that client in an account with the credit institution
will be held by the firm as banker and not as trustee (or in Scotland
as agent); and

(2) as a result, the money will not be held in accordance with the client
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7.1.10

7.1.11

7.1.12

7.1.13

7.1.14

7.1.15

money rules.

Pursuant to Principle 10 (Clients' assets), a credit institution that holds
money as a deposit with itself should be able to account to all of its clients
for amounts held on their behalf at all times. A bank account opened with
the firm that is in the name of the client would generally be sufficient.
When money from clients deposited with the firm is held in a pooled
account, this account should be clearly identified as an account for clients.
The firm should also be able to demonstrate that an amount owed to a
specific client that is held within the pool can be reconciled with a record
showing that individual's client balance and is, therefore, identifiable at any
time. Similarly, where that money is reflected only in a firm's bank account
with other banks (nostro accounts), the firm should be able to reconcile
amounts owed to that client within a reasonable period of time.

A credit institution is reminded that the exemption for deposits is not an
absolute exemption from the client money rules.

Affiliated companies

A firm that holds money on behalf of, or receives money from, an affiliated
company in respect of MiFID business must treat the affiliated company as
any other client of the firm for the purposes of this chapter.

A firm that holds client money on behalf of, or receives money from, an
affiliated company in respect of its non-MiFID business and opts under
CASS 7.1.3R(1) to comply with this chapter in with respect of that non-
MiFID business, should refer to the non-directive client money chapter
(see CASS 4.1.18R (Affiliated companies)) to determine whether that
money falls within the scope of the non-directive client money chapter and
therefore within the scope of the opt-in.

Coins

The client money rules do not apply with respect to coins held on behalf of
a client if the firm and the client have agreed that the money (or money of
that type) is to be held by the firm for the intrinsic value of the metal which
constitutes the coin.

Solicitors

(1)  Anauthorised professional firm regulated by the Law Society (of
England and Wales), the Law Society of Scotland or the Law
Society of Northern Ireland must comply with the MiFID client
money (minimum implementing) rules and also with the following
rules of its designated professional body and if it does so, it will be
deemed to comply with the client money rules in this chapter.

(2)  Therelevant rules are:

(@ if the firm is regulated by the Law Society (of England and
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7.1.16

7.2

7.2.1

7.2.2

7.2.3

724

G

Wales):
(i) the Solicitors' Accounts Rules 1998; or

(i)  where applicable, the Solicitors Overseas Practice
Rules 1990;

(b) if the firm is regulated by the Law Society of Scotland, the
Solicitors' (Scotland) Accounts, Accounts Certificate,
Professional Practice and Guarantee Fund Rules 2001; and

(c) ifthe firm is regulated by the Law Society of Northern
Ireland, the Solicitors' Accounts Regulations 1998.

General purpose

1) Principle 10 (Clients' assets) requires a firm to arrange adequate
protection for clients' assets when the firm is responsible for them.
An essential part of that protection is the proper accounting and
treatment of client money. The client money rules provide
requirements for firms that receive or hold client money, in whatever
form.

(2) The client money rules also implement the provisions of MiFID
which regulate the obligations of a firm when it holds client money.

Definition of client money

R

For the purposes of this chapter and the MiFID custody chapter, client
money means any money that a firm receives from or holds for, or on behalf
of, a client in the course of, or in connection with, its MiFID business unless
otherwise specified in this section.

Business in the name of the firm

Money is not client money where the firm carries on business in its own
name on behalf of the client where that is required by the very nature of the
transaction and the client is in agreement.

[Note: recital 26 to MiFID]
Title transfer collateral arrangements

Where a client transfers full ownership of money to a firm for the purpose of
securing or otherwise covering present or future, actual or contingent or
prospective obligations, such money should no longer be regarded as client
money.

[Note: recital 27 to MiFID]

A title transfer financial collateral arrangement under the Financial
Collateral Directive is an example of a type of transfer of money to cover
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7.2.5

7.2.6

1.2.7

7.2.8

obligations where that money will not be regarded as client money.

Where a firm has received full title or full ownership to money under a
collateral arrangement, the fact that it has also taken a security interest over
its obligation to repay that money to the client would not result in the money
being client money. This can be compared to a situation in which a firm
takes a charge or other security interest over money held in a client bank
account, where that money would still be client money as there would be no
absolute transfer of title to the firm. However, if that security interest
includes a "right to use arrangement”, under which the client agrees to
transfer all of its rights to money in that account to the firm upon the exercise
of the right to use, the money may cease to be client money, but only once
the right to use is exercised and the money is transferred out of the account
to the firm.

Firms are reminded of the client's best interest rule, which requires a firm to
act honestly, fairly and professionally in accordance with the best interests
of its clients when structuring its business particularly in respect of the effect
of that structure on firms' obligations under the client money rules.

Pursuant to the client's best interests rule, a firm should ensure that where a
retail client transfers full ownership of money to a firm:

1) the client is notified that full ownership of the money has been
transferred to the firm and, as such, the client no longer has a
proprietary claim over this money and the firm can deal with it on its
own right;

(2 the transfer is for the purposes of securing or covering the client's
obligations;

3) an equivalent transfer is made back to the client if the provision of
collateral by the client is no longer necessary; and

4) there is a reasonable link between the timing and the amount of the
collateral transfer and the obligation that the client owes, or is likely
to owe, to the firm.

Money in connection with a "delivery versus payment" transaction
Money need not be treated as client money in respect of a delivery versus

payment transaction through a commercial settlement system if it is intended
that either:

1) in respect of a client's purchase, money from a client will be due to
the firm within one business day upon the fulfilment of a delivery
obligation; or

2 in respect of a client's sale, money is due to the client within one
business day following the client's fulfilment of a delivery
obligation;
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7.2.9

7.2.10

7.2.11

7.2.12

7.2.13

unless the delivery or payment by the firm does not occur by the close of
business on the third business day following the date of payment or delivery
of the investments by the client.

Money due and payable to the firm

1) Money is not client money when it becomes properly due and
payable to the firm for its own account.

2 For these purposes, if a firm makes a payment to, or on the
instructions of, a client, from an account other than a client bank
account, until that payment has cleared, no equivalent sum from a
client bank account for reimbursement will become due and payable
to the firm.

Money held as client money becomes due and payable to the firm or for the
firm's own account, for example, because the firm acted as principal in the
contract or the firm, acting as agent, has itself paid for securities in advance
of receiving the purchase money from its client. The circumstances in which
it is due and payable will depend on the contractual arrangement between
the firm and the client.

When a client’s obligation or liability, that is secured by that client's asset,
crystallises, and the firm realises the asset in accordance with an agreement
entered into between the client and the firm, the part of the proceeds of the
asset to cover such liability that is due and payable to the firm is not client
money. However, any proceeds of sale in excess of the amount owed by the
client to the firm should be paid over to the client immediately or be held in
accordance with the client money rules.

Commission rebate

When a firm has entered into an arrangement under which commission is
rebated to a client, those rebates need not be treated as client money until
they become due and payable to the client in accordance with the terms of
the contractual arrangements between the parties.

When commission rebate becomes due and payable to the client, the firm
should:

1) treat it as client money; or

(2 pay it out in accordance with the rule regarding the discharge of a
firm's fiduciary duty to the client (see CASS 7.2.15R);

unless the firm and the client have entered into an arrangement under which
the client has agreed to transfer full ownership of this money to the firm as
collateral against payment of future professional fees (see CASS 7.2.3R
(Title transfer collateral arrangements)).

Interest
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7.2.14

7.2.15

7.2.16

7.2.17

7.2.18

7.2.19

7.2.20

R

R

Unless a firm notifies a retail client in writing whether or not interest is to be
paid on client money and, if so, on what terms and at what frequency, it must
pay that client all interest earned on that client money. Any interest due to a
client will be client money.

Discharge of fiduciary duty
Money ceases to be client money if it is paid:
1) to the client, or a duly authorised representative of the client; or

2 to a third party on the instruction of the client, unless it is transferred
to a third party in the course of effecting a transaction, in accordance
with CASS 7.5.2R (Transfer of client money to a third party); or

3) into a bank account of the client (not being an account which is also
in the name of the firm); or

4 to the firm itself, when it is due and payable to the firm (see CASS
7.2.9R (Money due and payable to the firm)); or

(5) to the firm itself, when it is an excess in the client bank account (see
CASS 7.6.13R(2) (Reconciliation discrepancies)).

When a firm wishes to transfer client money balances to a third party in the
course of transferring its business to another firm, it should do so in a way
which it discharges its fiduciary duty to the client under this section.

When a firm draws a cheque or other payable order to discharge its fiduciary
duty to the client, it must continue to treat the sum concerned as client
money until the cheque or order is presented and paid by the bank.

Allocated but unclaimed client money

The purpose of the rule on allocated but unclaimed client money is to allow
a firm, in the normal course of its business, to cease to treat as client money
any balances, allocated to an individual client, when those balances remain
unclaimed.

A firm may cease to treat as client money any unclaimed client money
balance if it can demonstrate that it has taken reasonable steps to trace the
client concerned and to return the balance.

(1) Reasonable steps should include:

(@) entering into a written agreement, in which the client consents
to the firm releasing, after the period of time specified in (b),
any client money balances, for or on behalf of that client, from
client bank accounts;

(b) determining that there has been no movement on the client's
balance for a period of at least six years (notwithstanding any
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7.2.21

7.3

7.3.1

7.3.2

7.4

74.1

payments or receipts of charges, interest or similar items);

(c) writing to the client at the last known address informing the
client of the firm's intention of no longer treating that balance
as client money, giving the client 28 days to make a claim;

(d) making and retaining records of all balances released from
client bank accounts; and

(e) undertaking to make good any valid claim against any released
balances.

(2) Compliance with (1) may be relied on as tending to establish
compliance with CASS 7.2.19R.

(3) Contravention of (1) may be relied on as tending to establish
contravention of CASS 7.2.19R.

When a firm gives an undertaking to make good any valid claim against
released balances, it should make arrangements authorised by the firm's
relevant controllers that are legally enforceable by any person with a valid
claim to such money.

Organisational requirements: client money

Requirement to protect client money

A firm must, when holding client money, make adequate arrangements to
safeguard the client's rights and prevent the use of client money for its own
account.

[Note: article 13(8) of MiFID]
Requirement to have adequate organisational arrangements

A firm must introduce adequate organisational arrangements to minimise the
risk of the loss or diminution of client money, or of rights in connection with
client money, as a result of misuse of client money, fraud, poor
administration, inadequate record-keeping or negligence.

[Note: article 16(1)(f) of the MiFID implementing Directive]

Segregation of client money

Depositing client money

A firm, on receiving any client money, must promptly place this money into
one or more accounts opened with any of the following:

1) a central bank;

2 a BCD credit institution;
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7.4.3

744

745

7.4.6

1.4.7

7.4.8

3 a bank authorised in a third country;
4) a qualifying money market fund.
[Note: article 18(1) of the MiFID implementing Directive]

An account with a central bank, a BCD credit institution or a bank
authorised in a third country in which client money is placed is a client bank
account.

Qualifying money market funds

Where a firm deposits client money with a qualifying money market fund, the
units in that fund should be held in accordance with the MiFID custody
chapter.

[Note: recital 23 to the MiFID implementing Directive]

A firm that places client money in a qualifying money market fund should
ensure that it has the permissions required to invest in and hold units in that
fund and must comply with the rules that are relevant for those activities.

A firm must give a client the right to oppose the placement of his money in a
qualifying money market fund.

[Note: article 18(3) of the MiFID implementing Directive]

If a firm that intends to place client money in a qualifying money market
fund is subject to the requirement to disclose information before providing
services, it should, in compliance with that obligation, notify the client that:

1) money held for that client will be held in a qualifying money market
fund; and

2 as a result, the money will not be held in accordance with the client
money rules but in accordance with the custody rules.

A firm's selection of a credit institution, bank or money market fund

A firm that does not deposit client money with a central bank must exercise
all due skill, care and diligence in the selection, appointment and periodic
review of the credit institution, bank or qualifying money market fund where
the money is deposited and the arrangements for the holding of this money.

[Note: article 18(3) of the MiFID implementing Directive]

When a firm makes the selection, appointment and conducts the periodic
review of a credit institution, a bank or a qualifying money market fund, it
must take into account:

(1) the expertise and market reputation of the third party; and
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(2) any legal requirements or market practices related to the holding of
client money that could adversely affect clients’ rights.

[Note: article 18(3) of the MiFID implementing Directive]

In discharging its obligations when selecting, appointing and reviewing the
appointment of a credit institution, a bank or a qualifying money market
fund, a firm should also consider, together with any other relevant matters:

1) the need for diversification of risks;
(2) the capital of the credit institution or bank;

3 the amount of client money placed, as a proportion of the credit
institution or bank's capital and deposits, and, in the case of a
qualifying money market fund, compared to any limit the fund may
place on the volume of redemptions in any period;

4 the credit rating of the credit institution or bank; and

(5) to the extent that the information is available, the level of risk in the
investment and loan activities undertaken by the credit institution or
bank and affiliated companies.

A firm must make a record of the grounds upon which it satisfies itself as to
the appropriateness of its selection of a credit institution, a bank or a
qualifying money market fund. The firm must make the record on the date it
makes the selection and must keep it from the date of such selection until
five years after the firm ceases to use the third party to hold client money.

Client bank accounts

A firm must take the necessary steps to ensure that client money deposited,
in accordance with CASS 7.4.1R, in a central bank, a credit institution, a
bank authorised in a third country or a qualifying money market fund is held
in an account or accounts identified separately from any accounts used to
hold money belonging to the firm.

[Note: article 16(1)(e) of the MiFID implementing Directive]

A firm may open one or more client bank accounts in the form of a general
client bank account, a designated client bank account or a designated client
fund account (see CASS 7.9.3G).

A designated client fund account may be used for a client only where that
client has consented to the use of that account and all other designated client
fund accounts which may be pooled with it. For example, a client who
consents to the use of bank A and bank B should have his money held in a
different designated client fund account at bank B from a client who has
consented to the use of banks B and C.
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Payment of client money into a client bank account

7.4.14 G  Two approaches that a firm can adopt in discharging its obligations under
the MiFID client money segregation requirements are:

1) the 'normal approach’; or
(2) the 'alternative approach'.

7.4.15 R A firm that does not adopt the normal approach must first send a written
confirmation to the FSA from the firm's auditor that the firm has in place
systems and controls which are adequate to enable it to operate another
approach effectively.

7.4.16 G  The alternative approach would be appropriate for a firm that operates in a
multi-product, multi-currency environment for which adopting the normal
approach would be unduly burdensome and would not achieve the client
protection objective. Under the alternative approach, client money is
received into and paid out of a firm's own bank accounts; consequently the
firm should have systems and controls that are capable of monitoring the
client money flows so that the firm comply with its obligations to perform
reconciliations of records and accounts (see CASS 7.6.2R). A firm that
adopts the alternative approach will segregate client money into a client bank
account on a daily basis, after having performed a reconciliation of records
and accounts of the entitlement of each client for whom the firm holds client
money with the records and accounts of the client money the firm holds in
client bank account and client transaction accounts to determine what the
client money requirement was at the close of the previous business day.

7.4.17 G  Under the normal approach, a firm that receives client money should either:

1) pay it promptly, and in any event no later than the next business day
after receipt, into a client bank account; or

(2) pay it out in accordance with the rule regarding the discharge of a
firm's fiduciary duty to the client (see CASS 7.2.15R).

7.4.18 G  Under the alternative approach, a firm that receives client money should:

1) (@) pay any money to or on behalf of clients out of its own
account; and

(b)  perform a reconciliation of records and accounts required
under CASS 7.6.2R (Records and accounts), SYSC 4.1.1R and
SYSC 6.1.1R, adjust the balance held in its client bank
accounts and then segregate the money in the client bank
account until the calculation is re-performed on the next
business day; or

(@) pay it out in accordance with the rule regarding the discharge of a
firm's fiduciary duty to the client (see CASS 7.2.15R).
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A firm that adopts the alternative approach may:
1) receive all client money into its own bank account;

(2 choose to operate the alternative approach for some types of business
(for example, overseas equities transactions) and operate the normal
approach for other types of business (for example, contingent
liability investments) if the firm can demonstrate that its systems and
controls are adequate (see CASS 7.4.15R); and

(3) use an historic average to account for uncleared cheques (see
paragraph 4 of CASS 7 Annex 1).

Pursuant to the MiFID client money segregation requirements, a firm should
ensure that any money other than client money deposited in a client bank
account is promptly paid out of that account unless it is a minimum sum
required to open the account, or to keep it open.

If it is prudent to do so to ensure that client money is protected, a firm may
pay into a client bank account money of its own, and that money will then
become client money for the purposes of this chapter.

Automated transfers

Pursuant to the MiFID client money segregation requirements, a firm
operating the normal approach that receives client money in the form of an
automated transfer should take reasonable steps to ensure that:

1) the money is received directly into a client bank account; and

(2) if money is received directly into the firm's own account, the money
is transferred into a client bank account promptly, and in any event,
no later than the next business day after receipt.

Mixed remittance

Pursuant to the MiFID client money segregation requirements, a firm
operating the normal approach that receives a mixed remittance (that is part
client money and part other money) should:

1) pay the full sum into a client bank account promptly, and in any
event, no later than the next business day after receipt; and

(2) pay the money that is not client money out of the client bank
account promptly, and in any event, no later than one business day
of the day on which the firm would normally expect the remittance
to be cleared.

Appointed representatives, field representatives and other agents
1) Pursuant to the MiFID client money segregation requirements, a firm

operating the normal approach should establish and maintain
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procedures to ensure that client money received by its appointed
representatives, field representatives or other agents is:

(@) paid into a client bank account of the firm promptly, and in
any event, no later than the next business day after receipt; or

(b)  forwarded to the firm, or in the case of a field representative
forwarded to a specified business address of the firm, so as to
ensure that the money arrives at the specified business address
promptly, and in any event, no later than the close of the third
business day.

(2)  For the purposes of 1(b), client money received on business day one
should be forwarded to the firm or specified business address of the
firm promptly, and in any event, no later than the next business day
after receipt (business day two) in order for it to reach that firm or
specified business address by the close of the third business day.
Procedures requiring the client money in the form of a cheque to be
sent to the firm or the specified business address of the firm by first
class post promptly, and in any event, no later than the next business
day after receipt, would be in line with 1(b).

The firm should ensure that its appointed representatives, field
representatives or other agents keeps client money separately identifiable
from any other money (including that of the firm) until the client money is
paid into a client bank account or sent to the firm.

A firm that operates a number of small branches, but holds or accounts for
all client money centrally, may treat those small branches in the same way as
appointed representatives.

Client entitlements

Pursuant to the MiFID client money segregation requirements, a firm
operating the normal approach that receives outside the United Kingdom a
client entitlement on behalf of a client should pay any part of it which is
client money:

1) to, or in accordance with, the instructions of the client concerned; or

(2) into a client bank account promptly, and in any event, no later than
five business days after the firm is notified of its receipt.

Pursuant to the MiFID client money segregation requirements, a firm
operating the normal approach should allocate a client entitlement that is
client money to the individual client promptly and, in any case, no later than
ten business days after notification of receipt.

Money due to a client from a firm
Pursuant to the MiFID client money segregation requirements, a firm

operating the normal approach that is liable to pay money to a client should
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promptly, and in any event no later than one business day after the money is
due and payable, pay the money:

1) to, or to the order of, the client; or
(2) into a client bank account.
Segregation in different currency

A firm may segregate client money in a different currency from that of
receipt. If it does so, the firm must ensure that the amount held is adjusted
each day to an amount at least equal to the original currency amount (or the
currency in which the firm has its liability to its clients, if different),
translated at the previous day's closing spot exchange rate.

The rule on segregation of client money in a different currency (CASS
7.4.30R) does not apply where the client has instructed the firm to convert
the money into and hold it in a different currency.

Transfer of client money to a third party

G

This section sets out the requirements a firm must comply with when it
transfers client money to another person without discharging its fiduciary
duty owed to that client. Such circumstances arise when, for example, a firm
passes client money to a clearing house in the form of margin for the firm's
obligations to the clearing house that are referable to transactions
undertaken by the firm for the relevant clients. They may also arise when a
firm passes client money to an intermediate broker for contingent liability
investments in the form of initial or variation margin on behalf of a client. In
these circumstances, the firm remains responsible for that client's equity
balance held at the intermediate broker until the contract is terminated and
all of that client's positions at that broker closed. If a firm wishes to
discharge itself from its fiduciary duty, it should do so in accordance with
the rule regarding the discharge of a firm's fiduciary duty to the client (CASS
7.2.15R).

A firm may allow another person, such as an exchange, a clearing house or
an intermediate broker, to hold or control client money, but only if:

1) the firm transfers the client money:

@ for the purpose of a transaction for a client through or with
that person; or

(b) to meet a client's obligation to provide collateral for a
transaction (for example, an initial margin requirement for a
contingent liability investment); and

(2) in the case of a retail client, that client has been notified that the
client money may be transferred to the other person.
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G  Afirmshould not hold excess client money in its client transaction accounts
with intermediate brokers, settlement agents and OTC counterparties; it
should be held in a client bank account.

Records, accounts and reconciliations
Records and accounts

R A firm must keep such records and accounts as are necessary to enable it, at
any time and without delay, to distinguish client money held for one client
from client money held for any other client, and from its own money.

[Note: article 16(1)(a) of the MiFID implementing Directive]

R A firm must maintain its records and accounts in a way that ensures their
accuracy, and in particular their correspondence to the client money held for
clients.

[Note: article 16(1)(b) of the MiFID implementing Directive]
Client entitlements

G  Pursuant to CASS 7.6.2R, SYSC 4.1.1R and SYSC 6.1.1R, a firm should take
reasonable steps to ensure that is notified promptly of any receipt of client
money in the form of a client entitlement.

Record keeping

R A firm must ensure that records made under CASS 7.6.1R and CASS 7.6.2R
are retained for a period of five years after they were made.

G  Afirmshould ensure that it makes proper records, sufficient to show and
explain the firm's transactions and commitments in respect of its client
money.

Internal reconciliations of client money balances

G @ SYSC 4.1.1R requires firms to have robust governance arrangements,
such as internal control mechanisms, including sound administrative
and accounting procedures and effective control and safeguard
arrangements for information processing systems. In addition, SYSC
6.1.1R requires firms to establish, implement and maintain adequate
policies and procedures sufficient to ensure the firm's compliance
with its obligations under the regulatory system. Carrying out
internal reconciliations of records and accounts of the entitlement of
each client for whom the firm holds client money with the records
and accounts of the client money the firm holds in client bank
accounts and client transaction accounts should be one of the steps a
firm takes to satisfy its obligations under CASS 7.6.2R, SYSC 4.1.1R
and SYSC 6.1.1R.
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7.6.7

7.6.8

7.6.9

7.6.10

G

(@) A firm should perform such internal reconciliations:
(@) as often as is necessary; and

(b) as soon as reasonably practicable after the date to which the
reconciliation relates;

to ensure the accuracy of the firm's records and accounts.

(3) The standard method of internal client money reconciliation sets out
a method of reconciliation of client money balances that the FSA
believes should be one of the steps that a firm takes when carrying
out internal reconciliations of client money.

Records

1) A firm must make records, sufficient to show and explain the
method of internal reconciliation of client money balances under
CASS 7.6.2R used, and if different from the standard method of
internal client money reconciliation, to show and explain that:

@) the method of internal reconciliation of client money
balances used affords an equivalent degree of protection to
the firm's clients to that afforded by the standard method of
internal client money reconciliation; and

(b) in the event of a primary pooling event or a secondary
pooling event, the method used is adequate to enable the firm
to comply with the client money (MiFID business)
distribution rules.

(2) A firm must make these records on the date it starts using a method
of internal reconciliation of client money balances and must keep it
made for a period of five years after ceasing to use it.

A firm that does not use the standard method of internal client money
reconciliation must first send a written confirmation to the FSA from the
firm's auditor that the firm has in place systems and controls which are
adequate to enable it to use another method effectively.

Reconciliations with external records

A firm must conduct, on a regular basis, reconciliations between its internal
accounts and records and those of any third parties by whom client money is
held.

[Note: article 16(1)(c) of the MiFID implementing Directive]

Frequency of external reconciliations

1) A firm should perform the required reconciliation of client money
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balances with external records:
(@) asregularly as is necessary; and

(b) assoon as reasonably practicable after the date to which the
reconciliation relates;

to ensure the accuracy of its internal accounts and records against
those of third parties by whom client money is held.

2 In determining whether the frequency is adequate, the firm should
consider the risks which the business is exposed, such as the nature,
volume and complexity of the business, and where and with whom
the client money is held.

Method of external reconciliations

7.6.11 G A method of reconciliation of client money balances with external records
that the FSA believes is adequate is when a firm compares:

1) the balance on each client bank account as recorded by the firm with
the balance on that account as set out on the statement or other form
of confirmation issued by the bank with which those accounts are
held; and

(2) the balance, currency by currency, on each client transaction
account as recorded by the firm, with the balance on that account as
set out in the statement or other form of confirmation issued by the
person with whom the account is held;

and identifies any discrepancies between them.

7.6.12 R Any approved collateral held in accordance with the client money rules
must be included within this reconciliation.

Reconciliation discrepancies

7.6.13 R When any discrepancy arises as a result of a firm's internal reconciliations,
the firm must identify the reason for the discrepancy and ensure that:

(1) any shortfall is paid into a client bank account by the close of
business on the day that the reconciliation is performed; or

(2) any excess is withdrawn within the same time period (but see CASS
7.4.20G and CASS 7.4.21R).

7.6.14 R When any discrepancy arises as a result of the reconciliation between a
firm's internal records and those of third parties that hold client money, the
firm must identify the reason for the discrepancy and correct it as soon as
possible, unless the discrepancy arises solely as a result of timing
differences between the accounting systems of the party providing the
statement or confirmation and that of the firm.
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7.6.15

7.6.16

7.6.17

7.6.18

7.6.19

7.7

7.7.1

7.7.2

While a firm is unable to resolve a difference arising from a reconciliation
between a firm's internal records and those of third parties that hold client
money, and one record or a set of records examined by the firm during its
reconciliation indicates that there is a need to have a greater amount of client
money or approved collateral than is in fact the case, the firm must assume,
until the matter is finally resolved, that the record or set of records is
accurate and pay its own money into a relevant account.

Notification requirements
A firm must inform the FSA in writing without delay:

1) if it has not complied with, or is unable, in any material respect, to
comply with the requirements in CASS 7.6.1R, CASS 7.6.2R or CASS
7.6.9R;

(2) if having carried out a reconciliation it has not complied with, or is
unable, in any material respect, to comply with CASS 7.6.13R to
CASS 7.6.15R.

Audit of compliance with the MiFID client money rules

Firms are reminded that the auditor of the firm has to confirm in the report
submitted to the FSA under SUP 3.10 (Duties of auditors: notification and
report on client assets) that the firm has maintained systems adequate to
enable it to comply with the client money rules.

Firms that do not adopt the normal approach are reminded that the firm's
auditor must confirm to the FSA in writing that the firm has in place systems
and controls which are adequate to enable it to operate the alternative
approach effectively (see CASS 7.4.15R).

Firms that do not use the standard method of internal client money
reconciliation are reminded that the firm's auditor must confirm to the FSA
in writing that the firm has in place systems and controls which are adequate
to enable it to use another method effectively (see CASS 7.6.8R).

Statutory trust

G

Section 139(1) of the Act (Miscellaneous ancillary matters) provides that
rules may make provision which result in client money being held by a firm
on trust (England and Wales and Northern Ireland) or as agent (Scotland
only). This section creates a fiduciary relationship between the firm and its
client under which client money is in the legal ownership of the firm but
remains in the beneficial ownership of the client. In the event of failure of
the firm, costs relating to the distribution of client money may have to be
borne by the trust.

Requirement

A firm receives and holds client money as trustee (or in Scotland as agent)
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7.8

7.8.1

7.8.2

R

R

on the following terms:

(1)

()

©)

(4)

()

for the purposes of and on the terms of the client money rules and the
client money (MiFID business) distribution rules;

subject to (3), for the clients (other than clients which are insurance
undertakings when acting as such with respect of client money
received in the course of insurance mediation activity and that was
opted in to this chapter) for whom that money is held, according to
their respective interests in it;

after all valid claims in (2) have been met, for clients which are
insurance undertakings with respect of client money received in the
course of insurance mediation activity according to their respective
interests in it;

on failure of the firm, for the payment of the costs properly
attributable to the distribution of the client money in accordance with
(2); and

after all valid claims and costs under (2) to (4) have been met, for the
firm itself.

Notification and acknowledgement of trust

Banks

(1)

()

When a firm opens a client bank account, the firm must give or have
given written notice to the bank requesting the bank to acknowledge
to it in writing that:

@) all money standing to the credit of the account is held by the
firm as trustee (or if relevant, as agent) and that the bank is
not entitled to combine the account with any other account or
to exercise any right of set-off or counterclaim against money
in that account in respect of any sum owed to it on any other
account of the firm; and

(b) the title of the account sufficiently distinguishes that account
from any account containing money that belongs to the firm,
and is in the form requested by the firm.

In the case of a client bank account in the United Kingdom, if the
bank does not provide the required acknowledgement within 20
business days after the firm dispatched the notice, the firm must
withdraw all money standing to the credit of the account and deposit it
in a client bank account with another bank as soon as possible.

Exchange, clearing house, intermediate broker or OTC counterparty

(1)

A firm which undertakes any contingent liability investment for
clients through an exchange, clearing house, intermediate broker or
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OTC counterparty must, before the client transaction account is
opened with the exchange, clearing house, intermediate broker or
OTC counterparty:

(@ notify the person with whom the account is to be opened that
the firm is under an obligation to keep client money separate
from the firm's own money, placing client money in a client
bank account;

(b) instruct the person with whom the account is to be opened that
any money paid to it in respect of that transaction is to be
credited to the firm's client transaction account; and

(c)  require the person with whom the account is to be opened to
acknowledge in writing that the firm's client transaction
account is not to be combined with any other account, nor is
any right of set-off to be exercised by that person against
money credited to the client transaction account in respect of
any sum owed to that person on any other account.

2 If the intermediate broker or OTC counterparty does not provide the
required acknowledgement within 20 business days of the dispatch
of the notice and instruction, the firm must cease using the client
transaction account with that broker or counterparty and arrange as
soon as possible for the transfer or liquidation of any open positions
and the repayment of any money.

7.9 Client money distribution
Application
7.9.1 R This section (the client money (MiFID business) distribution rules) applies

to a firm that holds client money which is subject to the client money rules
when a primary pooling event or a secondary pooling event occurs.

Purpose

7.9.2 G  The client money (MiFID business) distribution rules seek to facilitate the
timely return of client money to a client in the event of the failure of a firm
or third party at which the firm holds client money.

Failure of the authorised firm: primary pooling event

7.9.3 G  Afirmcan hold client money in either a general client bank account, a
designated client bank account or a designated client fund account. A firm
holds all client money in general client bank accounts for its clients as part
of a common pool of money so those particular clients do not have a claim
against a specific sum in a specific account; they only have a claim to the
client money in general. A firm holds client money in designated client bank
accounts or designated client fund accounts for those clients that requested
their client money be part of a specific pool of money, so those particular
clients do have a claim against a specific sum in a specific account; they do
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794

7.9.5

7.9.6

7.9.7

7.9.8

not have a claim to the client money in general unless a primary pooling
event occurs. A primary pooling event triggers a notional pooling of all the
client money, in every type of client money account, and the obligation to
distribute it. If the firm becomes insolvent, and there is (for whatever reason)
a shortfall in money held for a client compared with that client's
entitlements, the available funds will be distributed in accordance with the
client money (MiFID business) distribution rules.

A primary pooling event occurs:
1) on the failure of the firm;

(2) on the vesting of assets in a trustee in accordance with an 'assets
requirement’ imposed under section 48(1)(b) of the Act;

(3) on the coming into force of a requirement for all client money held
by the firm; or

4) when the firm notifies, or is in breach of its duty to notify, the FSA,
in accordance with CASS 7.6.16R (Notification requirements), that it
is unable correctly to identify and allocate in its records all valid
claims arising as a result of a secondary pooling event.

CASS 7.9.4R(4) does not apply so long as:

1) the firm is taking steps, in consultation with the FSA, to establish
those records; and

(2) there are reasonable grounds to conclude that the records will be
capable of rectification within a reasonable period.

Pooling and distribution
If a primary pooling event occurs:

1) client money held in each client money account of the firm is treated
as pooled; and

(2) the firm must distribute that client money in accordance with CASS
7.7.2R, so that each client receives a sum which is rateable to the
client money entitlement calculated in accordance with CASS 7.9.7R.

(1)  When, in respect of a client, there is a positive individual client
balance and a negative client equity balance, the credit must be offset
against the debit reducing the individual client balance for that client.

(2)  When, in respect of a client, there is a negative individual client
balance and a positive client equity balance, the credit must be offset
against the debit reducing client equity balance for that client.

A client's main claim is for the return of client money held in a client bank
account. A client may be able to claim for any shortfall against money held
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7.9.9

7.9.10

7.9.11

7.9.12

7.9.13

7.9.14

G

in a firm's own account. For that claim, the client will be an unsecured
creditor of the firm.

Client money received after the failure of the firm

Client money received by the firm after a primary pooling event must not be
pooled with client money held in any client money account operated by the
firm at the time of the primary pooling event. It must be placed in a client
bank account that has been opened after that event and must be handled in
accordance with the client money rules, and returned to the relevant client
without delay, except to the extent that:

1) it is client money relating to a transaction that has not settled at the
time of the primary pooling event; or

(2) it is client money relating to a client, for whom the client money
entitlement, calculated in accordance with CASS 7.9.7R, shows that
money is due from the client to the firm at the time of the primary
pooling event.

Client money received after the primary pooling event relating to an
unsettled transaction should be used to settle that transaction. Examples of
such transactions include:

1) an equity transaction with a trade date before the date of the primary
pooling event and a settlement date after the date of the primary
pooling event; or

(2) a contingent liability investment that is ‘open' at the time of the
primary pooling event and is due to settle after the primary pooling
event.

If a firm receives a mixed remittance after a primary pooling event, it must:

1) pay the full sum into the separate client bank account opened in
accordance with CASS 7.9.9R; and

(2 pay the money that is not client money out of that client bank account
into a firm's own bank account within one business day of the day on
which the firm would normally expect the remittance to be cleared.

Whenever possible the firm should seek to split a mixed remittance before
the relevant accounts are credited.

Failure of a bank, intermediate broker, settlement agent or OTC
counterparty: secondary pooling events

If both a primary pooling event and a secondary pooling event occur, the
provisions of this section relating to a primary pooling event apply.

A secondary pooling event occurs on the failure of a third party to which
client money held by the firm has been transferred under CASS 7.4.1R(1) to
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7.9.15

7.9.16

7.9.17

7.9.18

7.9.19

(3) (Depositing client money) or CASS 7.5.2R (Transfer of client money to a
third party).

CASS 7.9.19R to CASS 7.9.31R do not apply if, on the failure of the third
party, the firm repays to its clients or pays into a client bank account, at an
unaffected bank, an amount equal to the amount of client money which
would have been held if a shortfall had not occurred at that third party.

When client money is transferred to a third party, a firm continues to owe
fiduciary duties to the client. Whether a firm is liable for a shortfall in client
money caused by a third party failure will depend on whether it has
complied with its duty of care as agent or trustee.

Failure of a bank

When a bank fails and the firm decides not to make good the shortfall in the
amount of client money held at that bank, a secondary pooling event will
occur in accordance with CASS 7.9.19R. The firm would be expected to
reflect the shortfall that arises at the failed bank in its records of the
entitlement of clients and of money held with third parties.

The client money (MiFID business) distribution rules seek to ensure that
clients who have previously specified that they are not willing to accept the
risk of the bank that has failed, and who therefore requested that their client
money be placed in a designated client bank account at a different bank,
should not suffer the loss of the bank that has failed.

Failure of a bank: pooling

If a secondary pooling event occurs as a result of the failure of a bank where
one or more general client bank accounts are held, then:

1) in relation to every general client bank account of the firm, the
provisions of CASS 7.9.21R, CASS 7.9.26R and CASS 7.9.27R will

apply;

(@) in relation to every designated client bank account held by the firm
with the failed bank, the provisions of CASS 7.9.23R, CASS 7.9.26R
and CASS 7.9.27R will apply;

(3) in relation to each designated client fund account held by the firm
with the failed bank, the provisions of CASS 7.9.24R, CASS 7.9.26R
and CASS 7.9.27R will apply;

4) any money held at a bank, other than the bank that has failed, in
designated client bank accounts, is not pooled with any other client
money; and

(5) any money held in a designated client fund account, no part of which

is held by the bank that has failed, is not pooled with any other client
money.
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7.9.21

7.9.22

7.9.23
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If a secondary pooling event occurs as a result of the failure of a bank where
one or more designated client bank accounts or designated client fund
accounts are held, then:

(1)

(2)

in relation to every designated client bank account held by the firm
with the failed bank, the provisions of CASS 7.9.23R, CASS 7.9.26R
and CASS 7.9.27R will apply; and

in relation to each designated client fund account held by the firm
with the failed bank, the provisions of CASS 7.9.24R, CASS 7.9.26R
and CASS 7.9.27R will apply.

Money held in each general client bank account and client transaction
account of the firm must be treated as pooled and:

(1)

(2)

©)

(4)

any shortfall in client money held, or which should have been held,
in general client bank accounts and client transaction accounts, that
has arisen as a result of the failure of the bank, must be borne by all
the clients whose client money is held in either a general client bank
account or client transaction account of the firm, rateably in
accordance with their entitlements;

a new client money entitlement must be calculated for each client by
the firm, to reflect the requirements in (1), and the firm's records
must be amended to reflect the reduced client money entitlement;

the firm must make and retain a record of each client's share of the
client money shortfall at the failed bank until the client is repaid; and

the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant to
CASS 7.6.2R (Records and accounts), SYSC 4.1.1R (General
organisational requirements) and SYSC 6.1.1R (Compliance) (as
described in CASS 7.6.6G).

The term 'which should have been held' is a reference to the failed bank's
failure to hold the client money at the time of the pooling event.

For each client with a designated client bank account held at the failed bank:

1)

(2)

(3)

any shortfall in client money held, or which should have been held,
in designated client bank accounts that has arisen as a result of the
failure, must be borne by all the clients whose client money is held in
a designated client bank account of the firm at the failed bank,
rateably in accordance with their entitlements;

a new client money entitlement must be calculated for each of the
relevant clients by the firm, and the firm's records must be amended
to reflect the reduced client money entitlement;

the firm must make and retain a record of each client's share of the
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7.9.25

7.9.26

R

R

R

(4)

client money shortfall at the failed bank until the client is repaid; and

the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant to
CASS 7.6.2R (Records and accounts), SYSC 4.1.1R (General
organisational requirements) and SYSC 6.1.1R (Compliance) (as
described in CASS 7.6.6G).

Money held in each designated client fund account with the failed bank must
be treated as pooled with any other designated client fund accounts of the
firm which contain part of the same designated fund and:

(1)

(2)

(3)

(4)

any shortfall in client money held, or which should have been held,
in designated client fund accounts that has arisen as a result of the
failure, must be borne by each of the clients whose client money is
held in that designated fund, rateably in accordance with their
entitlements;

a new client money entitlement must be calculated for each client by
the firm, in accordance with (1), and the firm's records must be
amended to reflect the reduced client money entitlement;

the firm must make and retain a record of each client's share of the
client money shortfall at the failed bank until the client is repaid; and

the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant to
CASS 7.6.2R (Records and accounts), SYSC 4.1.1R (General
organisational requirements) and SYSC 6.1.1R (Compliance) (as
described in CASS 7.6.6G).

A client whose money was held, or which should have been held, in a
designated client bank account with a bank that has failed is not entitled to
claim in respect of that money against any other client bank account or client
transaction account of the firm.

Client money received after the failure of a bank

Client money received by the firm after the failure of a bank, that would
otherwise have been paid into a client bank account at that bank:

(1)

2

must not be transferred to the failed bank unless specifically
instructed by the client in order to settle an obligation of that client to
the failed bank; and

must be, subject to (1), placed in a separate client bank account that
has been opened after the secondary pooling event and either:

€)) on the written instruction of the client, transferred to a bank
other than the one that has failed; or
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7.9.28

7.9.29
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(b) returned to the client as soon as possible.

If a firm receives a mixed remittance after the secondary pooling event
which consists of client money that would have been paid into a general
client bank account, a designated client bank account or a designated client
fund account maintained at the bank that has failed, it must:

1) pay the full sum into a client bank account other than one operated at
the bank that has failed; and

(2) pay the money that is not client money out of that client bank account
within one business day of the day on which the firm would normally
expect the remittance to be cleared.

Whenever possible the firm should seek to split a mixed remittance before
the relevant accounts are credited.

Failure of an intermediate broker, settlement agent or OTC counterparty:
Pooling

If a secondary pooling event occurs as a result of the failure of an
intermediate broker, settlement agent or OTC counterparty, then in relation
to every general client bank account and client transaction account of the
firm, the provisions of CASS 7.9.30R and CASS 7.9.31R will apply.

Money held in each general client bank account and client transaction
account of the firm must be treated as pooled and:

1) any shortfall in client money held, or which should have been held,
in general client bank accounts and client transaction account, that
has arisen as a result of the failure, must be borne by all the clients
whose client money is held in either a general client bank account or
a client transaction accounts of the firm, rateably in accordance with
their entitlements;

(2) a new client money entitlement must be calculated for each client by
the firm, to reflect the requirements of (1), and the firm's records
must be amended to reflect the reduced client money entitlement;

(3) the firm must make and retain a record of each client's share of the
client money shortfall at the failed intermediate broker, settlement
agent or OTC counterparty until the client is repaid; and

4) the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant to
CASS 7.6.2R (Records and accounts), SYSC 4.1.1R (General
organisational requirements) and SYSC 6.1.1R (Compliance) (as
described in CASS 7.6.6G).

Client money received after the failure of an intermediate broker, settlement
agent or OTC counterparty
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7.9.31 R Client money received by the firm after the failure of an intermediate broker,
settlement agent or OTC counterparty, that would otherwise have been paid
into a client transaction account at that intermediate broker, settlement
agent or OTC counterparty:

1)

)

must not be transferred to the failed third party unless specifically
instructed by the client in order to settle an obligation of that client to
the failed intermediate broker, settlement agent or OTC
counterparty; and

must be, subject to (1), placed in a separate client bank account that
has been opened after the secondary pooling event and either:

@) on the written instruction of the client, transferred to a third
party other than the one that has failed; or

(b) returned to the client as soon as possible.

Notification to the FSA: failure of a bank, intermediate broker, settlement
agent or OTC counterparty

7.9.32 R On the failure of a third party with which money is held, a firm must notify
the FSA:

(1)

(2)

CASS 7 Annex 1G

as soon as it becomes aware of the failure of any bank, intermediate
broker, settlement agent, OTC counterparty or other entity with
which it has placed, or to which it has passed, client money; and

as soon as reasonably practical, whether it intends to make good any
shortfall that has arisen or may arise and of the amounts involved.

As explained in CASS 7.6.6G, in complying with its obligations under CASS 7.6.2R (Records
and accounts), SYSC 4.1.1R (General organisational requirements) and SYSC 6.1.1R
(Compliance), a firm should carry out internal reconciliations of records and accounts of
client money the firm holds in client bank accounts and client transaction accounts. This
Annex sets out a method of reconciliation that the FSA believes is appropriate for these
purposes (the standard method of internal client money reconciliation).

1. Each business day, a firm that adopts the normal approach (see CASS 7.4.17G)
should check whether its client money resource, being the aggregate balance on
the firm's client bank accounts, as at the close of business on the previous
business day, was at least equal to the client money requirement, as defined in
paragraph 6 below, as at the close of business on that day.

2. Each business day, a firm that adopts the alternative approach (see CASS 7.4.18R)
should ensure that its client money resource, being the aggregate balance on the
firm's client bank accounts, as at the close of business on that business day is at
least equal to the client money requirement, as defined in paragraph 6 below, as at
the close of business on the previous business day.
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No excess or shortfall should arise when adopting the alternative approach.

If a firm is operating the alternative approach and draws a cheque on its own bank
account, it will be expected to account for those cheques that have not yet cleared
when performing its reconciliations of records and accounts under paragraph 2.
An historic average estimate of uncleared cheques may be used to satisfy this
obligation (see CASS 7.4.19G(3)).

For the purposes of performing its reconciliations of records and accounts under
paragraphs 1 or 2, a firm should use the values contained in its accounting records,
for example its cash book, rather than values contained in statements received
from its banks and other third parties.

Client money requirement
The client money requirement is either:
Q) (subject to paragraph 18) the sum of, for all clients:

@ the individual client balances calculated in accordance with
paragraph 7, excluding:

Q) individual client balances which are negative (that is,
debtors); and

(i) clients' equity balances; and

(b) the total margined transaction requirement calculated in
accordance with paragraph 14; or

2 the sum of:
@) for each client bank account:

Q) the amount which the firm's records show as held on that
account; and

(i) an amount that offsets each negative net amount which the
firm's records show attributed to that account for an
individual client; and

(b) the total margined transaction requirement calculated in
accordance with paragraph 14.

General transactions

The individual client balance for each client should be calculated in accordance
with this table:

Individual client balance calculation
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Free money (no trades) and A

sale proceeds due to the client:

(@) [in respect of principal deals when the client has delivered the B
designated investments; and

(b) [in respect of agency deals, when either:

(i) the sale proceeds have been received by the firmand | C1
the client has delivered the designated investments; or

(i) the firm holds the designated investments for the client;| C2
and

the cost of purchases:

(c) lin respect of principal deals, paid for by the client but the firm | D
has not delivered the designated investments to the client; and

(d) |in respect of agency deal, paid for by the client when either:

(i) the firm has not remitted the money to, or to the order of, | E1
the counterparty; or

(if) the designated investments have been received by the firm | E2
but have not been delivered to the client;

Less

money owed by the client in respect of unpaid purchases by or for F
the client if delivery of those designated investments has been made
to the client; and

Proceeds remitted to the client in respect of sales transactions by or | G
for the client if the client has not delivered the designated
investments.

Individual Client Balance 'X' = (A+B+C1+C2+D+E1+E2)-F-G X

A firm should calculate the individual client balance using the contract value of
any client purchases or sales.

A firm may choose to segregate designated investments instead of the value

identified in paragraph 7 (except E1) if it ensures that the designated investments
are held in such a manner that the firm cannot use them for its own purposes.
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10.

11.

12.

13.

14.

Segregation in the context of paragraph 9 can take many forms, including the
holding of a safe custody investment in a nominee name and the safekeeping of
certificates evidencing title in a fire resistant safe. It is not the intention that all the
custody rules in the MiFID custody chapter should be applied to designated
investments held in the course of settlement.

In determining the client money requirement under paragraph 6, a firm need not
include money held in accordance with CASS 7.2.8R (Delivery versus payment
transaction).

In determining the client money requirement under paragraph 6, a firm:
1) should include dividends received and interest earned and allocated;

2 may deduct outstanding fees, calls, rights and interest charges and other
amounts owed by the client which are due and payable to the firm (see
CASS 7.2.9R);

3 need not include client money in the form of client entitlements which are
not required to be segregated (see CASS 7.4.27G) nor include client
money forwarded to the firm by its appointed representatives, field
representatives and other agents, but not received (see CASS 7.4.24G);

4 should take into account any client money arising from CASS 7.6.13R
(Reconciliation discrepancies); and

5) should include any unallocated client money.
Equity balance

A firm's equity balance, whether with an exchange, intermediate broker or OTC
counterparty, is the amount which the firm would be liable to pay to the exchange,
intermediate broker or OTC counterparty (or vice-versa) in respect of the firm's
margined transactions if each of the open positions of the firm's clients was
liquidated at the closing or settlement prices published by the relevant exchange
or other appropriate pricing source and the firm's account with the exchange,
intermediate broker or OTC counterparty is closed.

Margined transaction requirement

The total margined transaction requirement is:

@ the sum of each of the client's equity balances which are positive;
Less
2 the proportion of any individual negative client equity balance which is

secured by approved collateral; and
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(€)) the net aggregate of the firm's equity balance (negative balances being
deducted from positive balances) on transaction accounts for customers
with exchanges, clearing houses, intermediate brokers and OTC
counterparties.

15. To meet a shortfall that has arisen in respect of the requirement in paragraph
6(1)(b) or 6(2)(b), a firm may utilise its own approved collateral provided it is
held on terms specifying when it is to be realised for the benefit of clients, it is
clearly identifiable from the firm's own property and the relevant terms are
evidenced in writing by the firm. In addition, the proceeds of the sale of that
collateral should be paid into a client bank account.

16. If a firm's total margined transaction requirement is negative, the firm should treat
it as zero for the purposes of calculating its client money requirement.

17. The terms ‘client equity balance' and 'firm's equity balance' in paragraph 13 refer
to cash values and do not include non-cash collateral or other designated
investments held in respect of a margined transaction.

Reduced client money requirement option

18. Q) When, in respect of a client, there is a positive individual client balance
and a negative client equity balance, a firm may offset the credit against
the debit and hence have a reduced individual client balance in paragraph
7 for that client.

2 When, in respect of a client, there is a negative individual client balance
and a positive client equity balance, a firm may offset the credit against
the debit and hence have a reduced client equity balance in paragraph 14
for that client.

19. The effect of paragraph 18 is to allow a firm to offset, on a client by client basis, a
negative amount with a positive amount arising out of the calculations in
paragraphs 7 and 14, and, by so doing, reduce the amount the firm is required to
segregate.

After CASS 7, insert the following provisions. This material is all new and it is not
underlined.

Mandates
Application

8.1.1 R This chapter applies to a firm (including in its capacity as trustee under CASS
5.4) in respect of any written authority from a client under which the firm may
control a client's assets or liabilities in the course of, or in connection with, the
firm's:
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8.1.2

8.1.3

8.14

8.1.5

1) designated investment business (including MiFID business); and

2 insurance mediation activity, except where it relates to a reinsurance
contract.

Mandates or similar authorities for the purpose of this chapter include a firm's
authority over a client's safe custody account, for example for stock lending
purposes, a firm's authority over a client’s bank or building society account
including direct debits in favour of the firm, and a firm holding a client's credit
card details.

Firms are reminded that the mandate rules do not apply to an incoming EEA
firm, other than an insurer, with respect to its passported activities. The
application of the mandate rules is also dependent on the location from which
the activity is undertaken (see CASS 1.4.3G).

Purpose

The mandate rules apply to those firms that control, rather than hold, clients’
assets or are able to create liabilities in the name of a client. These rules seek
to ensure that firms establish and maintain records and internal controls to
prevent the misuse of the authority granted by the client.

General

A firm that holds authorities of the sort referred to in this chapter, must
establish and maintain adequate records and internal controls in respect of its
use of the mandates, which must include:

1) an up-to-date list of the authorities and any conditions placed by the
client or the firm's management on the use of them;

2 a record of all transactions entered into using the authority and internal
controls to ensure that they are within the scope of authority of the
person and the firm entering into the transaction;

3) the details of the procedures and authorities for the giving and
receiving of instructions under the authority; and

4) where the firm holds a passbook or similar documents belonging to the
client, internal controls, for the safeguarding (including against loss,
unauthorised destruction, theft, fraud or misuse) of any passbook or
similar document belonging to the client held by the firm.
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Schedule 1

Record keeping requirements

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

the relevant record keeping requirements.

It is not a complete statement of those requirements and should not be relied on as if it were.

CASS Sch 1.3
Handbook Subject of Contents of When record Retention
reference record record must be made period
records-and of-firm's currentfull
in respect of the  transactions
mandates (see | Important chient
CASS4.55R documents-held
b-te(4)) by-the-firm
adeguate
internal-controls
for-mandates
CASS 6.1.17R | Record of Record of Date of the 5 years (from
election to election to election the date the
comply with comply with the firm ceases to
the MiFID MiFID custody use the
custody chapter | chapter, election)
including the
date from which
the election is to
be effective
CASS Appropriateness | Grounds upon Date of the 5 years (from
6.3.1R(4) of a MiFID which a MiFID | selection the date the
investment investment firm firm ceases to

firm’s selection

satisfies itself as

to the

use the third
party to hold

63




of a third party | appropriateness financial
of the firm’s instruments
selection of a belonging to
third party to clients)
hold financial
instruments
belonging to
clients
CASS 6.4.3R Details of Details of the Maintain up- | 5 years (from
clients and client on whose | to-date the date the
financial instructions the | records record was
instruments use of the made)
used for the financial
firm's own instruments has
account or the been effected
account of and the number
another client of | of financial
the firm instruments
used belonging
to each client
CASS 6.5.1R Financial All that is Maintain up- | 5 years (from
instruments necessary to to-date the date the
held for each enable the firm | records record was
client and the to distinguish made)
firm’s own financial
financial instruments
instruments held for one
client from
financial
instruments
held for any
other client, and
from the firm’s
own financial
instruments
CASS 6.5.2R Financial Accurate Maintain up- | 5 years (from
instruments records to to-date the date the
held for clients | ensure the records record was
correspondence made)
between the
financial
instruments

held for each
client and the
financial
instruments
held by the firm
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and third parties

CASS Record of Record of Date of the 5 years (from
7.1.3R(2) election to election to election the date the
comply with the | comply with the firm ceases to
MiFID client MiFID client use the
money chapter | money chapter, election
including the
date from which
the election is to
be effective
CASS 7.4.10R | Appropriateness | Grounds upon Date of the 5 years (from
of a MiFID which a MiFID | selection the firm
investment investment firm ceases to use
firm’s selection | satisfies itself as the third
of a third party | to the party to hold
appropriateness client mone
of the firm’s
selection of a
third party to
hold client
money
CASS 7.6.1R Client money All that is Maintain up- | 5 years (from
held for each necessary to to-date the date the
client and the enable the firm | records record was
firm’s own to distinguish made)
money client money
held for one
client from
client money
held for any
other client, and
from the firm’s
own money
CASS 7.6.2R Client money Accurate Maintain up- | 5 years (from
held for each records to to-date the date the
client ensure the records record was
correspondence made)

between the
records and
accounts of the
entitlement of
each client for
whom the firm
holds client
money with the
records and
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accounts of the
client money the
firm holds in
client bank
accounts and
client
transaction
accounts

CASS 7.6.7R

Internal

reconciliation of

Explanation of

Date the firm

5 years (from

method of

client money
balances

internal
reconciliation of
client money
balances used
by the firm, and
if different from
the standard
method of
internal client

money
reconciliation

an explanation
as to how the
method used
affords

equivalent
degree of

protection to
clients, and how

it enables the
firm to comply
with the client
money (MiFID
business)

distribution
rules

starts using

the date the

the method

firm ceases to

use the

method)

CASS
7.9.21R(3)

Client money

Each client's

shortfall

entitlement to

Maintain up

Until client is

to date

client money
shortfall at the

failed bank

records

repaid

CASS
7.9.23R(3)

Client money

Each client's

shortfall

entitlement to

Maintain up

Until client is

to date

client money
shortfall at the

failed bank

records

repaid
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CASS
7.9.24R(3)

Client money

Each client's

shortfall

entitlement to

Maintain up

Until client is

to date

client money
shortfall at the

failed bank

records

repaid

CASS
7.9.30R(3)

Client money

Each client's

shortfall

entitlement to

Maintain up

Until client is

to date

client money
shortfall at the

failed
intermediate
broker,
settlement agent
or OTC

counterparty

records

repaid

CASS 8.1.5R

Adequate

records and
internal controls

Up to date list

Maintain

of firm's
authorities and

current full
details

in respect of the

any conditions

firm's use of
mandates (see

regarding the
use of

CASS 8.1.5R

authorities, all

(1) to (4))

transactions
entered into,
details of
procedures and
authorities for
giving and
receiving of
instructions
under
authorities, and
important client
documents held

by the firm

Not specified

Schedule 2

Notification requirements
CASSSch21G

Handbook
reference

Matter to be notified

Contents of
notification

Trigger event

Time allowed
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CASS Non-compliance or The fact that the | Non- Without
6.5.13R(1) | inability, in any firm has not compliance or | delay

material respect, to complied or is inability, in

comply with the unable, in any any material

requirements in material respect, to

CASS 6.5.1R respect, to comply with

(Records and comply with the | the

accounts), CASS requirements requirements

6.5.2R (Records and | and the reasons

accounts, including | for that

internal

reconciliations) or

CASS 6.5.6R

(Reconciliations

with external

records)
CASS Non-compliance or The fact that the | Non- Without
6.5.13R(2) | inability, in any firm has not compliance or | delay

material respect, to complied or is inability, in

comply with the unable, in any any material

requirements in material respect, to

CASS 6.5.10R respect, to comply with

(Reconciliation comply with the | the

discrepancies) requirements requirements

and the reasons
for that

CASS Non-compliance or The fact that the | Non- Without
7.6.16R(1) | inability, in any firm has not compliance or | delay

material respect, to complied or is inability, in

comply with the unable, in any any material

requirements in material respect, to

CASS 7.6.1R respect, to comply with

(Records and comply with the | the

accounts), CASS requirements requirements

7.6.2R (Records and | and the reasons

accounts, including | for that

internal

reconciliations) or

CASS 7.6.9R

(Reconciliations

with external

records)
CASS Non-compliance or The fact that the | Non- Without
7.6.16R(2) | inability, in any firm has not compliance or | delay

material respect, to complied or is inability, in

comply with the unable, in any any material

requirements in material respect, to
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CASS 7.6.13R to
CASS 7.6.15R
(Reconciliation

discrepancies)

respect, to
comply with the

requirements
and the reasons

for that

comply with
the

requirements

CASS Failure of a third Full details Firm becomes | As soon as
7.9.32R(1) | party with which aware of the the firm
money is held —i.e.: failure of the | becomes
bank, intermediate entity aware
broker, settlement
agent or OTC
counterparty or other
entity with which it
has placed or to
which it has passed
client money
CASS Failure of a third Intentions Failure of AS soon as
7.9.32R(2) | party with which regarding third party reasonably
money is held —i.e.: | making good with which practical
bank, intermediate any shortfall client money
broker, settlement that has arisen is held

agent or OTC or may arise,
counterparty or other | and of the
entity with which it | amounts

has placed or to involved

which it has passed
client money
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Annex B
Amendments to the Senior Management Arrangements, Systems and Controls (SYSC)

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

1.1.8 G  Anexample of the type of rule referred to in SYSC 1.1.7R with a
different territorial scope is the custody rules in the non-directive custody
chapter +CASS2{(Custody). GASS-2 These rules applyies, for certain
UK firms, to activities carried on from branches in other EEA States as
well as UK establishments (CASS 1.3.3R (General application where?)).
Therefore SYSC 2 and SYSC 3 apply to the custody activities described in
CASS-2 the non-directive custody chapter carried on from such a branch
by such a UK firm. The UK firm must, for example, take reasonable care
to establish systems and controls under SYSC 3.1.1R as are appropriate to
those activities carried on from its EEA branches as well as from its UK
establishments.
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Annex C

Amendments to the Supervision manual (SUP)

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

3.1.2

Applicable sections (see SUP 3.1.1 R)

(1) Category of firm

(2) Section
applicable to firm

(3) Section
applicable to its
auditor

(1)

(2) Authorised professional
firm not within (1) to
which either or both-of
CASS-2-{ChHentassets)
and-CASS4-(Client
meney-ahd-mandates:

losi i
business) the non-
directive custody chapter,
non-directive client
money chapter, MiFID
custody chapter or MiFID
client money chapter
applyies; unless the firm
is regulated by The Law
Society (England and
Wales), The Law Society
of Scotland or The Law
Society of Northern
Ireland (Note 2)

SUP 3.1 -SUP 3.7

SUP 3.1, SUP 3.2,
SUP 3.8, SUP 3.10

(7) Investment management
firm, personal investment
firm (other than a small
personal investment firm)
or securities and futures
firm (Nete-3) which, in
each case, has an auditor
appointed as a result of a
statutory provision other
than the Act (Notes 3 and

SUP 3.1 -SUP 3.7

SUP 3.1, SUP 3.2,
SUP 3.8 - SUP
3.10
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3A)

(7A)

Investment management
firm, personal investment
firm (other than a small
personal investment firm),
or securities and futures
firm not within (7) to
which either or both-of
CASS2{Clientassets)
and CASS 4 (Client
moeney-and-mandates:

losi i
business) the non-
directive custody chapter,
non-directive client
money chapter, MiFID
custody chapter or MiFID
client money chapter

applyies

SUP 3.1 -SUP 3.7

SUP 3.1, SUP 3.2,
SUP 3.8, SUP 3.10

(7D)

Sole trader or partnership

SUP 3.1 -SUP 3.7

SUP 3.1, SUP 3.2,

that is a MiFID
investment firm (Note 3B)

SUP 3.8, SUP 3.10

(10)

Insurance intermediary
(other than an exempt
insurance intermediary)
to which the insurance
client money chapter

CASS 5 (Client money

and-mandates) (except for
CASS 5.2 (Holding

money as agent)) applies
(see Note 4)

SUP 3.1 -SUP 3.7

SUP 3.1, SUP 3.2,
SUP 3.8, SUP 3.10

Note 1 = ...

Note 2 = In row (2):

(@)

CASS2{Clientassets) The non-directive custody chapter is treated

as applying only if (i) the firm safeguardings and administerings
investments in connection with managing investments (other than
when acting as trustee), or (ii) it safeguardings and administersiag
investments in relation to bonded investments (and, in either case, it
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3.13

3.18

has not opted to conduct all business that would fall within the non-
directive custody chapter under the MiFID custody chapter).

(b) :
business) The non-directive client money chapter is treated as
applying only if the firm receives or holds client money other than
under an arrangement where commission is rebated to the client (and
assuming that it has not opted to conduct all business that would fall
within the non-directive client money chapter under the MiFID client
money chapter);

but, if the custody rules or the client money rules above CASS2-0+CASS4 is
are treated as applying then SUP 3.10 (Duties of auditors: notification and
report on client assets) applies to the whole of the business within the scope
of the custody rules or the client money rules above CASS2-6r-CASS4.

Note 3= ...

Note 3A = If the firm has elected to comply with the MiFID custody chapter
or the MiFID client money chapter also in respect of its non-MiFID business
then SUP 3.10 will apply to the whole of the business within the scope of the
MIFID custody chapter or the MiFID client money chapter.

Note 3B = A sole trader or a partnership that is a MiFID investment firm
must have its annual accounts audited.

Incoming firms

This chapter dees-rot-apply applies to an incoming EEA firm (and the
auditor of such a firm) only if it has a witheut-a top-up permission eran

auditor-of sucha-firm.

This chapter applies to an authorised professional firm as set out in rows (1)
to (3) of SUP 3.1.2R:

(1) a firm in row (1) is treated in the same way as its equivalent in row

(7);

(2) large parts of this chapter apply to a firm in row (2) and its auditor;
the report on client assets under SUP 3.10 (Duties of auditors:
notification and report on client assets) must cover compliance for
the whole of the business within the scope of whichever of CASS-2
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3.10.2

3.10.5

3.10.7

R

R

R

anre-CASS4 the custody rules and the client money rules is-are
treated as applying; but there is no requirement for the auditor to
prepare a report to the FSA on the firm's firm's financial statements;

(3) this chapter has limited application to a firm in row (3) and its
auditor.

An auditor of an authorised professional firm need not report under this
section in relation to that firm's compliance with the client money rules in
the non-directive client money chapter {CASS4), if that firm firm is
regulated by:

1) the Law Society (England and Wales);
(2 the Law Society of Scotland;

3 the Law Society of Northern Ireland.

Client assets report

Whether in the auditor's opinion

Q) the firm has maintained systems adequate to enable it to comply
with the rales-in custody rules, the collateral rules and the client
money rules (except CASS 5.2) CASS-2to-CASS4-and-CASS- 5116
CASS-5:8{exeept CASS-5:2) throughout the period since the last

date as at which a report was made;

(2) the firm was in compliance with the reles-in custody rules, the
collateral rules and the client money rules (except CASS 5.2) GASS

210 CASS 4-and CASS 5.1 to CASS 5.8 {except CASS 5.2) at the

date as at which the report has been made;

(3)

4) if there has been a secondary pooling event during the period, the
firm has complied with the rules in CASS 4.4, and CASS 5.6 and
CASS 7.9 (Client money distribution) in relation to that pooling
event.

Client assets report: timing of submission

An auditor must deliver a report under SUP 3.10.4R to the FSA se-asto-be
received within a reasonable time from the feur-menths-ofthe end of each
period covered, unless it is the auditor of a firm falling within category (10)
of SUP 3.1.2R.
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3.10.7A G
3.10.8 R
6.4.22 G
SUP 6
SUP 6
Annex
4.2
1.
2.

[Note: article 20 of the MiFID implementing Directive]

A period of four months, in ordinary circumstances, would be considered by
the FSA as a reasonable time for the auditor to deliver the client assets report
to the FSA.

If an auditor is unable to report to the FSA within the-timetable-set-eut-in
SUPR-3-10-7R a reasonable time, the auditor must notify the FSA and advise
the FSA of the reasons why it has been unable to meet the requirements of
SUP 3.10.7R.

In deciding whether to cancel a firm's part IV permission, the FSA will take
into account all relevant factors in relation to business carried on under that
permission, including whether:

(1) there are unresolved, unsatisfied or undischarged complaints against
the firm from any of its customers;

(2) the firm has complied with CASS 4.3.99R, and CASS 5.5.80R and
CASS 7.2.15R (Client money: discharge of fiduciary duty) and CASS
4.3.104R and CASS 7.2.19R (Client money: allocated but unclaimed
client money) if it has ceased to hold client money; these rules apply
to both repayment and transfer to a third party;

(3) the firm has ceased to hold or control custody assets in accordance
with instructions received from clients (including instructions set out
in an agreement entered into in accordance with CASS 2.3.2R_and
COBS 7.1.7R (Information concerning safeguarding of designated
investments belonging to clients and client money);

(4)

Annex 4G

Additional guidance for a firm winding down (running off) its business

A firm must comply with CASS 4.3.99R, and CASS 5.5.80R and CASS
7.2.15R (Client money: discharge of fiduciary duty) and CASS 4.3.104R
and CASS 7.2.19R (Shient-money—a-Allocated but unclaimed client money)
if it is ceasing to hold client money. A firm must also cease to hold or
control custody assets in accordance with instructions received from clients
(including instructions set out in an agreement entered into in accordance
with CASS 2.3.2R_and COBS 7.1.7R (Information concerning safeguarding
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of designated investments belonging to clients and client money). These

rules apply to both repayment and transfer to a third party.

Schedule 2 Notification requirements
SUP Sch Handbook | Matter to Contents of Trigger Time
2.2 reference | be notified notification event allowed
SUP 3.10 Auditor: Either: Report Four
client 1) period must | menths A
assets end no more | reasonable
than 53 time
weeks after
previous
report.
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Annex D

Amendments to the Interim Prudential sourcebook for Investment Businesses
(IPRU(INV))

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

Chapter 5: Interim Prudential Requirements for Former IMRO Firms

5.3.1(5) G  The requirement to maintain adequate records of movements and
holdings of client money and any interest paid on client money balances,
are set out in CASS 4.1 to 4.3 (with respect of designated investment
business that is not MiFID business) and in CASS 7.1 to 7.8 (with
respect of MiFID business).
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FSA 2007/5

SUPERVISION MANUAL (RETAIL MEDIATION ACTIVITIES RETURN)

INSTRUMENT 2007

Powers exercised

A.

The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act™):

1) section 138 (General rule-making power);
(2 section 156 (General supplementary powers); and
3) section 157(1) (Guidance).

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

Commencement

C.

This instrument comes into force on 29 January 2007.

Amendments to the Supervision Manual

D.

The commencement of the Supervision Manual (Retail Mediation Activities Return)
Instrument 2006 (FSA 2006/14) was suspended by the Supervision Manual (Retail
Mediation Activities Return) (Suspension) Instrument 2006 (FSA 2006/30), pending a
further instrument from the Financial Services Authority. This instrument rescinds
the suspension, and provides that FSA 2006/14 will come into force on the
commencement date given above.

Citation

E.

This instrument may be cited as the Supervision Manual (Retail Mediation Activities
Return) Instrument 2007.

By order of the Board
25 January 2007
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FSA 2007/6

APPROVED PERSONS REGIME (SIMPLIFICATION AND MIFID) INSTRUMENT

2007

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets
Act 2000 (“the Act”):

1) section 59 (Approval of particular arrangements);
(2 section 64 (Conduct: statements and codes);
3) section 138 (General rule-making power);
4) section 149 (Evidential provisions);
4) section 156 (General supplementary powers); and
(6) section 157(1) (Guidance).
B. The rule-making powers listed above are specified for the purpose of section

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

Commencement
C. This instrument comes into force as follows:
1) the provisions relating to the deletion of the sole trader function in MIPRU

)

2.2.3G(3), SUP 10.4.5R, SUP 10.6.1AG and SUP 10.6.30R to SUP 10.6.32G,
SUP 12.2.14G(2) and SUPTP 8D in Annex G and the deletion of sole trader
function from the Glossary in Annex A come into force on 1 February 2007;

the remainder of the instrument comes into force on 1 November 2007.

Amendments to the Handbook

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

() )
Glossary Annex A
Senior Management Arrangements, Systems and Controls Annex B
sourcebook (SYSC)
Statements of Principle and Code of Conduct for Approved Persons | Annex C
(APER)
The Fit and Proper test for Approved Persons sourcebook (FIT) Annex D
Prudential sourcebook for Insurers (INSPRU) Annex E
Prudential sourcebook for Mortgage and Home Finance Firms, and | Annex F
Insurance Intermediaries (MIPRU)
Supervision manual (SUP) Annex G
Credit Unions sourcebook (CRED) Annex H




Citation

E. This instrument may be cited as the Approved Persons Regime (Simplification and
MIiFID) Instrument 2007.

By order of the Board
25 January 2007



Annex A

Amendments to the Glossary

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

finahce
function

governing
function

. | audi
function

Lloyd’s
actuary
function

Fisk
assessment
function

significant
influence
function

e functi in the table of led-functionsdescribed

any of the controlled functions 1 to #6 in the table of controlled functions.
e functi i the table of led-functionsdescribed

controlled function CF12B in the table of controlled functions, described
more fully in SUP 10.7.22R.

any of the controlled functions 1 to 20 12B, and 28 and 29 in the table of
controlled functions.




significant
management
function

sole-trader
function

systems and
controls
function

any-of-the controlled functions-16-te-20 CF29 in the table of controlled
functions, described more fully in SUP 10.9.10R.

any-of controlled functions-+3-te-15- CF28 in the table of controlled
functions, described more fully in SUP 10.8.1R.




Annex B

Amendments to the Senior Management Arrangements, Systems and Controls

sourcebook (SYSC)

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

3.2.10

3.2.15

3.2.16

G

G

G

1)
(3)

The term 'risk assessment function' refers to the generally understood
concept of risk assessment within a firm, that is, the function of
setting and controlling risk exposure. The risk assessment function is
not a controlled function itself, but is part of the systems and controls
function (CF28).

Depending on the nature, scale and complexity of its business, it may be
appropriate for a firm to form an audit committee. An audit committee
could typically examine management's process for ensuring the
appropriateness and effectiveness of systems and controls, examine the
arrangements made by management to ensure compliance with requirements
and standards under the regulatory system, oversee the functioning of the
internal audit function (if applicable — see SYSC 3.2.16G) and provide an
interface between management and the external auditors ...

1

Depending on the nature, scale and complexity of its business, it may
be appropriate for a firm to delegate much of the task of monitoring
the appropriateness and effectiveness of its systems and controls to an
internal-audit-funetion internal audit function. An irternal-audit
funetion internal audit function should have clear responsibilities and
reporting lines to an audit committee or appropriate senior manager,
be adequately resourced and staffed by competent individuals, be
independent of the day-to-day activities of the firm and have
appropriate access to a firm's records.

The term 'internal audit function' refers to the generally understood
concept of internal audit within a firm, that is, the function of
assessing adherence to and the effectiveness of internal systems and
controls, procedures and policies. The internal audit function is not a
controlled function itself, but is part of the systems and controls
function (CF28).




6.2.2

7.1.8

14.1.33

14.1.39

14.1.40

14.1.41

The term 'internal audit function' in SYSC 6.2.1R (and SYSC 4.1.11G)
refers to the generally understood concept of internal audit within a common
platform firm, that is, the function of assessing adherence to and the
effectiveness of internal systems and controls, procedures and policies. The
internal audit function is not a controlled function itself, but is part of the
systems and controls function (CF28).

1)

(2) The term 'risk management function' in SYSC 7.1.6R and
SYSC7.1.7R refers to the generally understood concept of risk
assessment within a common platform firm, that is, the function of
setting and controlling risk exposure. The risk management function
is not a controlled function itself, but is part of the systems and
controls function (CF28).

Where a firm outsources a controlled function, such as irterral-audit
internal audit it should ...

(1) Inaccordance with SYSC 3.2.10G a firm should consider whether it
needs to set up a separate risk-assessment-function risk assessment
function (or functions) that is responsible for assessing the risks that
the firm faces and advising its governing body and senior managers
on them.

(2) The term 'risk assessment function' refers to the generally understood
concept of risk assessment within a firm, that is, the function of
setting and controlling risk exposure. The risk assessment function is
not a controlled function itself, but is part of the systems and controls
function (CF28).

Where a firm does decide that it needs a separate risk-assessmentfunction
risk assessment function, the employees or contractors that carry out this
function should not normally be involved in risk taking activities such as
business line management (see SYSC 14.1.30G to SYSC 14.1.33G on the
segregation of duties).

A summary of the results of the analysis undertaken by a firm's risk
assessment-funetion risk assessment function in accordance with SYSC
14.4.39G (including, where necessary, an explanation of any assumptions
that were adopted) should normally be reported to relevant senior managers
as well as to the firm's governing body.




14.1.43

14.1.44

14.1.45

14.1.48

G

G

G

G

(1) Inaccordance with SYSC 3.2.15G and SYSC 3.2.16G, a firm should
consider whether it needs to set up a dedicated internal-auditfunction
internal audit function.

(2) The term ‘internal audit function' refers to the generally understood
concept of internal audit within a firm, that is, the function of
assessing adherence to and the effectiveness of internal systems and
controls, procedures and policies. The internal audit function is not a
controlled function itself, but is part of the systems and controls
function (CF28).

Where a firm decides to set up an internal-audit-funetion internal audit
function, this function should provide independent assurance to its
governing body, audit committee or an appropriate senior manager of the
integrity and effectiveness of its systems and controls.

In forming its judgements, the person performing the nternal-audit
funetion internal audit function should test the practical operation of a firm’s
systems and controls as well as its accounting and risk policies. This should
include examining the adequacy of supporting records.

A firm should consider what information needs to be made available to its
governing body and senior managers. Some possible examples include:

1)

(3) reports from a firm's internal-audit-and-risk-assessment-functions
internal audit and risk assessment functions (see SYSC 14.1.43G and
SYSC 14.1.39G), if applicable, including exception reports, where risk
limits and policies have been breached or systems circumvented;

(4)



Annex C

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

(APER)

In this Annex, underlining indicates new text and striking through indicates deleted text.
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1.2.1
1.2.4

2.1

211

2.1.1A

Application
Who?
G  APER applies to approved persons.

G  The Statements of Principle apply only to the extent that a person is
performing a controlled function for which approval has been sought and

granted.

(@)

Section 64(11) of the Act states that the power to issue Statements of
Principle and codes of practice includes power to make different provisions
in relation to persons, cases or circumstances of different descriptions.
Statements of Principle 1, 2, 3 and 4 apply to all approved persons, and
Statements of Principle 5, 6 and 7 apply to those approved to perform
significant influence functions.

(@)

The relevance of MiFID to the Statements of Principle will depend on the
extent to which the corresponding requirement imposed on firms under
MIFID is reserved to a Home State requlator or has been disapplied under
MiFID (see APER 2.1.1AP and FIT 1.2.4AG. See also COBS Appl Part 3,
1.1R (EEA territorial scope rule: compatibility with European law)).

Where?

G  The territorial scope of the approved persons regime and its application to
incoming EEA firms is set out in SUP 10.1 (see SUP 10.1.13R and

10.1.14R.).
Purpose
G  [deleted]

The Statements of Principle

G

P An approved person will not be subject to a Statement of Principle to the
extent that it would be contrary to the UK's obligations under a Single




Market Directive.




Annex D
Amendments to The Fit and Proper test for Approved Persons sourcebook (FIT)

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

12 Introduction

1.2.4A G  Under Article 5(1)(d) of the MiFID Implementing Directive and Article 31
and 32 of MiFID, the requirement to employ personnel with the knowledge,
skills and expertise necessary for the discharge of the responsibilities
allocated to them is reserved to the firm's Home State. Therefore, in
assessing the fitness and propriety of a person to perform a controlled
function solely in relation to the MiFID business of an incoming EEA firm,
the FSA will not have regard to that person's competence and capability.

10



Annex E

Amendments to the Prudential sourcebook for Insurers (INSPRU)

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

4.1.60

G

In addition to the regular review and evaluation described in INSPRU
4.1.59G, a firm's internal audit function_(see SYSC 3.2.16G or, as the case
may be, SYSC 6.2.1R) should periodically review the liquidity risk
management process in order to identify any weaknesses or problems. Any
weaknesses should be addressed by management in a timely and effective
manner.

11



Annex F

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.

2.2.2 R The firm may allocate the responsibility for its insurance mediation activity
under MIPRU 2.2.1R to an approved person (or persons) performing:

(1) agoverning function (other than the non-executive director function);
or

(2) the apportionment and oversight function; or

(3) the significant management {ether-business-eperations) function in so

far as it relates to dealing in investments as principal, disregarding
article 15 of the Regulated Activities Order (Absence of holding out
etc)(or agreeing to do so) or an activity which is not designated
investment business.

2.2.3 G

(3) Inthe case of a sole trader, the sole trader will be responsible for the
firm's insurance mediation activity~whether-er-not-he-is-himselfa

person approved to perform the sole trader function.

12



Annex G
Amended text to be inserted in the Supervision manual (SUP)
In this annex, underlining indicates new text and striking through indicates deleted text.

Where an entire section of the text is being deleted, the place where the change will be made
is indicated and the text is not struck through.

46.1 G  The Society must:

1) appoint an actuary to perform the Lloyd's actuary funetion function;

4.6.8 R An actuary who has been appointed to perform the Lloyd's actuary function
function must:

10.1.3 G  The rules in this chapter specify the descriptions of controlled functions

funetions under section 59 of the Act (Approval for particular arrangements).
The off f 1l les._and-4 . : "

10.1.5 G  [deleted]

10.1.7 R Only the following controlled functions apply to an overseas firm which
maintains an establishment in the United Kingdom from which regulated
activities are carried on:

1)
(3) the significant management {designated-investment-business)-function;

in so far as the function relates to:

(@) designated investment business other than dealing in investments
as principal, disregarding article 15 of the Requlated Activities
Order; or

(b) processing confirmations, payments, settlements, insurance
claims, client money and similar matters in so far as this relates

13



10.1.8

10.1.13

10.1.13A

10.1.13B

10.1.14

G

R

to designated investment business; and

(4) [deleted]

(5) The customer functions.

[deleted]

Incoming EEA firms, incoming Treaty firms and UCITS qualifiers

Only the following controlled functions apply to an incoming EEA firm with
respect to its passported activities carried on from a branch in the United
Kingdom:

(1) the EEA investment business oversight function;

(2) the compliance oversight function;

(3) the money laundering reporting function;

(4) the significant management {designated-rvestment-business) function

in so far as the function relates to:

(a) designated investment business other than dealing in investments
as principal, disregarding article 15 of the Requlated Activities
Order: or

(b)  processing confirmations, payments, settlements, insurance
claims, client money and similar matters in so far as this relates
to designated investment business; and

(5) [deleted]

(6) the customer functions other than the adviser on syndicate
participation at Lloyd's function.

If the only requlated activities carried on by an incoming EEA firm in the
United Kingdom are MiFID business, only SUP 10.1.13R(3), (4) and (6)
apply to that firm.

If an incoming EEA firm carries on designated investment business which
consists of both MiFID business and other regulated activities, SUP
10.1.13R(1) and (2) will apply to that firm, but only in relation to that part of
the business that is not MiFID business.

Incoming EEA firms etc with top-up permission activities from a UK branch

In relation to the activities of a firm for which it has a top-up permission,
only the following controlled functions apply:

14



10.1.15

10.1.16

10.1.17

10.1.18
10.1.19
10.1.20

10.1.21

G

R

J o O X

(1) the required functions, other than the apportionment and oversight
function;

(2) the significant management {designated-trvestment-business) function;

in so far as it relates to:

(a) designated investment business other than dealing in investments
as principal, disregarding article 15 of the Requlated Activities
Order: or

(b) processing confirmations, payments, settlements, insurance
claims, client money and similar matters in so far as this relates to
designated investment business; and

(3) [deleted]

(4) the customer functions.

deleted
Appointed representatives

The descriptions of the following controlled functions funetiens apply to an
appointed representative of a firm, except an introducer appointed
representative, as they apply to a firm:

@ the governing functions, subject to SUP 10.1.16A R; and

2 the customer functions other than the investment management
function.

[deleted]

Members of a profession

[deleted]
[deleted]

The descriptions of significant influence functions, other than the required
functions, and if the firm is a MiFID investment firm, the governing
functions, do not extend to activities carried on by a firm whose principal
purpose is to carry on activities other than regulated activities and which is:

Committees of the Society of Lloyd's

15



10.1.24

10.1.25

10.2

10.2.1

10.2.2
10.2.3

10.2.4

10.4
104.1

10.4.2

10.4.4

10.4.5

G
G

[deleted]
[deleted]

Purpose

G

G
G
G

The immediate purpose of SUP 10.3 to SUP 10.10 is to specify, under
section 59 of the Act, descriptions of the-2# 22 controlled functions which
are listed in SUP 10.4.5 R. The underlying purpose is to establish, and mark

function-
[deleted]
[deleted]
[deleted]

Specification of functions

R

G

G

R

the boundaries of, the "approved persons regime".

[deleted]
[deleted]
Controlled functions
Type CF iDescription of controlled function
Governing functions* 1  |Director function
2 Non-executive director function
3 Chief executive function
4 Partner function
5 Director of unincorporated association
function
6 Small friendly society function

16




v Sele-trader-function [deleted]
Required functions* 8 Apportionment and oversight function
0 EEA investment business oversight
ffunction
10 |Compliance oversight function
11 |Money laundering reporting function
12 JActuarial function
12A |With-profits actuary function
12B |Lloyd's actuary function
Systems and controls 13 i ton-Systems and
ffunctions® 28
controls function
14 Riskassessment-function-[deleted)
15  Hnternalauditfunction-[deleted]
Significant management 16  [Significant management {designhated
[functions™ 29  |linvestmentbusiness) function
17 i ot
business-operations)-function-[deleted]
T8 T ;
underwriting)-function-[deleted]
treseurees)-function-[deleted]
>0 T et ;
Hunetion-[deleted]
Customer functions 21 |Investment adviser function
22 |Investment adviser (trainee) function
23 |Corporate finance adviser function
24  |Pension transfer specialist function

17




25 dviser on syndicate participation at
Lloyd's function

26  |Customer trading function

27 |Investment management function

*significant influence functions

10.5 Significant influence functions

10.5.1 G The significant influence functions, which are specified in SUP 10.4.1R,
comprise the governing functions (see SUP 10.6), the required functions
(see SUP 10.7), the systems and controls functions (see SUP 10.8) and the
significant management functions (see SUP 10.9). SUP 10.5 applies to each
of the significant influence functions.

10.5.4 G  Whether a funetion controlled function is likely to result in the person

responsible for its performance exercising significant influence on the
conduct of the firm's affairs is a question of fact in each case. The FSA has
identified the significant influence functions as satisfying this condition.

10.6 Governing functions

Introduction

10.6.1A G  Asole trader does not fall within the description of the governing functions.

What the governing functions include

10.6.2 R Each of the governing functions (other than the non-executive director

18



10.6.3

10.6.3A

10.6.3B

10.6.5
10.6.6

10.6.9
10.6.10

10.6.12

G

function) includes where apportioned under SYSC 2.1.1R:
1) the systems and controls functions; and
2 the significant management functions.

The effect of SUP 10.6.2R is that a person who is approved to perform a
governing function (other than the non-executive function) will not have to
be specifically approved to perform any-of the systems and controls

functlons or the 5|gn|f|cant management functlons Hewever—a—ﬁ#m—may

fHHGHGHS—EGJ&G—G*pl%l-H%&dd@d—fGFSHGh—p@FS@HS—#—H—MH%h&S— A person who

is approved to perform a governing function will have to be additionally
approved before he can perform any of the required functions or customer
functions.

PRU-9-1-3R MIPRU 2.2.1R provides that an insurance intermediary, other
than a sole trader, must allocate to a director or senior manager the
responsibility for the firm's insurance mediation activity. PRU-9-1-4R{1)
MIPRU 2.2.2R (1) provides that the firm may allocate this responsibility to
one or more of the persons performing a governing function (other than the
non-executive director function).

Where a person (including a person performing a governing function) is
responsible for the firm's insurance mediation activity, the words
"(insurance mediation)" will be inserted after the relevant controlled
function (see PRU-9-17G MIPRU 2.2.5G).

Director function (CF1)

[deleted]
[deleted]

Non-executive director function (CF2)

[deleted]
[deleted]

Chief executive function (CF3)

[deleted]

19



10.6.14

10.6.18

10.6.22

10.6.25

10.6.27

10.6.30
10.6.31

10.6.32

G

For a branch in the United Kingdom of an overseas firm, the FSA would not
normally expect the overseas chief executive of the firm as a whole to be
approved for this function where there is a senior manager under him with
specific responsibility for those activities of the branch which are subject to
the UK regulatory system. In some circumstances, the person within the firm
responsible for UK operations may, if the function is likely to enable him to
exercise significant influence over the branch, also perform the chief

executive function (see SUP 10.7.4G). Fhe-senior-managermay-be-called-a
ging-Director-Uk Head-Branch-Manager-UK-Country

v viv ray = 3

Partner function (CF4)

[deleted]

[deleted]

Director of unincorporated association function (CF5)

[deleted]
Small friendly society function (CF6)

[deleted]

Sole-traderfunction{(CFH
[deleted]
[deleted]
[deleted]

20



10.7

10.7.2

10.7.4

10.7.4A

10.7.4B

10.7.5

10.7.8

10.7.9
10.7.10
10.7.11

10.7.12

Required functions

G

Apportionment and oversight function (CF8)

[deleted]

Generally, in relation to a UK establishment of an overseas firm or a firm
which is part of an overseas group, where an overseas manager's
responsibilities in relation to the United Kingdom are strategic only, he will
not need to be an approved person. However, where, in accordance with
SYSC 3 or SYSC 4 to SYSC10, he is responsible for implementing that
strategy in the United Kingdom, and has not delegated that responsibility to
a senior manager in the United Kingdom, he is likely to be performing a
controlled function, such as, for example, the chief executive function. This
is subject to SUP 10.1.13AR, which applies where the firm is a MiFID
investment firm and the only regulated activities carried out by it in the
United Kingdom are MiFID business.

PRU-9-1-3R MIPRU 2.2.1R provides that an insurance intermediary, other
than a sole trader, must allocate to a director or senior manager the
responsibility for the firm's insurance mediation activity. PRU-9-1-4R (2}
MIPRU 2.2.2R (2) provides that the firm may allocate this responsibility to
the person performing the apportionment and oversight function.

Where the person performing the apportionment and oversight function is
also responsible for the firm's insurance mediation activity, the words
"(insurance mediation)" will be inserted after this controlled function (see
PRU-9.1.7G MIPRU 2.2.5G).

[deleted]

Compliance oversight function (CF10)

The compliance oversight function is the function of acting in the capacity
of a director or senior manager who is allocated the function set out in
SYSC 3.2.8 Ror SYSC 6.1.4R (2).

[deleted]
[deleted]
[deleted]
[deleted]

21



10.7.13B

10.7.18
10.7.19
10.7.20

10.7.21

10.7.22

10.7.23

10.8

10.8.1

10.8.2

G

O O O O

G

Money laundering reporting function (CF11)

A firm's obligations in respect of its money laundering reporting officer are
set out in SYSC 3.2.61R and SYSC 6.

Actuarial function (CF 12) and with-profits actuary function (CF12A)

[deleted]
[deleted]
[deleted]
[deleted]

Lloyd's actuary function (CF12B)

The Lloyd's actuary-funetion function is the function of acting in the
capacity of the actuary appointed under SUP 4.6.1R to perform the duties
set out in SUP 4.6.7R.

[deleted]

Systems and control functions

R

G

Finanee Systems and controls function (CF13 28)

relation-to-itsfinancial-affairs—The systems and controls function is the
function of acting in the capacity of an employee of the firm with
responsibility for reporting to the governing body of a firm, or the audit

committee (or its equivalent) in relation to:

(1) its financial affairs;

(2) setting and controlling its risk exposure (see SYSC 3.2.10G and SYSC
7.1.6R);

(3) adherence to internal systems and controls, procedures and policies
(see SYSC 3.2.16G and SYSC 6.2).

[deleted]
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10.8.2A G
10.8.3 R
10.8.4 G
10.8.5 G
10.8.6 R
10.8.7 G
10.8.8 G
10.9

10.9.1

10.9.2

10.9.3

10.9.5

Where an employee performs the systems and controls function the FSA
would expect the firm to ensure that the employee had sufficient expertise
and authority to perform that function effectively. A director or senior
manager would meet this expectation.

E

[deleted]
[deleted]
[deleted]

E

[deleted]
[deleted]
[deleted]

Significant management functions

G

Application

SUP 10.9 applies only to a firm which, under SYSC 2.1.1R, apportions a
significant responsibility, within the description of a the significant
management function, to a senior manager of a significant business unit.

The FSA anticipates that there will be only a few firms needing to seek
approval for an individual to perform a- the significant management
function. In most firms, those approved for the governing functions, required
functions and, where appropriate, the systems and controls functions, are
likely to exercise all the significant influence at senior management level.

However, the scale, nature and complexity of the firm's business may be
such that a firm apportions under SYSC 2.1.1R a significant responsibility to
an individual who is not approved to perform the governing functions,
required functions or, where appropriate, the systems and controls functions.
If so, the firm should consider whether the functions of that individual fall
within a the significant management function. For the purposes of the
description of the significant management function, the following additional
factors about the firm should be considered:

The question may arise whether a manager who is based overseas will be

performing a-coentroHed-funetion{such-as the significant management
{desighated-investment-business) function) and should therefore be an

approved person. This is especially true where the firm operates matrix

23



10.9.7 G
10.9.10 R
10.9.10A G

management. The fact there is a person performing the apportionment and
oversight function, and who has responsibility for activities subject to
regulation by the FSA, may have a bearing on this. It is a factor to take into
account when assessing the likely influence of the overseas manager.

See also SUP 10.7.3G to SUP 10.7.4B 5G in relation to matrix management.

Significant management {designated-trvestment-business) function (CF16
29)

1)

{Absene&ef—heldm&ﬁ—ete)—(and—ag#eeﬂw—tede—se}The significant

management function is the function of acting as a senior manager
with significant responsibility for a significant business unit that:

(@) carries on designated investment business or other activities not
falling within (b) — (d);

(b) effects contracts of insurance (other than contractually based

investments);

(c) makes material decisions on the commitment of a firm's
financial resources, its financial commitments, its assets
acquisitions, its liability management and its overall cash and
capital planning;

(d) processes confirmations, payments, settlements, insurance
claims, client money and similar matters.

(2) This funetion controlled function does not include any of the activities
described in any other controlled function.

A senior manager with significant responsibility for a significant business
unit that carries on activities other than designated investment business for
the purposes of SUP 10.9.10R (1)(a) could, for example, be the head of a
unit carrying on the activities of: retail banking, personal lending, corporate
lending, salvage or loan recovery, or proprietary trading; or a member of a
committee (that is, a person who, together with others, has authority to
commit the firm) making decisions in these functions. The senior manager
could also be a proprietary trader whose trading limits are such that he may
put, or potentially put, his firm at significant risk. This function would not
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10.9.11 G
10.9.12 R
10.9.13 G
10.9.13A G
109.13B G
10.9.14 R
10.9.15 G
10.9.16 R
10.9.17 G
10.9.18 R
10.9.19 G
10.9.20 G

extend to every proprietary trader.

[deleted]
. other busi iors) £ ion { ;
[deleted]

[deleted]

PRU-9-1.3R MIPRU 2.2.1R provides that an insurance intermediary, other
than a sole trader, must allocate to a director or senior manager the
responsibility for the firm's insurance mediation activity. PRU-9-1-4R(3)
MIPRU 2.2.2R (3) provides that the firm may allocate this responsibility to
the person performing the significant management {ether-business

eperations) function.

Where the person performing the significant management {ether-business
eperations) function is also responsible for the firm's insurance mediation
activity, the words "(insurance mediation)” will be inserted after this
controlled function (see PRU-9-17G MIPRU 2.2.5 G).

[deleted]
[deleted]

[deleted]
[deleted]

[deleted]
[deleted]
[deleted]
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10 Ann1l
10 Ann 1G:

12.2.14

G

Frequently asked questions

G
Question Answer
Requirements of the regime
1
2 \What are the procedures for  |Individuals may perform the significant
'emergency situations'? linfluence functions for up to 12 weeks ...
11  |What checks must shoulda  [The FSA expects firms to perform due and
firm make on a candidate diligent enquiries about their candidates
before submitting an before they submit an application to us for
application for approval from [approval. Our approval process is not a
the FSA? substitute for the checks that a firm should
be carrying out on its prospective recruits.
It is for the firm to determine what checks
are appropriate but in making its decision, a
firm should have regard to the controlled
function to which the application relates.
Note also the provisions of ENF 8.12.2 G
(Publication) and TC 2.2.1R (Recruitment).
11A [Should these checks include a (It is for senior management to decide what
check of criminal records? checks should be made. In deciding if it is
necessary to carry out a check of criminal
records, the firm should consider that the
FSA does not routinely carry out these
checks during the approval process. ...
1)
(2) If afirm appoints an appointed representative who is an individual in

(1), that appointed representative will also be a representative. The
individual may need to be approved to perform the investment adviser
function or the customer trading function or both-and-pessibly-alse-the
sole-traderfunction, (see SUP 12.6.8 G and SUP 12.6.9 G). In these
circumstances, in addition to complying with the requirements of SUP
12 and other regulatory requirements, the firm should ensure that the
rules for representatives in COB 5 (Advising and selling) are
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Part 1:
Transitional provisions applying to the Supervision manual only

complied with.

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

applies

8A | SUP10.4.1R R | (1) An application made | From 1 From 1

under section 60 of the | November 2007 | November 2007

Act received before 31
October 2007 will be
taken to relate to the
controlled function
existing at the date of
determination.

(2) The controlled
functions CF 13 (finance

On 1 November

On 1 November

2007

function), CF 14 (risk
assessment function)
and CF 15 (internal
audit function) are
subsumed in the new
controlled function CF
28 (systems and controls
function) to the extent
that they fall within the
description of the
systems and controls
function.

(3) The controlled
functions CF 16
(significant management
(designated investment
business) function), CF
17 (significant
management (other
business operations)
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On 1 November

2007

On 1 November

2007

2007




1)

(2)
Material to
which the
transitional
provision

applies

3)

(4)

Transitional provision

(5)

Transitional
provision: dates

in force

(6)
Handbook
provision

coming into
force

function), CF 18
(significant management
(insurance
underwriting) function),
CF 19 (significant
management (financial
resources) function) and
CF 20 (significant
management
(settlements) function)
are subsumed in the new
controlled function CF
29 (significant
management function)
to the extent that they
fall within the
description of the
significant management
function.

(@)

(1) The effect of TP
8AR is that if
immediately prior to 1
November 2007 a
person was an approved
person in relation to any
of the controlled
functions to be
subsumed into the
systems and controls
function the original
grant of approval by the
FSA will remain valid in
relation to the systems
and controls function
and no new approval to
perform that controlled
function will be

required.

(2) The effect of TP
8AR is that if
immediately prior to 1
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1)

(2)
Material to
which the
transitional
provision
applies

3)

(4)

Transitional provision

(5)

Transitional
provision: dates

in force

(6)
Handbook
provision

coming into
force

November 2007 a
person was an approved
person in relation to any
of the controlled
functions to be
subsumed into the
significant management
function the original
grant of approval by the
FSA will remain valid in
relation to the
significant management
function and no new
approval to perform that
controlled function will

be required.

(@)

Firms are reminded of
their obligation under
SUP 10.13.16R to notify
the FSA if the firm
becomes aware of
information which
would be reasonably
material to the
continuing assessment
of an approved person's
fitness and propriety and
in particular their
competence to perform
a function.

SUP 10.13.6R

(Ceasing to

perform a
controlled

function) and
SUP 10.13.3D
(Moving within

a firm)

|70

The obligation to submit

From1

Form C or Form E does

February 2007

From 1 February
2007 in relation

not apply in relation to a

in relation to the

to the sole trader

person who:

(a) ceases to perform a
controlled function

because that controlled
function ceases to exist
on 1 February 2007; or

(b) performs a function

sole trader
function and 1

function and 1
November 2007

November 2007

in all other

in all other
Cases.

Cases.
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1)

(2)
Material to
which the
transitional
provision

applies

3)

(4)

Transitional provision

(5)
Transitional
provision: dates

in force

(6)
Handbook
provision

coming into
force

which falls within the
description of a different

controlled function after

1 November 2007 as a

result of TP 8AR.
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Annex H

Amendments to the Credit Unions sourcebook (CRED)

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

2.4.4 G ..For example, CRED 4.3.11E indicates that a failure of a credit union to
have an internal-audit-funetion internal audit function would “tend to
establish contravention” of the rule (described earlier in CRED 4.3.1G) that
all firms should take reasonable care to establish and maintain such systems
and controls as are appropriate to their business.

4.3.11 E (1) A credit union should have an internalaudit-function internal audit
function (this may be either in house or outsourced to a third party).

4.3.12 G The term 'internal audit function' in CRED 4.3.11E refers to the generally
understood concept of internal audit within a firm, that is, the function of
assessing adherence to and the effectiveness of internal systems and
controls, procedures and policies. The internal audit function is not a
controlled function itself, but is part of the systems and controls function
(CE28). Guidance on internal audit is given in CRED 4.3.50G - CRED
4.3.60G.

4.3.50 G CRED 4.3.11E states that an-internal-audit-function-should-oversee-the
internalaudit-process a credit union should have an internal audit function
(see also CRED 4.3.12G).

4.3.54 G  The internalauditfunetion internal audit function (see CRED 4.3.12G)
should develop an audit plan, covering all aspects of the credit union’s
business....

4.3.56 G  The key elements of a satisfactory system of internal audit include the
following:
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4.3.57

4.3.59

4.3.60

6.3.9

G

G

G

(1) Terms of reference. These should be specified with precision and
include, amongst other things, scope and objectives of the audit
committee and the internalaudit-function internal audit function (see
CRED 4.3.12G), access to records, powers to obtain information and
explanations for officers, and reporting requirements. These should be
approved by the committee of management.

The internal-auditfunction internal audit function (see CRED 4.3.12G)
should be independent of all of the functions it inspects.

The qualifications, experience and training of individuals performing the
internal-auditfunction internal audit function (see CRED 4.3.12G) should
be adequate in relation to its objectives.

The committee of management should be satisfied that the internal-audit
funetion internal audit function (see CRED 4.3.12G) is being properly
carried out. In order to review the overall effectiveness of the interral-audit
funetion internal audit function it should consider the following:

(5) areview of the overall effectiveness of the internal-audit-function
internal audit function.

SUP 10.8: the systems and controls function

G

SUPR-10.8-the-systems-and-controls-functions—The function of acting as an

employee with responsibility for reporting to the committee of management
in relation to:

(1)  SUP 10.8.1R the finance function

(2)  SUP-10:8:3R:-the-risk-assessmentfunction

semng&ndreen#eumgﬂim&nsl@expe% settlnq and controlllnq its

risk exposure; or
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and-pohecies: adherence to internal systems and controls, procedures
and policies.

6.3.9A

(@)

Where an employee performs the systems and controls function FSA would

expect the credit union to ensure that the employee had sufficient expertise

and authority to perform that function effectively, for example be a director
or senior manager.

6.3.10 G SUP 10.9: the significant management functions:Fhese

This controlled functions will only apply to the credit union if the functions
are is not being performed by a member of the committee of management
and the credit union has followed the guidance in SUP 10.9.3G.
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FSA 2007/7

INTEGRATED REGULATORY REPORTING (ELECTRONIC REPORTING)

INSTRUMENT 2007

Powers exercised

A.

The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act™):

1) section 138 (General rule-making power);
(2 section 156 (General supplementary powers); and
3) section 157(1) (Guidance).

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

Commencement

C.

This instrument comes into force on 31 March 2007.

Amendments to the Supervision manual

D. The Supervision manual is amended in accordance with the Annex to this instrument.
Citation
E. This instrument may be cited as the Integrated Regulatory Reporting (Electronic

Reporting) Instrument 2007.

By order of the Board
25 January 2007
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Annex
Amendments to the Supervision manual (SUP)
In this Annex, underlining indicates new text and striking through indicates deleted text.
The following rules in the Supervision manual are amended:

SUP 16.7.8.R;
SUP 16.7.10.R;
SUP 16.7.12.R;
SUP 16.7.17.R;
SUP 16.7.25.R;
SUP 16.7.27.R;
SUP 16.7.29.R;
SUP 16.7.36.R;
SUP 16.7.58.R;
SUP 16.7.63.R;
SUP 16.7.66.R; and
SUP 16.7.75.R.

In each rule the table is amended as follows:

RMAR (excluding sections A, B, C, D, E, and F)

Page 2 of 2



FSA 2007/8

PASSPORTING (MIFID) INSTRUMENT 2007
Powers exercised
A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act™):
1) section 138 (General rule-making power);
(2 section 156 (General supplementary power); and
3) section 157(1) (Guidance).

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

Commencement
C. 1) Annex B of this instrument comes into force on 14 February 2007;
(2 Annex E of this instrument comes into force on 1 November 2007,

(€)) otherwise this instrument comes into force on 6 February 2007.

Amendments to the Handbook

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

1) (2)
Glossary Annex A
Glossary Annex B
Supervision manual (SUP) (changes of a general nature) Annex C
Professional Firms sourcebook (PROF) Annex D
Supervision manual (SUP) (MiFID-related changes) Annex E
Citation

E. This instrument may be cited as the Passporting (MiFID) Instrument 2007.

By order of the Board
25 January 2007



Annex A

Amendments to the Glossary

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

consent notice

notice of
intention

relevant EEA

a notice given by the FSA to a Host State regulator under:

(a) paragraph 19(4) (Establishment) of Part 111 of Schedule 3 to the
Act (Exercise of Passport Rights by UK firms)-; or

(b) paragraph 20(3A) (Services) of Part 111 of Schedule 3 to the Act
(Exercise of Passport Rights by UK firms).

a notice of intention (as described in SUP 13.5) given by a UK firm
to:

(a) establish a branch in an EEA State given-by-a-UKFm under
paragraph 19(2) of Part 111 of Schedule 3 to the Act (Exercise of
passport rights by UK firms)-; or

(b) provide services in an EEA State under paragraph 20(1) of Part
111 of Schedule 3 to the Act (Exercise of passport rights by UK
firms).

the details listed in requlation 14 of the EEA Passport Rights

details

relevant UK

Requlations and set out in SUP 13 Ann 1R (Requisite details or
relevant details: branches).

the details required in requlation 15 of the EEA Passport Rights

details

requisite details

Requlations and set out in SUP 13 Ann 2R (Relevant UK details:
branches of insurance undertakings).

the details required in regulation 1 of the EEA Passport Rights
Regulations and set out in SUP 13 Ann 1R (Requisite details:

branches and SUP 13 Ann 1R (Requisite details: cross border
Servieesy.



Annex B

Amendments to the Glossary

In this Annex, underlining indicates new text.

EEA State [delete existing definition and replace with the following]

(in accordance with Schedule 1 to the Interpretation Act 1978), in
relation to any time -

(a) a state which at that time is a member State; or
(b) any other state which is at that time a party to the EEA

agreement.

[Note: Current non-member State parties to the EEA agreement are
Norway, Iceland and Lichtenstein. Where the context requires,
references to an EEA State include references to Gibraltar as

appropriate].




Annex C

Amendments to the Supervision Manual (SUP) (changes of a general nature)

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

Where entire sections of the text are being deleted or inserted, the place where the change
will be made is indicated and the text is not struck through or underlined.

13.3.2 G

1332A G

1332B G

A UK firm cannot establish a branch in another EEA State for the first time
under an EEA right unless the conditions in paragraphs 19(2), (4) and (5) of
Part I11 of Schedule 3 to the Act are satisfied. It is an offence for a UK firm
which is not an authorised person to contravene this prohibition (paragraph
21 of Part 111 of Schedule 3 to the Act). These conditions are that:

(1) the UK firm has given the FSA, in accordance with the FSA rules
(see SUP 13.5.1R), notice of its intention to establish a branch
(known as a netice-of-intention notice of intention) which;:

3) (a if the UK firm's EEA right derives from the Insurance
Mediation Directive, one month has elapsed beginning on the
date on which the UK firm received notice that the FSA had
given a eensent-hetice consent notice as described in SUP
13.3.6G (1) (see SUP 13.3.2AG);

... Accordingly, the UK firm may establish the branch to which its retice

of-intention notice of intention relates as soon as the conditions referred to
in SUP 13.3.2G-(1) are satisfied._The list of EEA States that have notified
the European Commission of their wish to be informed in accordance with
article 6(2) of the Insurance Mediation Directive is published on the FSA's
website at www.fsa.gov.uk.

An appointed representative appointed by a firm to carry on insurance
mediation activity on its behalf may establish a branch in another EEA State
under the Insurance Mediation Directive. In this case, the netice-of-intention
notice of intention in SUP 13.3.2G(1) should be given to the FSA by the firm
on behalf of the appointed representative.

How long will the process take?

13.34 G

13.34A G

[deleted]
[deleted]



Issue of a consent notice to the Host State regulator

f 0 UK firm has.civen ico of intention in.t irod

1335 G (1)

@)

&

Hf the UK firm's EEA right derives from the Banking
Consolidation Directive, the Investment Services Directive,
or the UCITS Directive, the FSA will give the Host State
regulator a consent notice within three menths months
unless it has reason to doubt the adequacy of a UK firm's
resources or its administrative structure;.

If the UK firm's EEA right derives from the Insurance
Directives, the FSA will give the Host State regulator a
consent notice within three menths months unless it has
reason to:

(i) doubt the adequacy of the UK firm's resources or its
administrative structure; or

(if) question the reputation, qualifications or experience of
the directors or managers of the UK firm or its
proposed authorised agent;;

in relation to the business the UK firm intends to conduct
through the proposed branch;. The Host State regulator
then has a further two months to notify the applicable
provisions (if any) and prepare for the supervision, as
appropriate, of the UK firm.

In assessing the matters in (2)(a), the FSA may, in particular,
seek further information from the firm or require a report
from a skilled person (see SUP 5 (skilled persons)).

If the FSA has required a financial recovery plan of a UK
firm of the kind mentioned in paragraph 1 of article 38 of the
Consolidated Life Directive or paragraph 1 of article 20a of
the First Non-Life Directive, the FSA will not give a consent
notice for so long as it considers that policyholders are
threatened within the meaning of those provisions.




13.3.6

13.3.7

13.4.2

G

G

G

1)
@)

1)
@)

(d) If the UK firm's EEA right derives from the Insurance
Mediation Directive and SUP 13.3.2G(2) applies, the FSA
will give the Host State regulator a consent notice within
one month of the date on which it received the UKfirm's UK
firm's-netice-ef-tntention notice of intention. In cases where
SUP 13.3.2 G-(2) does not apply (see SUP 13.3.2AG), the
UK firm may establish a branch as soon as it satisfies the
conditions referred to in SUP 13.3.2G.

The consent notice will contain, among other matters, the requisite

details {see-SUP-13-Annex-1) or, {if the firm is passporting under the
Insurance Directives), the EEArelevant-details relevant EEA details

(see SUP 13 Annex 21) provided by the UK firm in its netice-of
intention notice of intention (see SUP 13.5 (Notices of intention)).

If the FSA decides to refuse to give a consent notice, then paragraph
19(12) of Part 111 of Schedule 3 to the Act requires the FSA to give
the UK firm a decision notice within three menths months of the date
on which it received the UK firm's netice-of-intention notice of
intention (two menths months in the case of a UK firm which is a
UCITS management company)...

A UK firm cannot start providing cross border services into another EEA
State under an EEA right unless it satisfies the conditions in paragraphs
20(1) of Part 111 of Schedule 3 to the Act and, if it derives its EEA right
from the Insurance Directives, paragraph 20(4B) of Part I11 of Schedule 3
to the Act. It is an offence for a UK firm which is not an authorised person
to breach this prohibition (paragraph 21 of Part 111 of Schedule 3 to the
Act).The conditions are that:



(1) the UK firm has given the FSA, in the way specified by FSA rules
(see SUP 13.5.2R), notice of its intention to provide cross border
services (known as a netice-ef-ntention-notice of intention) which:

13.42A G An appointed representative appointed by a firm to carry on insurance
mediation activity on its behalf may provide cross border services in
another EEA State under the Insurance Mediation Directive. In this case
the neotice—of-intention_notice of intention in SUP 13.4.2G(1) should be
given to the FSA by the firm on behalf of the appointed representative.

Issuing a consent notice or notifying the Host State regulator

13.4.4 G HaUK-firm-has-giventhe FSA-a-netice-ofintention-n-the requiredform;
then:

1) i1f the UK firm's EEA right derives from the Investment Services
Directive, the Banking Consolidation Directive or the UCITS
Directive, paragraph 20(3) of Part 111 of Schedule 3 to the Act
requires the FSA to send a copy of the notice-of-intention notice of
intention to the Host State regulator within one menth month of
receipt;-ef.

(2) (@) #fthe UK firm's EEA right derives from the Insurance
Directives, paragraph 20(3A) of Part 111 of Schedule 3 to the
Act requires the FSA, within one menth month of receiving
the netice-of-intention notice of intention, to:

(b) ...;er
(c) Ifthe FSA has required of a UK firm a financial recovery plan
of the kind mentioned in paragraph 1 of article 38 of the

Consolidated Life Directive or paragraph 1 of article 20a of
the First Non-Life Directive, the FSA will not give a consent
notice for so long as it considers that policyholders' rights are
threatened within the meaning of those provisions.




13.4.5

13.4.6

1351

G

G

R

(2A) (a) #fthe UK firm's EEA right derives from the Insurance
Mediation Directive, and the EEA State in which the UK firm
is seeking to provide services has notified the European
Commission of its wish to be informed of the intention of
persons to provide cross border services in its territory in
accordance with article 6(2) of that directive, paragraph
20(3B)(a) of Part I11 of Schedule 3 to the Act requires the
FSA to send a copy of the notice-of-intention notice of
intention to the Host State regulator within one month of
receipt;-er. Otherwise, the UK firm may start providing cross
border services as soon as it satisfies the relevant conditions
(see SUP 13.4.2G).

(b) The list of the EEA States that have notified the European
Commission of their wish to be informed in accordance with
article 6(2) of the Insurance Mediation Directive is published
on the FSA's website at www.fsa.qov.uk.

When the FSA sends a copy of a netice-ef-intention notice of intention, or if
it gives a consent notice to the Host State regulator, it must inform the UK
firm in writing that it has done so (paragraphs 20 (3B)(b) and (4) of
Schedule 3 to the Act).

(1)  If the UK firm is passporting under the Investment Services Directive
of UCITS Directive, then when the Host State regulator receives the
notice-ef-tntention notice of intention, it should inform the UK firm
of any applicable provisions.

A UK firm wishing to establish a branch in a particular EEA State for the
first time under an EEA right must include in its retice-ef-intention notice
of intention given to the FSA:



13.5.2

13.5.3

13.5.4

13.5.5

R

R

G

G

A UK firm wishing to provide cross border services into a particular EEA
State for the first time under an EEA right must include; in its netice-of
tention notice of intention given to the FSA:

ifiod ¢ Lol

(1) The netice-ef-intention notice of intention under SUP 13.5.1-R and
SUP 13.5.2-R must be:

(2) The netice-efintention notice of intention may be delivered by:

(©) hand delivery to a member of the Authorisation Autherisation
and-Approvals(Authorisation-teams) department (if
submitted with an application for Part IV permission) or to
the Passport Notification Unit; or

(d) electronic mail to the address in (4) if not submitted with an
application for Part IV Ppermission and obtaining an
electronic confirmation of receipt; or

(e) fax to the Passport Notifications Unit on 020 7066 xxxx 9798
(if not submitted with an application for Part IV Ppermission)
provided that the FSA receives a copy by one of the methods
(a) to (d) above within five business days after the date of the
faxed notification:; or

) online submission via the FSA's website at www.fsa.gov.uk
(when available).

A standard form of netice-of-intention notice of intention that a UK firm
may wish to use is available from the Passport Notifications Unit (see SUP
13.12 (Sources of further information)).

Unregulated activities

A netice-of-intention notice of intention may include activities within the
scope of the relevant Single Market Directive which are not regulated
activities (paragraphs 19(3) and 20(2) of Part 111 of Schedule 3 to the Act).
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13.5.7

13.6.2

13.6.5

13.6.6

13.6.7

If a UK firm wishes to establish branches in, or provide cross border
services into, more than one EEA State, a single notification may be
provided but the reguisite-details-or relevant detals information for each
EEA State should be clearly identifiable.

UK firms should note that if a branch in another EEA State ceases to
provide services, this may represent a change in requisite details or, if the
firm is passporting under the Insurance Directives, the relevant EEA details
or relevant UK details relevant-details.

Where the change arises from circumstances within the control of the UK
firm, the requirements in regulation 11(2) are that:

(3) either the Host State regulator has informed the UK firm that it may
make the change, or the period of one menth month beginning with
the day on which the UK firm gave the Host State regulator the
notice in (1) has elapsed.

If a UK firm has exercised an EEA right under the Insurance Directives and
established a branch in another EEA State, regulation 13(1) states that the
UK firm must not make a change in the relevantEEA-detats relevant EEA
details {see-SUP-13-Ann-1R), unless it has satisfied the requirements of
regulation 13(2), or, where the change arises from circumstances beyond
the UK firm's control, regulation 13(3) (see SUP 13.6.10G).

Where the change arises from circumstances within the control of the UK
firm, the requirements in regulation 13(2) are that:

(3) the period of at least one menth month beginning on the day on
which the UK firm gave the FSA the notice in (1) has elapsed; and

(4) either:

@) a further period of one menth month has elapsed; or

11



13.6.8

13.6.9

13.6.9A

13.6.10

13.6.11

13.7.4

G

G

G

G

G

G

If a UK firm has exercised an EEA right under the Insurance Directives and
established a branch in another EEA State, regulation 15(1) states that the
UK firm cannot make a change in any of the Uk-relevant-details relevant
UK details {see-SUP-13-Ann-21R} unless the UK firm has given a notice to
the FSA stating the details of the proposed change at least one menth month
before the change is effected.

Where a UK firm with Part IV permission to carry on both long-term and
general insurance business, is passporting under the Insurance Directives
and wishes to extend its general insurance business to include long term
insurance business (or vice versa), it should complete a new rotice-of

ntention notice of intention {(see-SUPR-13.5(Netices-of-intention) and not a
change rrequisite-detatls-netification to details notice.

A UK firm exercising its EEA right under the Insurance Mediation

Directive to establish a branch in another EEA State is not required to

supply a change to the details of branches notice reguisite-details-or

relevant-detatls—Therefore-there-are-no-requisite-detatls-orrelevant detatls
. .

for-changes-to IE} b.' EHIG|I_ESEa_b|IS.|Ied th-anotner EEA-State tinder-the

(1)  If the change arises from circumstances beyond the UK firm's
control, the UK firm;

(@)

(b) may, if it is passporting under the Insurance Directives,
make a change to its Uk—relevant-details relevant UK details
under regulation 15(1) if it has, as soon as practicable
(whether before or after the change), given notice to the FSA
stating the details of the change.

(2)  The FSA believes that for a change to arise from circumstances
beyond the control of a UK firm, the circumstances should be
outside the control of the firm firm as a whole and not just the
braneh branch in the EEA State.

When the FSA receives a notice from a UK firm (see SUP 13.6.5G-(1) and
SUP 13.6.7G-(1)) it is required by regulations 11(4) and 13(4) to either
refuse, or consent to the change within a period of one menth month from
the day on which it received the notice.

If a UK firm has exercised an EEA right under the Insurance Directives and
is providing cross border services into another EEA State, regulation 16(1)
states that the UK firm must not make a change in the relevant details (as
defined in requlation 17 — see also SUP 13 Ann 3R) unless the relevant
requirements in regulation 16(3) or, where the change arises from
circumstances beyond the UK firm's control, regulation 16(4), have been
complied with.

12



13.7.6A

13.7.7

13.7.10

13.7.11

13.8.1

(@)

UK firms may wish to use the standard form available from the Passport
Notifications Unit (see SUP 13.12 (Sources of further information)) to give
the notices to the FSA as described in SUP 13.7.5G-(1) and SUP 13.7.6G.

When the FSA receives a notice from a UK firm (see SUP 13.7.3G-(1), and
SUP 13.7.5G-(1) and SUP 13.7.6G), it is required by regulations 16(5) to
either refuse or consent to the change within one menth month of receipt.

Where a UK firm with Part IV permission to carry on both long-term and
general insurance business is passporting under the Insurance Directives -
and wishes to extend its general insurance business to include long--term
insurance business (or vice versa), it should complete a new retice-of

ntention notice of intention {see-SUP-13.5(Netices-of-intention)) and not a
change rrequisite-details-notification to details notice.

A UK firm providing cross border services under the Banking
Consolidation Directive or Insurance Mediation Directive is not required
to supply a change to the details of cross border serwces notice Feqms&e

(1) A notice of a change to a branch referred to in under SUP
13.6.5G(1), SUP 13.6.7G-(1), SUP 13.6.8G and SUP 13.6.10G-(1)

and a notice of a change to cross border services referred to in urder
SUP 13.7.3G(1), SUP SUPR-13.7.5G-(1) and SUP 13.7.6G must be:

(2) The notice efintention may be delivered by:

(©) hand delivery to a member of the Corperate-Authorisation
I i submitted wit lication £
permission)-or-the Passport Notifications Unit; or

(d) electronic mail to the address in (4) H#-netsubmitted-with-an
apphicationfor Part-P\V-permission and obtaining an

electronic confirmation of recelpt or
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13.8.2

13.11.1

13.11.2

13.11.3

13.12.1

(e) fax to the Passport Notifications Unit on 020 7066 xxxx
9798 {ifnotsubmitted-with-an-applicationfor-Part 1V
permission provided that the FSA receives a copy by one of
the methods (a) to (d) above within five business days after
the date of the faxed notification-; or

) online submission via the FSA's website at www.fsa.gov.uk
(when available).

(3) The address for notices ef-intention is: The Financial Services
Authority, 25 The North Colonnade, Canary Wharf, London E14
5HS.

UK firms passporting under the Banking Consolidation Directive or the
Insurance Directives may be required to submit the ehanges-to-the-reguisite
detatls-errelevant-detatls change to details notice in the language of the
Host State as well as in English. See-SUP-13.5-6G-

(1) A UK firm which is exercising an EEA right must make and retain a
record of:

(@)

(b) the requisite-detats-orrelevant details relating to those
services or activities {H-applicable) (as set out in SUP 13.6

and SUP 13.7).

The record in SUP 13.11.1R need not relate to the level of business carried
on. A UK firm may comply with SUP 13.11.1R by, for example, keeping

copies of all notices of intention and retices-of-changes-ofrequisite-details
orrelevant-detas change to details notices.

A UK firm should monitor the business carried on under an EEA right to

ensure that any changes to reguisite-details-orrelevant details are notified
as required by SUP 13.6 (Changes to branches) and SUP 13.7 (Changes to

cross border services).

14



(2)  Anapplicant for Part IV permission which is submitting a retice-of
intention notice of intention with its application for such permission
(see AUTH 3.20 (Specific obligations: applicants seeking to
establish a branch in, or provide services, into another EEA State))
should contact the Cerperate Authorisation department in the first
instance (see AUTH 1.9 (Next Steps)).

13.122 G To contact the Passport Notifications Unit, from which a standard form of
netice-ofintention notice of intention can be obtained:

(1) telephone on 020 7066 1000; fax on 020 7066 »x»x9798; or

14.1.4 G  This chapter gives guidance on the Act and the EEA Passport Rights
Regulations made under the Act, for an incoming EEA firm which has
established a branch in, or is providing cross border services into, the
United Kingdom and wishes to change the details of the branch or cross
border services. Fhese-are-known-as-reguisite-detats,-or-forfirms'
passporting under the Insurance Directives relevant details.
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Annex D
Amendments to the Professional Firms sourcebook (PROF)

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

7.2.3 G ...SUP 13.3.2G to SUP 13.3.5G detail the procedure to be followed once
such a netice-of-intention notice of intention has been received by the FSA...
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Annex E

Amendments to the Supervision manual (SUP) (MiFID-related changes)

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

Where entire sections of the text are being deleted or inserted, the place where the change
will be made is indicated and the text is not struck through or underlined.

13.3.1

13.3.2

G

G

What constitutes a branch

Guidance on what constitutes a branch is given in SUP App 3. Note that if a
UK MIFID investment firm is seeking to use a tied agent established in
another EEA State, the rules in SUP 13 will apply as if that firm were

seeking to establish a branch in that EEA State unless the firm has already
established a branch in that EEA State (paragraph 20A of Schedule 3 to
the Act).

A UK firm cannot establish a branch in another EEA State for the first time
under an EEA right unless the conditions in paragraphs 19(2), (4) and (5) of
Part I11 of Schedule 3 to the Act are satisfied. It is an offence for a UK firm
which is not an authorised person to contravene this prohibition (paragraph
21 of Part 111 of Schedule 3 to the Act). These conditions are that:

@ @
(b) in any other case:

0] the Host State regulator has notified the UK firm (or,
where the UK firm is passporting under the Insurance
Directives, the FSA) of the applicable provisions or,
in the case of a UK firm passporting under MiFID,
that the branch may be established; or

A tied agent appointed by a MiFID investment firm to carry on investment
services and activities (and ancillary services where relevant) does not have
its own passporting right to establish a branch in another EEA State.
However, a MiFID investment firm remains free to appoint a tied agent to do
business in another EEA State and where it does so, the tied agent will

17



13.3.5 G
1342C G
1342D G
13.4.3 G
1343A G

benefit from its passport.

Issue of a consent notice to the Host State regulator

(1) Ifthe UK firm's EEA right derives from the Banking Consolidation
Directive, the MiFID investment-Services-Directive, or the UCITS
Directive, the FSA will give the Host State regulator a consent
notice within three months unless it has reason to doubt the
adequacy of a UK firm's resources or its administrative structure;.
The Host State requlator then has a further two months to notify the
applicable provisions (if any) and prepare for the supervision, as
appropriate, of the UK firm, or in the case of a MiFID investment
firm, to inform the UK firm that a branch can be established.

A tied agent appointed by a MiFID investment firm to carry on investment
services and activities (and ancillary services where relevant) does not
have its own passporting right to provide cross border services in another
EEA State. However, a MiFID investment firm remains free to appoint a
tied agent to do business in another EEA State and where it does so, the
tied agent will benefit from its passport.

A MIFID investment firm that wishes to obtain a passport for the activity
of operating an MTF should follow the procedures described in this
chapter. A UK market operator that operates a recognised investment
exchange or an MTF and wishes to provide cross border services into
another EEA State should follow the procedure described in REC 4.2BG.

How-longwill-theprocesstake?
[deleted]
[deleted]

Issuing a consent notice or notifying the Host State regulator

18



13.4.4

13.4.6

13.5.2

13.5.5

G

G

R

G

1) #1f the UK firm's EEA right derives from the MiFID-tavestment
Services-Directive, the Banking Consolidation Directive or the
UCITS Directive, paragraph 20(3) of Part I11 of Schedule 3 to the
Act requires the FSA to send a copy of the notice of intention to the
Host State regulator within one month of receipt;-er. However, a
UK firm passporting under the Banking Consolidation Directive or
MIiFID Hvestment-Services-Directive may start providing cross
border services as soon as it satisfies the relevant conditions (see

SUP 13.4.2G).

(2) (@ +fthe UK firm's EEA right derives from the Insurance
Directives, paragraph 20(3A) of Part 111 of Schedule 3 to the
Act requires the FSA, within one month of receiving the
notice of intention, to:

(1)  If the UK firm is passporting under the tavestment-Services-Directive
or UCITS Directive, then when the Host State regulator receives the
notice of intention, it should inform the UK firm of any applicable
provisions.

A UK firm wishing to provide cross border services into a particular EEA
State for the first time under an EEA right must include in its notice of
intention given to the FSA:

(1) if the UK firm is passporting under the-trvestment-Services-Directive
MIFID or the Insurance Directives, the information specified in SUP
13 Ann 3;

Unregulated activities

A notice of intention may include activities within the scope of the relevant
Single Market Directive which are not regulated activities (paragraphs
19(3) and 20(2) of Part Il of Schedule 3 to the Act), although in the case of
a MiFID investment firm a notice of intention may only include ancillary
services which are to be carried on with one or more investment services
and activities (paragraphs 19(5B) and 20(2A) of Part 111 of Schedule 3 to
the Act). Regulation 19 ...
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13.6.4

13.6.5A

13.6.10

13.6.11

13.6.13

Firms passporting under the-thvestment-Services-Directive; the Banking
Consolidation Directive and the UCITS Directive

G Ifa UK firm has exercised an EEA right, under the-lnvestment-Services
Directive; the Banking Consolidation Directive or the UCITS Directive, and
established a branch in another EEA State, regulation 11(1) ...

Firms passporting under MiFID

G Ifa UK firm has exercised an EEA right to establish a branch under MiFID,
it must not make a change in the requisite details of the branch (see SUP 13
Annex 1), use, for the first time, a tied agent established in the EEA State in
which the branch is established, or cease to use a tied agent established in
the EEA State in which the branch is established, unless it has satisfied the
requirements of regulation 11A(2) (see SUP 13.6.5BG).

G  The requirements of requlation 11A(2) are that:
1) the UK firm has given a notice to the FSA stating the details of the
proposed change; and
(2) the period of one month beginning with the day on which the UK
firm gave the notice has elapsed.
G @

(3)  Neither this guidance nor that set out at SUP 13.6.4G or SUP
13.6.5G is applicable to MiFID investment firms.

G When the FSA receives a notice from a UK firm other than a MiFID
investment firm (see SUP 13.6.5G-(1) and SUP 13.6.7G-(1)) it is required
by regulations 11(4) and 13(4) to either refuse, or consent to the change
within a period of one month from the day on which it received the notice.

G If a UK firm is passporting under the lnvestment-Service—Directive—or
Banking Consolidation Directive, then ...

UK firms may wish to use the standard form available from the Passport
Notifications Unit (see SUP 13.12 (Sources of further information)) to give
the notices to the FSA described in SUP 13.6.5G(1), SUP 13.6.5BG, SUP
13.6.7G(1), SUP 13.6.8G and SUP 13.6.10G(1).

(@)
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The process: MiFID investment firms

13.6.17 G

When the FSA receives a notice from a UK MiFID investment firm (see SUP
13.6.5BG(1)), it is required by regulation 11A(3) to inform the relevant Host
State regulator of the proposed change as soon as reasonably practicable.
The firm in guestion may make the change once the period of one month
beginning with the day on which it gave notice has elapsed.

Changes to cross border services

13.7.1 G

Where a UK firm is exercising an EEA right under the UCITS Directive,
Investment-Services-Directive MiFID or the Insurance Directives and is
providing cross border services into another EEA State, any changes to the
details of the services are governed by the EEA Passport Rights Regulations.
References to regulations in this section are to the EEA Passport Rights
Regulations. A UK firm which is not an authorised person should note that
contravention of the prohibition imposed by regulation 12(1), 12A(1) or
16(1) is an offence. If it a defence, however, for the UK firm to show that it
took all reasonable precautions and exercised due diligence to avoid
committing the offence.

Firms passporting under the-trvestment-Services-Directive-and the UCITS
Directive

13.7.3 G

If a UK firm is passporting under the-tavestment-Services-Directive-or the
UCITS Directive, regulation 12(1) states that ...

(2) if the change arises as a result of circumstances beyond the UK
firm's control, the UK firm has as soon as practicable (whether
before or after the change) given a notice to the FSA and to the Host
State regulator, stating the details of the change.

UK firms may wish to use the standard form available from the Passport
Notifications Unit (see SUP 13.12 (Sources of further information)) to give
the notices to the FSA required by SUP 13.7.3G(1) and SUP 13.7.3AG.

Firms passporting under MiFID

13.73A G

If a UK firm is providing cross border services in a particular EEA State in
exercise of an EEA right deriving from MiFID, the UK firm must comply
with the requirements of requlation 12A(2) before it makes a change to its
programme of operations, including:

(1) changing the activities to be carried on in exercise that EEA right;
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using, for the first time, any tied agent to provide services in the
territory of that EEA State; or

ceasing to use any tied agent to provide services in the territory of
that EEA State.

13.7.3B G  The requirements of requlation 12A(2) are that:

1)

(2)

the UK firm has given notice to the FSA stating the details of the
proposed change; and

the period of one month beginning with the day on which the UK
firm gave the notice mentioned in (1) has elapsed.

13.7.6A G UK firms may wish to use the standard form available from the Passport
Notifications Unit (see SUP 13.12 (Sources of further information)) to give
the notices to the FSA required by SUP 13.7.3(1)G, SUP 13.7.3AG, SUP
13.7.3BG, SUP 13.7.5G-(1) and SUP 13.7.6G.

13.7.7 G When the FSA receives a notice from a UK firm (see SUR13:-736(1);
SUP 13.7.5G(1) and SUP 13.7.6G), it is required by regulations 16(5) to
either refuse or consent to the change within one month of receipt.

1381 R (1)

13111 R ()

@)

SUP 13 Annex 1R

A notice of a change to a branch referred to in SUP 13.6.5G(1), SUP
13.6.5BG(1), SUP 13.6.7G-(1), SUP 13.6.8G and SUP 13.6.10G(1)
and a notice of a change to cross border services as described in SUP
13.7.3G(1),SUP 13.7.3AG(1)), ¥ SUP 13.7.5G-(1) and SUP
13.7.6G must be:

The record in (1) must be kept for five years (for firms passporting
under MiFID) or three years (for other firms)...

[Note: article 13(6) of MiFID and article 51(1) of the MiFID
implementing Directive]

| Type of firm

| Requisite details (see notes 1 & 2)
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1. | Credit institution | (a) particulars of the programme of operations carried on, or
Credit  Institution to be carried on, from the branch, including a description
or-lhvestment-Firm of the particular EEA activities to be carried on, and of the
structural organisation of the branch;

(b) | the address in the EEA State in which the branch is, or is
to be, established from which information about the
business may be obtained; and

(c) | the names of the managers of the branch branch.

1A. | MiFID investment | (a) | The EEA States within the territory of which the UK firm

firm plans to establish a branch;
[Note: Article (b) | the programme of operations to be carried on from the
32(2)] branch, including a description of the investment services

and activities and ancillary activities to be carried on and
of the structural organisation of the branch;

(c) | the address in the EEA State in which the branch is to be
established from which information about the business
may be obtained;

(d) | the names of the managers of the branch; and

(e) | whether the branch intends to use tied agents.

"Note 1: The requisite details reguisite-detats or relevant details specified in this annex are
those in the EEA Passport Rights Regulations; that is, those in regulation 1 for credit
institutions and MiIFID investment firms, and those in regulation 14 for insurance
undertakings."

SUP 13 Annex 3R

Type of Firm Specified Information
1 7 1 - ons,
Bet_alls_el tlle_pleglannne GI. operations
stating "'lp&' “EH;.&' H.'e Se "l ieor o,
Type of Firm Specified Information
1. | MiFID investment firm (a) | The EEA State in which the UK firm
intends to operate.

(b) | Details of the programme of operations,
stating in particular the investment
services and activities and the ancillary
services which it intends to perform.

(c) | Whether the UK firm intends to use tied
agents in the territory of the EEA State
in which the UK firm intends to operate.

4. | MiFID investment firm wishing to (a) | The EEA State in which arrangements
operate an MTF are to be made.

(b) | A description of the arrangements the
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| | firm wishes to make.

[Note: Article 31(2) and 31(6)]

13A.1.2

13A.3

13A.3.1

1>

13A4.4

G

This chapter does not apply to:

(3)
(4

a Treaty firm that wishes to provide electronic commerce activities
into the United Kingdom:; or
a market operator that operates a requlated market or an MTF in an

EEA State other than the UK and wishes to make appropriate

arrangements so as to facilitate access to and use of its system by

remote users or participants in the UK. See SUP App 3.6.25G for

guidance.

Qualifications for authorisation under the Act

G

If an EEA MIFID investment firm seeks to use a tied agent established in the

UK, the EEA MIFID investment firm will be treated as if it were seeking to

establish a branch and must satisfy the establishment conditions (see SUP

13A.4.1-G).

The notification procedure

When the FSA receives a consent notice from the EEA firm's Home
State regulator, it will, under paragraphs 13(2)(b), (c) and 13(3) of
Part Il of Schedule 3 to the Act, notify the applicable provisions (if

(b) in the case of an EEA firm passporting under the Insurance
Directives, the Home State regulator;

within two months of the notice date.

1)

any) to:

@) the EEA firm; and
(1A)  The notice date is:

for a MiFID investment firm, the date on which the Home
State gave the consent notice; and

(@

(b) in any other case, the date on which the FSA received the
consent notice.
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13A.6.4

13A.7.3

14.2.2

14.2.8

G

G

G

G

Under the EEA Passport Rights Regulations, references in section 60 of the
Act (applications for approval for persons to perform controlled functions)
to "the authorised person concerned” include:

1)

)

an EEA MIFID investment firm whose Home State requlator has
given a consent notice under paragraph 13 of Schedule 3 to the Act
(see SUP 13A.4.1G-(1) and SUP 13A.4.2-G) or a regulator's notice
under paragraph 14 of that Schedule (see SUP 13A.5.3G-(1)), and
which will be the authorised person concerned if the EEA firm
gualifies for authorisation under that Schedule; and

any other EEA firm with respect to which the FSA has received a
consent notice or regulator's notice under paragraph 13 of Schedule
3 to the Act (see SUP 13A.4.1G-(1) and SUP 13A.4.2-G) or a
regulator's notice under paragraph 14 of that Schedule (see SUP
13A.5.3G(1)), and which will be the authorised person concerned
if the EEA firm qualifies for authorisation under that Schedule.

Firms passporting under the trvestment-Services-Directive-and Banking
Consolidation Directive and the UCITS Directive

1)

()

Where an incoming EEA firm passporting under the Havestment
Services-Directive-Banking Consolidation Directive or the UCITS
Directive has established a branch in the United Kingdom,
regulation 4 states that it must not make a change in the requisite
details of the branch unless it has complied with the relevant
requirements.

The relevant requirements are set out in regulation 4(4) or, where
the change arises from circumstances beyond the incoming EEA
firm's control, in regulation 4(5) (see SUP 14.2.8-G).

Changes arising from circumstances beyond the control of an incoming
EEA firm passporting under the Banking Consolidation Directive, UCITS
Directive or Insurance Directive

If the change arises from circumstances beyond the incoming EEA firm's
control, the firm is required by regulation 4(5) (see SUP 14.2.2-G) or
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14.2.12

14.3

14.3.1

14.3.2

I®

I®

I®

regulation 6(5) (see SUP 14.2.5-G-(2)) to give a notice to the FSA (see SUP
14.4.1-G) and to its Home State regulator stating the details of the change as
soon as reasonably practicable.

Firms passporting under MiFID

Where an EEA MiFID investment firm has established a branch in the UK,
reqgulation 4A states that it must not make a change in the requisite details of
the branch unless it has complied with the relevant requirements.

The relevant requirements in requlation 4A(3) are that:

Q) the EEA MIFID investment firm has given notice to its Home State
requlator stating the details of the proposed change; and

(2) the period of one month beginning with the date on which the EEA
MiFID investment firm gave the notice mentioned in (1) has

elapsed.

Changes to the requisite details may lead to changes to the applicable
provisions to which the EEA MiFID investment firm is subject. The FSA
will, as soon as practicable after receiving a notice in SUP 14.2.11-G inform
the EEA MIFID investment firm of any consequential changes in the
applicable provisions.

Changes to cross border services

G

G

Where an incoming EEA firm passporting under the Hwvestment-Services
Directive-MiFID, UCITS Directive or Insurance Directives is exercising an
EEA right and is providing cross border services into the United Kingdom,
the EEA Passport Rights Regulations govern any changes to the details of
those services. Where an incoming EEA firm has complied with the relevant
requirements in the EEA Passport Rights Regulations, then the firm's
permission given under Schedule 3 to the Act is to be treated as varied
accordingly.

Firms passporting under the trvestment-Services Birective-and UCITS
Directive

Where an incoming EEA firm passporting under the Havestment-Services
Directive-or UCITS Directive is providing cross border services into the
United Kingdom, it must not make a change in the details referred to in
regulation 5(1A) unless it has complied with the relevant requirements in
regulation 5(3).
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14.3.4A

App
3.3.13

App

I®

I®

Firms passporting under MiFID

The requirement in requlation 5(3A) is that the incoming EEA firm has.

Under regulation 5(4), the FSA is required, as soon as practicable after
receiving the notice in SUP 14.3.3G to inform the incoming EEA firm of
any consequential changes in the applicable provisions.

Where an incoming EEA firm passporting under MiFID is providing cross
border services into the United Kingdom, it must not make a change in the
details referred to in regulation 5(1) unless it has given at least one month’s
notice to its Home State regulator stating the details of the proposed change.

Background

G

1) The European Commission has not produced an interpretative
communication on MiFID the-thrvestment-ServicesDirective. It is
arguable, however, that the principles in the communication on the
Second Banking Directive can be applied to investment services and
activities. This is because Chapter 11 of Title Il article-11-of the
tvestment-Services-Direetive-MIiFID (containing provisions relating
to eonduct-of-business+ules operating conditions for investment
firms) also applies to the investment services and activities of firms
operating under the Banking Consolidation Directive.

)

Notification of establishing a branch or of providing cross border services

The Single Market Directives require credit institutions, insurance
undertakings, MiFID investment firms, UCITS management companies and
insurance intermediaries to make a notification to the Home State before
establishing a branch or providing cross border services.

Under the Single Market Directives, however, EEA rights for the provision
of services are concerned only with services provided in one of the ways
referred to in SUP App 3.6.2G-(1) and (2) (How services may be provided).

The FSA is of the opinion that UK firms that are credit institutions and 1SB
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3.6.8

App
3.6.10

App
3.6.25

MiFID investment firms should apply the 'characteristic performance’ test (as
referred to in SUP App 3.6.7-G;—SUPR-App-3-6-7-G; ) when considering
whether prior notification is required for services business. Firms should
note that other EEA States may take a different view. Some EEA States may
apply a solicitation test. This is a test as to whether it is the consumer or the
provider that initiates the business relationship.

Where, however, a credit institution or 1SB MiFID investment firm:

1)

(2)

intends to send a member of staff or a temporarily authorised
intermediary to the territory of another EEA State on a temporary
basis to provide financial services; or

provides advice, of the type that requires notification under either the
trvestment-Services-Direetive-MIFID or the Banking Consolidation

Directive Banking-Coordination-Directive, to customers in another
EEA State ;

the firm should make a prior notification under the freedom to provide
services.

Membership of regulated markets

(1)

The FSA is of the opinion that where a UK firm becomes a member
of:

() a regulated market that has its registered office or, if it has no
registered office, its head office, in another EEA State;; or

(b) an MTF operated by a MiFID investment firm or a market
operator in another EEA State,

the same principles as in the 'characteristic performance’ test should
apply. Under this test, the fact that a UK firm has a screen displaying
the regulated market's or the MTF’s prices in its UK office does not
mean that it is dealing within the territory of the Home State of the
regulated market or of the MTF.

In such a case, we would consider that:

(@ the market operator operating the regulated market or the
MTEF is providing a cross-border service into the UK and so,
provided it has given notice to its Home State regulator in
accordance with articles 42(6) or 31(5) MIFID, it will be
exempt from the general prohibition in respect of any
regulated activity carried on as part of the business of the
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requlated market or of operating an MTF (see section 312A

of the Act);

(b) the MiFID investment firm operating the MTF is providing a
cross-border service into the UK and so needs to comply
with SUP 13A.

App G  Firms are reminded of their rights, under article 15(1)-33 of the-lnvestment
3.6.26 Services Birective MIFID, to become members of, or have access to, the
regulated markets in other Member States.

App 3.9 Mapping of MIiFID, the tavestment-Services-Directive,-Banking Consolidation
Directive, UCITS Directive and Insurance Mediation Directive, to the Regulated

Activities Order
App G  The following Tables 1, 2, 2A and 2B, provide an outline of the regulated
3.9.1 activities and specified investments that may be of relevance to firms

considering undertaking passported activities under the Banking
Consolidation Directive, the-thvestment-Services-Directive MiFID, the
UCITS Directive and the Insurance Mediation Directive. The tables may be
of assistance to UK firms that are thinking of offering financial services in
another EEA State and to EEA firms that may offer those services in the
United Kingdom.

App G  The tables provide a general indication of the investments and activities

3.9.2 specified in the Regulated Activities Order that may correspond to
categories provided for in, the Banking Consolidation Directive, the
Investment-Services-Directive MiFID, the UCITS Directive or the Insurance
Mediation Directive. The tables do not provide definitive guidance as to
whether a firm is carrying on an activity that is capable of being passported,
nor do the tables take account of exceptions that remove the effect of
articles. Whether a firm is carrying on a passported activity will depend on
the particular circumstances of the firm. If a firm's activities give rise to
potential passporting issues, it should obtain specialist advice on the
relevant issues.

3.94 Note 2: The services and activities provided for in Sections A and B of
Annex | of MiFID when referring to the financial instruments provided for
in Section C of Annex | of that Directive are subject to mutual recognition
according to the BCD from 1 November 2007. Please refer to the table at
SUP App 3.9.5 below for mapping of MiFID investment services and
activities.
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G  Services set out in Annex tethetSB | to MiFID

Delete the existing table and substitute it with the one below (which,
although composed entirely of new text, is not underlined)

without a firm commitment basis

Table 2: MIFID investment services and Part Il RAO Part 111 RAO
activities Activities Investments

A MIFID investment services and

activities

Reception and transmission of orders |Article 25 (see Article 76-81, 83-

in relation to one or more financial | Note 1) 85, 89

instruments

Execution of orders on behalf of Avrticle 14, 21 A Article 76-81,

clients 83-85, 89

Dealing on own account Article 14 Article 76-81, 83-
85, 89

Portfolio management Article 37 Article 76-81, 83-
85, 89

Investment advice Article 53 Article 76-81, 83-
85, 89

Underwriting of financial Article 14, 21 Article 76-81, 83-

instruments and/or placing of 85, 89

financial instruments on a firm

commitment basis

Placing of financial instruments Article 21, 25 Article 76-81, 83-

85, 89

Operation of Multilateral Trading
Facilities

Article 25B (see
Note 2)

Article 76-81, 83-
85, 89

Ancillary services

Part Il RAO
Activities

Part 111 RAO
Investments

Safekeeping and administration of

financial instruments for the account

of clients, including custodianship
and related services such as

Article 40, 45, 64

Article 76-81, 83-
85, 89
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cash/collateral management

Granting credits or loans to an
investor to allow him to carry out a
transaction in one or more of the
relevant instruments where the firm
granting the credit or loan is
involved

Advice to undertakings on capital
structure, industrial strategy and
related matters and advice and
services relating to mergers and the
purchase of undertakings

Article 14, 21, 25,
53, 64

Article 76-80, 83-
85, 89

Foreign exchange services where
these are connected with the
provision of investment services

Article 14, 21, 25,
53, 64

Article 83-85, 89

Investment research and financial
analysis or other forms of general

Article 53, 64

Article 76-81, 83-
85, 89

recommendation relating to
transactions in financial instruments

Article 25, 53, 64 | Article 76-81, 83-

85, 89

6. | Services related to underwriting

7. Investment services and activities as Article 83 and 84
well as ancillary services of the type
included under Section A or B of
Annex | related to the underlying of
the derivatives included under
Section C 5, 6, 7 and 10-where these
are connected to the provision of

investment or ancillary services.

Article 14, 21, 25,
25B, 37, 53, 64

Note 1. The MiFID service of receiving and transmitting orders does not extend to the
regulated activity of making arrangements with a view to transactions in investments
under article 25(2) of the Regulated Activities Order unless the arrangements bring
about or would bring about particular transactions. This is the case, whether or not the
bringing about arises or would arise as a result of the person who makes the
arrangements receiving and transmitting orders in relation to particular transactions or
in any other way.

Note 2. A firm operating an MTF under article 25B does not need to have a permission
covering other regulated activities, unless it performs other regulated activities in
addition to operating an MTF.
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App G  Activities set out in Article 5(2) and (3) of the UCITS Directive
3.9.6

Table 2A: UCITS Directive activities Part Il RAO Part 111 RAO
Activities Investments

1. The management of UCITS in the form of unit |Articles 14, Articles 76-81,
trusts / common funds or of investment 21, 25, 37, 83-85, 89
companies; this includes the function 51, 53, 64
mentioned in Annex Il of the UCITS Directive
(see Note 2).

2. Managing portfolios of investments, including |Articles 14, Articles 76-81,
those owned by pension funds, in accordance |21, 25, 37, 83-85, 89
with mandates given by investors on a 53, 64
discretionary, client-by-client basis, where
such portfolios include one or more of the
instruments listed in Section BC of the-Annex |

to MiFID theSB-

3. Investment advice concerning one or more of | Articles 53, | Articles 76-81,
the instruments listed in Section BC of the 64 83-85, 89
Annex | to MiFID thetSB-

4. |Safekeeping and administration services in Acrticles 40, Acrticles 76-81,
relation to units of collective investment 45, 64 83-85, 89

undertakings.

Note 1. A UCITS management company can only exercise passport rights under the
UCITS Directive (article 2(21)(h) of MiFID the-4SB). A UCITS management company
can only be authorised to carry on the non-core services set out in rows (3) and (4) of
Table 2A if it is also authorised to carry on the activity set out in row (2) of the table.

Note 2. The functions set out in Annex 2 to the UCITS Directive are:

1. Investment management.

2. Administration:

a. legal and fund management accounting services;

b.  |customer inquiries;

C. valuation and pricing (including tax returns);

d. regulatory compliance monitoring;
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e. maintenance of unit-holder register;

f. distribution of income;

g. |unitissues and redemptions;

h.  |contract settlements (including certificate dispatch);

I. record keeping.

3. Marketing.

SUP Schedule 1

Record keeping requirements

SUP Sch .1.2 G
Handbook Subject of Contents of When record Retention
Reference record record must be made period
SUP 13.11.1R | Exercise of (1) Services or | Not specified | Five years (for
passport rights | activities firms
by UK firms carried on passporting
from a branch under MiFID)
in, or provided or three Fhree
cross-border years (for other
into, another firms) from
EEA State earlier of:
under an EEA (1) record
right. being
(2) The superseded,
Fequisite (2) firm
. ceasing to have
relevant details
) . any EEA
(H-apphicable). branches or
thl € Wel cross border
. services.
relevant details
relating to

those services
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or activities (as
set out in SUP
13.6 and SUP

13.7).

SUP Sch .2.2 G
Handbook Matter to be Contents of | Trigger event | Time allowed
Reference notified notification
SUP Changes to Details of Change in Before making
13.6.5G(1) branches proposed circumstances | change
(Firms change within control
passporting of UK firm
under the
rvestment
Services
Directive; the
UCITS
Directive and
Banking
Consolidation
Directive)
SUP 13.6.5BG | Changes to Details of Change in Before making
branches proposed circumstances, | change
(Eirms change including using
passporting for the first
under MiFID) time or ceasing
to use a tied
agent
etsablished in
the EEA State
in which the
branch is
established
SUP 13.6.10G | Changes to Details of Changes to As soon as
branches (not | change branch arising | reasonably
firms from practicable
passporting circumstances
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under MiFID) beyond control
of a UK firm
SUP 13.7.3G | Firms Details of Change in (@) change
passporting proposed programme of | arises from
under the change operations, or | circumstances
UCITS activities to be | within control
Directive carried on of firm: before
Investment under its EEA | making
Services right change.
Directive:
Change in (b) change
program of arises from
opgra}t!ons, or circumstances
actl\_ntles to be beyond UK
carrled_ on firm's control:
u_nder its EEA 35 S00N as
right practicable
(whether
before or after
change)
SUP 13.7.3BG | Firms Details of Change in Before making
passporting proposed activities to be | change.
under MiFID | change carried on
(cross-border using for the
Services): first time or
Change in ceasing to use a
program of tied agent
operations, or
activities to be
carried on
under its EEA
right
SUP 14.2.3 G |Changeto Details of Change to Before making
branch details | proposed branch details | the change
in change

circumstances
within control
of the firm
(firms
passporting
under the
Havestment
Services
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Directive-the
UCITS
Directive and
Banking
Consolidation
Directive)

SUP 14.2.11 G | Changes to UK | Details of Changes to Before making
branch details | proposed branch details | the change
for EEA MIFID | change
investment
firms

SUP 14.3.3 G | Changes to Details of Changes to (@) change
cross border proposed cross border arises from
services (firms | change services circumstances
passporting within control
under the of firm: before
Hrvestment making change
Services
gi(igtsive) (b) change

arises from
circumstances
beyond UK
firm's control:
as soon as
reasonably
practicable

SUP 14.3.3BG | Incoming EEA | Details of the | Change in Before the
firm proposed details change
passporting change to
under MiFID | cross-border

Services
SUP Sch 6.1 G

e) | the following rules in SUP 13 (Exercise of passport rights by UK
firms): SUP 13.5.1-R, SUP 13.5.2-R, SUP 13.11.1R, SUP 13 Annex

1, SUP 13 Annex 2 and SUP 13 Annex 3.
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FSA 2007/9

MIFID (MISCELLANEOUS AMENDMENTS) INSTRUMENT 2007

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act”):

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

2 section 157(1) (Guidance);

(3) section 158A (Guidance on outsourcing by investment firms);
4) section 210(3) (Statement of policy);

(5) section 213 (The compensation scheme); and

(6) section 395(5) (The Authority's procedures).

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

Commencement
C. This instrument comes into force on 1 November 2007.
Amendments to the Handbook

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

) )
Principles for Businesses sourcebook (PRIN) Annex A
Senior Management Arrangements, Systems and Controls Annex B
sourcebook (SYSC)
Threshold Conditions (COND) Annex C
General Provisions (GEN) Annex D
Prudential sourcebook for Banks, Building Societies and Annex E
Investment Businesses (BIPRU)
Training and Competence sourcebook (TC) Annex F
Supervision manual (SUP) Annex G
Compensation sourcebook (COMP) Annex H
Citation
E. This instrument may be cited as the MiFID (Miscellaneous amendments) Instrument
2007.

By order of the Board
25 January 2007



Annex A

Amendments to the Principles for Businesses sourcebook (PRIN)

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

Where an entire section of text is being inserted, the place where the change will be made is
indicated and the text is not underlined.

111 G  The Principles (see PRIN 2) apply in whole or in part to every firm. The
application of the Principles is modified for firms conducting MiFID
business, incoming EEA firms, incoming Treaty firms and UCITS qualifiers.
PRIN 3 (Rules about application) specifies to whom, to what and where the
Principles apply.

Purpose

1.1.2 G  The Principles are a general statement of the fundamental obligations of
firms under the regulatory system. This includes provisions which
implement the Single Market Directives. They derive their authority from
the FSA's rule-making powers as set out in the Act and reflect the regulatory
objectives.

1.1.6A

(@)

PRIN 4 (Principles : MiFID Business) provides guidance on the application
of the Principles to MiFID business.

1.2.2 G  Approach to client classification

Principles 6, 8 and 9 and parts of Principle 7, as qualified by PRIN 3.4.1R,
apply only in relation to customers (that is, clients which are not market
counterparties-eligible counterparties). The approach that a firm needs to
take regarding classification of clients into customers and market
counterparties-eligible counterparties will depend on whether the firm is
carrying on designated investment business or other activities, as described
in PRIN 1.2.3G and PRIN 1.2.4G.

1.2.3 G Classification: designated investment business

(1)



1.2.5

w
[EEN
(o]

w
[EEN
~

3.4.3

|70

(@)

2 The person to whom a firm provides basic advice on a stakeholder
product will be a retail clientprivate-eustomer for all purposes
including the purposes of Principles 6, 7, 8 and 9.

A firm is therefore not required to classify its clients (because COB 4.1.4R
does not apply) and may choose to comply with Principles 6, 7, 8 and 9 as if
all its clients were customers. Alternatively, it may choose to distinguish
between market eligible counterparties and customers in complying with
those Principles. But, in that case, the firm would need to classify any client
treated as an eligible counterparty-market-counterparty. In doing this, the
requirements in SYSC will apply, including the requirement to establish
appropriate systems and controls (SYSC 3.1.1R) and the requirement to
make and retain adequate records (SYSC 3.2.20R). In classifying its market
counterpartieseligible counterparties, it would be open to such a firm,
although not obligatory, to permit professional clients irtermediate
customers-to change eptup-to market-counterpartyeligible counterparty
status in accordance with COB 4.1.12 R. It would also have to treat an
market-counterpartyeligible counterparty as a customer if the firm had
chosen to treat the private-eustomer retail client in the circumstances set out
in COB 4.1.14R.

A firm will not be subject to a Principle to the extent that it would be
contrary to the UK's obligations under a Single Market Directive.

PRIN 4 provides specific guidance on the application of the Principles for
MiFID business.

General

R

Clients and the Principles

Although Principle 7 refers to clients, the requirement of Principle 7

relating to market-counterpartieseligible counterparties is that a firm must
communicate information to market-counterpartieseligible counterparties in
a way that is not misleading.

1)



2 The person to whom a firm provides basic advice on a stakeholder

product will be a retail clientprivate-eustomer for all purposes
including the purposes of Principles 6, 7, 8 and 9.

After PRIN 3.4 insert the following:

4 Principles : MiFID business
4.1 Principles : MiFID business

4.1.1 G PRIN 3.1.6R ensures that the Principles do not impose obligations upon
firms which are inconsistent with a Single Market Directive. If a Principle
does purport to impose such an obligation PRIN 3.1.6R disapplies that
Principle but only to the extent necessary to ensure compliance with
European law. This disapplication has practical effect only for certain
matters covered by MiFID, which are explained in this section.

Where?

4.1.2 G Under PRIN 3.3.1R, the territorial application of a number of Principles to a
UK MiIFID investment firm is extended to the extent that another applicable
rule which is relevant to an activity has a wider territorial scope. Under
PRIN 3.1.1R, the territorial application of a number of Principles to an EEA
MIFID investment firm, is narrowed to the extent that responsibility for the
matter in question is reserved to the firm's Home State regulator. These
modifications are relevant to Principles 1, 2, 3, 6, 7, 8, 9 and 10.

4.1.3 G Principles 4, 5 and 11 will have the same scope of territorial application for
MiFID business as for other business.

What?
4.1.4 G (1) Certain requirements under MiFID are disapplied for;
(@) eligible counterparty business;

(b) transactions concluded under the rules governing a multilateral
trading facility between its members or participants or between
the multilateral trading facility and its members or participants
in relation to the use of the multilateral trading facility;

(c) transactions concluded on a regulated market between its
members or participants.

(2) Under PRIN 3.1.6R, these disapplications may affect Principles 1, 2, 6
and 9. PRIN 3.1.6R applies only to the extent that the application of a
Principle would be contrary to the UK's obligations under a Single



4.1.5

Market Directive in respect of a particular transaction or matter. In line
with MiFID, these limitations relating to eligible counterparty business
and transactions under the rules of a multilateral trading facility or on a
regulated market only apply in relation to a firm's conduct of business
obligations to its clients under MIFID. They do not limit the
application of those Principles in relation to other matters, such as
client asset protections, systems and controls, prudential requirements
and market integrity. Further information about these limitations is
contained in Part 2 of COBS App 1.

(3) Principles 3, 4,5, 7, 8,10 and 11 are not limited in this way.

Although Principle 8 does not apply to eligible counterparty business, a firm
will owe obligations in respect of conflicts of interest set out in SYSC 10
which are wider than those contained in Principle 8 in that they apply to
eligible counterparty business.



Annex B
Amendments to the Senior Management, Systems and Controls sourcebook (SYSC)
In this Annex, underlining indicates new text and striking through indicates deleted text.

Where an entire section of text is being inserted, the place where the change will be made is
indicated and the text is not underlined

1.3 Application of the common platform requirements
Who?

1.3.1B G Whilst the common platform requirements do not generally apply to
incoming EEA firms, EEA MIFID investment firms must comply with the
common platform record-keeping requirements in relation to a branch in
the United Kingdom.

1.3.2 R The common platform organisational requirements apply with respect to
the carrying on of the following (unless provided otherwise within a
specific rule):

(1) regulated activities;

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

(3) ancillary activities:; and

4) in relation to MiFID business, ancillary services.

Where?

1.39 R The common platform requirements, except the common platform record-
keeping requirements, apply to a common platform firm in relation to
activities carried on by it from an establishment in the United Kingdom.

1.3.10 R The common platform requirements, except the common platform
requirements on financial crime_and the common platform record-keeping
requirements, apply to a common platform firm in relation to passported
activities carried on by it from a branch in another EEA State.

1.3.10A R The common platform record-keeping requirements apply to activities
carried on by:




@ a common platform firm; or

(2) an EEA MIFID investment firm;

from an establishment maintained in the United Kingdom, unless another
applicable rule which is relevant to the activity has a wider territorial scope,
in_which case the common platform record-keeping requirements apply
with that wider scope in relation to the activity described in that rule.

[Note: article 13(9) of MiFID]

6.1 Compliance

6.1.1 R A common platform firm must establish, implement and maintain adequate
policies and procedures sufficient to ensure compliance of the firm
including its managers, employees and appointed representatives (or where
applicable, tied agents) with its obligations under the regulatory system.

[Note: article 13(2) of MiFID]

After SYSC 8.1 insert the following:

8.2 Outsourcing of portfolio management for retail clients to a non-EEA State.

8.2.1 R (1) Inaddition to the requirements set out in the MiFID outsourcing
rules, when a MiFID investment firm outsources the investment
service of portfolio management to retail clients to a service provider
located in a non-EEA state, it must ensure that the following
conditions are satisfied:

(@) the service provider must be authorised or registered in its
home country to provide that service and must be subject to
prudential supervision;

(b) there must be an appropriate cooperation agreement between
the FSA and the supervisor in the non-EEA State.

(in this chapter the "conditions™).

[Note: article 15(1) of the MiFID implementing Directive]



8.2.2

8.2.3

8.2.4

8.2.5

8.2.6

(2) Inaddition to complying with the common platform outsourcing
rules, if one or both of the conditions are not satisfied, a MiFID
investment firm may enter into such an outsourcing only if it gives
prior notification in writing to the FSA containing adequate details of
the proposed outsourcing and the FSA does not object to that
arrangement within a reasonable time following receipt of that
notification.

[Note: article 15(2) and (4) of the MiFID implementing Directive]

(3) For the purposes of this rule a "reasonable time" is within one month
of receipt of a notification. However, the FSA may seek further
information from the MiFID investment firm in relation to the
outsourcing proposal if this is necessary to enable the FSA to make a
decision. Any effect this may have on the FSA's response time will
be notified to the MiFID investment firm and that revised response
time will constitute a reasonable time for the purposes of this rule.

[intentionally blank]

The conditions do not apply if the outsourcing only concerns ancillary
activities connected with portfolio management, for example IT processes
or execution only activities.

If a firm has received no notice of objection or no request for further
information from the FSA within one month of the FSA receiving the
notification, it may outsource the portfolio management on the basis set out
in the notification.

The FSA would use its powers under section 45 of the Act to vary a firm's
permission if it objected to such a notification.

Notification requirements: timing of notification

A firm should only make an outsourcing proposal notification to the FSA
after it has carried out due diligence on the service provider and has had
regard to the guidance set out in SYSC 8.3. The FSA will expect a firm to
only submit an outsourcing proposal notification in respect of a service
provider that the firm has determined is suitable to carry on the outsourcing
activity.

Notification requirements: content



8.2.7

8.2.8

8.2.9

8.3

8.3.1

8.3.2

8.3.3

The guidance set out in SYSC 8.3 includes information on what the FSA will
expect a firm to check before the submission of a notification.

A notification under this section should include:
(1) details on which of the conditions is not met;

(2) if applicable, details and evidence of the service provider's
authorisation or regulation including the regulator's contact details;

(3) the firm's proposals for meeting its obligations under this chapter on
an ongoing basis;

(4)  why the firm wishes to outsource to the service provider;

(5) a draft of the outsourcing agreement between the service provider
and the firm;

(6) the proposed start date of the outsourcing; and

(7)  confirmation that the firm has had regard to the guidance in SYSC
8.3, or if it has not, why not.

Notification requirements — additional guidance

Where the FSA has not objected to the outsourcing agreement, the firm
should have regard to its obligations under SUP 15 which include making
the FSA aware of any matters which could affect the firm's ability to provide
adequate services to its customers or could result in serious detriment to its
customers or where there has been material change in the information
previously provided to the FSA in relation to the outsourcing.

Guidance on outsourcing portfolio management for retail clients to a non-EEA

State

G

This guidance is relevant regardless of whether a firm outsources portfolio
management directly or indirectly via a third party. However, firms should
note that they may notify a secondary or indirect outsourcing in the same
notification as the direct outsourcing.

This guidance sets out examples of the type of actions that a firm proposing
to outsource should have undertaken when assessing the suitability of the
service provider and its ability to carry on the outsourced activity.

[Note: article 15(3) of the MiFID implementing Directive]

If a firm can demonstrate that it has taken the following guidance into
account and has satisfactorily concluded that it would be able to continue to
satisfy the common platform outsourcing rules and provide adequate



8.3.4

8.3.5

8.3.6

protection for consumers despite not satisfying the conditions, the FSA
would not be likely to object to that outsourcing.

If the outsourcing allows the service provider to sub-contract any of the
services to be provided under the outsourcing, any such sub-contracting
shall not affect the service provider's responsibilities under the outsourcing
agreement.

The outsourcing agreement should entitle the firm to terminate the
outsourcing if the service provider undergoes a change of control or
becomes insolvent, goes into liquidation or receivership (or equivalent in its
home state) or is in persistent material default under the agreement.

The following should be taken into account where the service provider is
not authorised or registered in its home country and/or not subject to
prudential supervision.

(1) The firm should examine, and be able to demonstrate, to what extent
the service provider may be subject to any form of voluntary
regulation, including self-regulation in its home state.

(2) The firm should be able to satisfy the FSA that the service provider is
committed for the term of the outsourcing agreement to devoting
sufficient, competent resources to providing the service.

(3) Inaddition to the requirement to ensure that a service provider
discloses any developments that may have a material impact on its
ability carry out the outsourcing (SYSC 8.1.8(6)), where the
conditions are not met the developments to be disclosed should
include, but are not limited to:

@) any adverse effect that any laws or regulations introduced in
the service provider's home country may have on its carrying
on the outsourced activity; and

(b) any changes to its capital reserve levels or its prudential risks.

(4) The firm should satisfy itself that the service provider is able to meet
its liabilities as they fall due and that it has positive net assets.

(5) The firm should require that the service provider prepares annual
reports and accounts which:

@) are in accordance with the service provider's national law
which, in all material respects, is the same as or equivalent to
the international accounting standards;

(b) have been independently audited and reported on in
accordance with the service provider's national law which is
the same as or equivalent to international auditing standards.

10



(6) The firm should receive copies of each set of the audited annual report
and accounts of the service provider. If the service provider expects
or knows its auditor will qualify his report on the audited report and
accounts, or add an explanatory paragraph, the service provider
should be required to notify the firm without delay.

(7)  The firm should satisfy itself, and be able to demonstrate, that it has in
place appropriate procedures to ensure that it is fully aware of the
service provider's controls for protecting confidential information.

(8) Inaddition to the requirement at SYSC 8.1.8R (10) that the service
provider must protect any confidential information relating to the firm
or its clients, the outsourcing agreement should require the service
provider to notify the firm immediately if there is a breach of
confidentiality.

(9) The outsourcing agreement should be governed by the law and
subject to the jurisdiction of an EEA state.

8.3.7 G  The following should be taken into account by a firm where there is no
cooperation agreement between the FSA and the supervisory authority of
the service provider or there is no supervisory authority of the service
provider.

(1) The outsourcing agreement should ensure the firm can provide the
FSA with any information relating to the outsourced activity the FSA
may require in order to carry out effective supervision. The firm
should therefore assess the extent to which the service provider's
regulator and/or local laws and regulations may restrict access to
information about the outsourced activity. Any such restriction
should be described in the notification to be sent to the FSA.

(2) The outsourcing agreement should require the service provider to
provide the firm's offices in the UK with all requested information
required to meet the firm's regulatory obligations. The FSA should be
given an enforceable right under the agreement to obtain such
information from the firm and to require the service provider to
provide the information directly.

After SYSC 8 insert the following:

9 Record-keeping

9.1 General rules on record-keeping

9.1.-1 R This chapter applies to the MiFID business of a firm.

11



9.1.-2

9.11

9.12

9.13

914
9.15

9.16

This chapter applies only to the extent necessary to implement MiFID and
the MiFID implementing directive.

A firm must arrange for orderly records to be kept of its business and
internal organisation, including all services and transactions undertaken by
it, which must be sufficient to enable the FSA or any other relevant
competent authority under MiFID to monitor the firm's compliance with the
requirements under the regulatory system, and in particular to ascertain that
the firm has complied with all obligations with respect to clients.

[Note: article 13(6) of MiFID and article 5(1)(f) of the MiFID implementing
Directive]

A firm must retain all records kept by it under this chapter in relation to its
MiFID business for a period of at least five years.

[Note: article 51 (1) of the MiFID implementing Directive]

In relation to its MIFID business, a common platform firm must retain
records in a medium that allows the storage of information in a way
accessible for future reference by the FSA or any other relevant competent
authority under MiFID, and so that the following conditions are met:

(1) the FSA or any other relevant competent authority under MiFID must
be able to access them readily and to reconstitute each key stage of
the processing of each transaction;

(2) it must be possible for any corrections or other amendments, and the
contents of the records prior to such corrections and amendments, to
be easily ascertained,

(3) it must not be possible for the records otherwise to be manipulated or
altered.

[Note: article 51(2) of the MiFID implementing Directive]

Guidance on record-keeping

[intentionally blank]
[intentionally blank]

[intentionally blank]
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10.11

10.1.3

10.2.2

R

Application

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

Identifying conflicts

R

R

A common platform firm must take all reasonable steps to identify conflicts
of interest between:

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

(2 one client of the firm and another client;

that arise, or may arise, in the course of the firm providing any service
referred to in SYSC 10.1.1R.

[Note: article 18(1) of MiFID]

Control of information

(1) When a common platform firm establishes and maintains a Chinese
wall (that is, an arrangement that requires information held by a
person in the course of carrying on one part of the business to be
withheld from, or not to be used for, persons with or for whom it acts
in the course of carrying on another part of its business) it may:

(@  withhold or not use the information held; and

(b)  for that purpose, permit persons employed in the first part of
its business to withhold the information held from those
employed in that other part of the business;

but only to the extent that the business of one of those parts involves
the carrying on of regulated activities, e ancillary activities: or, in the
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case of MiFID business, the provision of ancillary services.
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Annex C

Amendments to Threshold Conditions (COND)

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

2.2.1

2.2.2

2.2.3

Threshold condition 2: Location of Offices
Paragraph 2, Schedule 6 to the Act

(1) Subject to sub-paragraph 1(A) and (3), if the person concerned is a
body corporate constituted under the law of any part of the United
Kingdom -

(@) its head office, and

(b) if it has a registered office, that office, must be in the United
Kingdom.

(1A) If-

the requlated activity concerned is any of the investment services
and activities, and

(E)]
(b) the person concerned is a body corporate with no registered

office,

sub-paragraph (1B) applies in place of sub-paragraph (1).

(1B) If the person concerned has its head office in the United Kingdom, it
must carry on business in the United Kingdom.

[Note: article 5(4) of MiFID]

Threshold condition 2(1) and (2) (Location of offices), implement the
requirements of article 6 of the Post BCCI Directive and article 5(4) of
MiFID and threshold condition 2(3) and (4) implements article 2.9 of the
Insurance Mediation Directive, although the Act extends threshold condition
2 to firms which are outside the scope of the Single Market Directives and
the UCITS Directive.

Neither the Post BCCI Directive, MiFID, the Insurance Mediation Directive
nor the Act define what is meant by a firm's 'head office'. This is not
necessarily the firm's place of incorporation or the place where its business is
wholly or mainly carried on. Although the FSA will judge each application
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on a case-by-case basis, the key issue in identifying the head office of a firm
is the location of its central management and control, that is, the location of:

1) the directors and other senior management, who make decisions
relating to the firm's central direction, and the material management
decisions of the firm on a day-to-day basis; and

(2 the central administrative functions of the firm (for example, central
compliance, internal audit).
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1.2.2

4.1

411

Annex D

Amendments to the General Provisions sourcebook (GEN)

R (1)

)

Unless required to do so under the regulatory system, a firm must
ensure that neither it nor anyone acting on its behalf claims, in a
public statement or to a client, expressly or by implication, that its
affairs, or any aspect of them, have the approval or endorsement of
the FSA or another competent authority.

[Note: article 27(8) of the MiFID implementing Directive]

Application and purpose

Who? What?

R This chapter applies to every firm and with respect to every regulated
activity, except that:

1)
(3)

(4)

for an incoming firm not falling under (1) or (2), this chapter does
not apply to the extent that the firm is subject to equivalent rules
imposed by its Home State; and

for a UCITS qualifier, this chapter does not apply-; and

this chapter does not apply in relation to MiFID business or the
equivalent business of a third country investment firm.
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Annex E

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.

1.14 G
1.15 G
1.1.11 R

Purpose

BIPRU 1.1 implements in part Articles 3(1)(b), 5, 9, 10 and 20 of the
Capital Adequacy Directive. Howeverit-amends-these-definitions-se-as-to
I he classificati ¥ : I her than FID.

Guidance on the categorisation of investment firms for the purposes of
BIPRU and GENPRU from-1-Neovember2007-wil-beis included in PERG
13 (Guidance on the scope of the Markets in Financial Instruments Directive
and the recast Capital Adequacy Directive).

Types of investment firm: Limited activity firms

A limited activity firm means (as specified by Article 20(3) of the Capital
Adequacy Directive (Exemptions from operational risk)) a CAD investment
firm that satisfies the following conditions:

(1)
(@)
(b) it satisfies the following conditions:
(i)

(i) the only eere investment service it undertakes is
dealing on own account;

Type of investment firm: Limited licence firms
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1.1.12

1.1.14

1.1.15

1.1.16

R

R

G

G

A limited licence firm means (as specified by Article 20(2) of the Capital
Adequacy Directive (Exemptions from operational risk)) a CAD investment
firm that is not authorised to:

1)

2 provide the investment services of underwriting or placing financial
instruments (as referred to in point 46 of Section A of Annex | of the
ISBMIFID) on a firm commitment basis.

1)

2 A person whose head office is in an EEA State is a CAD investment
firm if it is an investment firm that is subject to the requirements
imposed by the ASBMIFID but excludes the following:

(a)

3) An investment firm whose head office is not in an EEA State is a
CAD investment firm if it would have fallen into (2) if:

(@)

(b) it had carried on all its business in the EEA and had obtained
whatever authorisations for doing so are required under the
I1SBMIFID.

) . ith the | it of ) icle 2(2
oftheSB-is The following are excluded from the definition of a CAD

investment firm and hence from the definition of BIPRU investment firm-:

(1) aninvestment firm to which MiFID does not apply under Article
2(1); and

(2)  aninvestment firm with the benefit of an exemption pursuant to
Article 3 of MiFID.

In accordance with Article 3(1)(b)(iii) of the Capital Adequacy Directive
(Definitions), an exempt CAD firm means an investment firm that satisfies
the following conditions:

1)

(2)  the only eere investment service for which it is authorised is
receiving and transmitting orders from investors (as referred to in
Section A of Annex | of the+SBMIFID) without holding money or
securities belonging to its clients in relation to investment services it
provides and for that reason it may not at any time place itself in debt
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1.1.19

1.1.20

1.1.22

R

R

R

with those clients.

A BIPRU 125K firm means a BIPRU investment firm that satisfies the
following conditions:

Q) it does not:
(a)

(b) underwrite issues of financial instruments (as referred in
Section A of Annex | of thelSBMIFID) on a firm
commitment basis;

(2)

3) it offers one or more of the following services (all as referred to in
Section A of Annex | of the SBMIFID):

(a)
(b)

(c) the management of individual portfolios of investments in
financial instruments; and

4) it is not a UCITS investment firm:; and

(5) it does not operate a multilateral trading facility.

Types of investment firm: BIPRU 50K firm

A BIPRU 50K firm means a BIPRU investment firm that satisfies the
following conditions:

1)

2 it does not hold clients' money or securities in relation to investment
services it provides and it is not authorised to do so; ané

3 it is not a UCITS investment firm-; and

(4) it does not operate a multilateral trading facility.

Types of investment firm: 730K firm

A BIPRU investment firm that is not a UCITS investment firm, a BIPRU 50K
firm or a BIPRU 125K firm is a BIPRU 730K firm. A BIPRU investment
firm that operates a multilateral trading facility is a BIPRU 730K firm.

20



Meaning of dealing on own account

1.1.23 R (1 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 point 2-3 of Section A of the Annex | to the

ISBMIFID, subject to (2) and (3).
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Annex F

Amendments to Training and Competence sourcebook (TC)

In this Annex, underlining indicates new text and striking through indicates deleted text.
Where an entire section of text is being deleted this is indicated and no text is struck through.

2.1.1B G The rules and guidance in this sourcebook support the obligations on
common platform firms set out in SYSC 5 and SYSC 6.1 and the FSA's
supervisory function in relation to these firms.

2.1.2 R (1) Inrelation to designated investment business:

(@) unless (aa-3) applies, this chapter applies to a UK domestic firm in
respect of its employees who engage in or oversee activities {te

(i)
(ii)
(aa) [deleted]

(b) unless (bb) applies, this chapter applies to an overseas firm in
respect of its employees who engage in or oversee activities {te
the-extent-indicated-inFC-2.1-4R)-from an establishment
maintained by the firm (or its appointed representative) in the
United Kingdom.

(bb) if the designated investment business constitutes insurance
mediation activity or MiFID business, this chapter does not apply
to an everseasfirm-which-is-an incoming EEA firm.

3 In relation to insurance mediation activities #a-respect-ef-non-
. : o i o f |
or MiFID business, this chapter applies to any such activity
carried on, by or overseen, by a UK domestic firm:

@ ...
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Activities to which TC 2 applies

214 R

Activity

Extent of Application

1. Employees
engaging in:

Advising and dealing

1. In relation to designated
investment business:

(a) if the activity is carried on
with or for a private-customer
retail client, whole of TC 2
applies as if each reference to
private customer were a reference
to retail client;

(b) if the activity is carried on
with or for an irtermediate
customer professional client or an
market-counterparty eligible
counterparty;

3. In relation to advising on
investments which are non-
investment insurance contracts if
the activity is carried on with or
for a retail customer (see ICOB)
the whole of this chapter ¥&-2
applies, except for the rules and
guidance relating to appropriate
examinations (TC 2.5);-as+H-FC
eachreference-to-private
customer-were-areferenceto
retatl-customer:

2. Employees
overseeing on a
day-to-day basis

(a) operating, or acting as a
trustee or depositary of, a
collective investment scheme;

(e) taking private-customers retail

clients through ...

Whole of ¥S-2 this chapter
applies except ¥G-2-+
{Supervising) the rules and
guidance relating to supervising
and monitoring (TC 2.7).
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24.2

2.4.3

251
2.5.1A

2.5.2

28.1

G

1)

(b) the firm has satisfied itself that the employee has an adequate

level of knowledge and skills to act with-orfer-private
customers while under supervision.

1)

(2) appropriate skills in analysing private customers' needs and
circumstances when applying relevant knowledge.

[deleted]
[deleted]
[deleted]

1)

(2) Therecords in (1) must be retained by the firm for the following
periods fer-at-leastthree-years after an employee ceases to engage in
or oversee an activity; except-for-the-records-of pension-transfer

ialists_whic! I nod indofinitely.

(a) at least five years where the activity was MiFID business;

(b) indefinitely for the records of pension transfer specialists; and

(c) three years for the records of all other activities.
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Schedule 1 to be amended as follows:

Handbook
reference

Subject of
record

Contents of
record

When record
must be made

Retention
period

TC249G

Attaining
Competence

Data on
competence

On a continuing
basis

For the
following
periods after an
employee ceases
to engage in or
oversee an

1) 5 years where
the activity was
MIFID business

2) for PTS

indefinitely; and

3) 3 vears for all
other activities.

TC 2.5.6G (1)

Appropriate

Criteria for

At the time of
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examinations -
regulatory
module only

application of
TC255Rt0
the employee

the application
of the rule

For the
following
periods after an
employee ceases

to engage in or
oversee an

1) 5 years where

the activity was
MiFID business

2) for PTS,

indefinitely; and

3) 3 years for all
other activities.

TC 2.5.6G (2)

Appropriate
examinations

Criteria for
application of
TC255AR 0
the employee

At the time of
the application
of the rule

For the
following
periods after an
employee ceases
to engage in or
oversee an
activity:

1) 5 years where
the activity was
MIiFID business

2) for PTS,

indefinitely; and

3) 3 years for all
other activities.

1C 264G

Maintaining
Competence

Criteria for and
application of
assessment

On a continuing
basis after
competence

For 3 years only
afteran

employee ceases
to-engage--or
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overseeah
.. ‘
S indefinite.

For the
following
periods after an
employee ceases
to engage in or
oversee an
activity:

1) 5 years where
the activity was
MIiFID business

2) for PTS,

indefinitely; and

3) 3 vears for all
other activities.

TC 276G

Supervising and
monitoring

Criteria in
deciding level of
supervision and
how it is carried
out

When the
employee begins
in the activity
and on an
ongoing basis

For the
following
periods after an
employee ceases

to engage in or
oversee an

1) 5 years where

the activity was
MiFID business

2) for PTS,

indefinitely; and

3) 3 vears for all
other activities.

TC 2.8.1R (1)

Compliance
with sourcebook

Data on
competence,
relevant to
compliance with
the sourcebook

When the
employee begins
in the activity
and on a
continuing basis
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it
For the
following
periods after an
employee ceases
to engage in or
oversee an

1) 5 years where
the activity was
MIiFID business

2) for PTS

indefinitely; and

3) 3 years for all
other activities.
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Annex G

Amendments to the Supervision manual (SUP)

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

6.342 G Q) Firms should be aware that the FSA may exercise its own-initiative
power to vary or cancel their Part IV permission if they do not:

@) commence a regulated activity for which they have Part IV
permission within a period of at least 12 months from the
date of being given; or

(b) carry on a regulated activity for which they have Part IV
permission for a period of at least 12 months (irrespective of
the date of grant).

(1A) The FSA may exercise its own-initiative power to cancel an
investment firm's Part IV permission if the investment firm has
provided or performed no investment services and activities at any
time during the period of six months ending with the day on which
the warning notice under section 54(1) of the Act is given (see ENF

5.3.2G).
[Note: article 8(a) of MiFID]

10.7.13 G

A
these-provisionsis-setout-in-SYSC-1-1. A firm's obligations in respect of its
money laundering reporting officer are set out elsewhere in the Handbook
(see SYSC 3.2.61R and SYSC 6.3.9R and for their scope, see the application
provisions in SYSC 1.1 and SYSC 1.3).

12.1

12.1.1 R

(1A) This chapter applies to a UK MiFID investment firm which is
considering appointing, has decided to appoint or has appointed an
EEA tied agent.
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1215

1221

12.2.7

(@)

G

(3)

This chapter does not apply in relation to a tied agent acting on
behalf of an EEA MiFID investment firm unless that tied agent is
established in the UK.

This chapter also sets out guidance about section 39A of the Act, which is

relevant to a UK MiFID investment firm that is considering appointing an

FSA reqistered tied agent. It also sets out the FSA's rules, and gquidance on

those rules, in relation to the appointment of an EEA tied agent by a UK

MiFID investment firm.

1)
(2)

If an appointed representative is also a tied agent he must also
satisfy the condition in section 39(1A) of the Act in order to be an
exempt person. See SUP 12.4.12G for guidance on that condition
and SUP 12.2.16G for more general guidance about tied agents.

Business for which an appointed representative is exempt

)

(3)

H-the-appointed representative is-an investment Hirm (see (3))-the
buslmess "l' (Ii) Ielﬁeeﬁs_net thclude Ile reception-and-tras |sn||55|en| el I

| : | ity is solel behalf of hor i
firm- If the appointed representative is a tied agent of an EEA firm,

the business for which the appointed representative may be exempt
includes the following additional activities:

(@ placing financial instruments;

(b) providing advice to clients or potential clients in relation to
the placing of financial instruments.

[deleted]
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12.2.16

(@)

What is a tied agent?

1)

A tied agent is a person who acts for and under the responsibility of
a MiFID investment firm (or a third country investment firm) in
respect of MiFID business (or the equivalent business of the third
country investment firm). Most tied agents appointed by firms are
also appointed representatives.

Unless otherwise provided, this chapter applies to a firm that
appoints a tied agent that is an appointed representative in the same
way as it applies to the appointment of any other appointed

representative.

This chapter sets out the provisions which apply to tied agents:

(@ established in the UK; or

(b) established in another EEA State and appointed by a UK
MiFID investment firm.

A tied agent appointed by a firm to carry on investment services and
activities or ancillary services on its behalf may not provide cross
border services or establish a branch in another EEA State in its own
right. This is because tied agents do not have passporting rights.
The tied agent of a MiFID investment firm may, however, provide
cross border services or establish a branch in another EEA State by
availing itself of the appointing firm’s passport. MiFID investment
firms may also appoint tied agents established in different EEA
States.

A tied agent will not be an appointed representative if it does not
and is not likely to conduct any business as a tied agent in the UK.
If such a tied agent is appointed by a UK MiFID investment firm it
will be an EEA tied agent. EEA tied agents are either FSA
registered tied agents or EEA reqistered tied agents.

This chapter only applies to a firm that appoints a tied agent that is
not an appointed representative where it expressly refers to tied

agents.

Under MiFID, an EEA State may prohibit the appointment of tied
agents by MiFID investment firms for which it is the Home State. If
a UK MIFID investment firm appoints a tied agent established in
such an EEA State, the tied agent must be registered with the FSA.
Such an EEA tied agent is referred to in the Handbook as an FSA
registered tied agent.

If a UK MiFID investment firm appoints a tied agent established in
an EEA State that allows MiFID investment firms for which it is the
home State to appoint tied agents, the tied agent must be registered
with the competent authority of the EEA State in which it is
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12.3

12.34

12.35

12.3.6

12.4

established. Such an EEA tied agent is referred to in the Handbook
as an EEA reqistered tied agent.

What responsibility does a firm have for its appointed representative or EEA tied
agent?

(@)

[0

(@)

Responsibility for appointed representatives

SYSC 6.1.1R requires a MiFID investment firm to ensure the compliance of
its appointed representative with obligations under the requlatory system.
The concept of a relevant person in SYSC includes an officer or employee of

a tied agent.

Responsibility for EEA tied agents

A UK MiFID investment firm must not appoint an EEA registered tied agent
or allow such an agent to continue to act for it unless it accepts or has
accepted responsibility in writing for the agent's activities in acting as its
EEA reqistered tied agent.

[Note: paragraph 1 of article 23(2) of MiFID]

The effect of section 39A(6)(b) of the Act is to prohibit a UK MiFID
investment firm from appointing an FSA reqistered tied agent unless it has
accepted responsibility in writing for the agent's activities in acting as a tied
agent.

What must a firm do when it appoints an appointed representative or an EEA tied
agent?

A firm must ensure that a tied agent that is an appointed representative is of
sufficiently good repute and that it possesses appropriate general,
commercial and professional knowledge so as to be able to communicate
accurately all relevant information regarding the proposed service to the
client or potential client. This does not limit a firm's obligations under SUP
12.4.2 R.

[Note: paragraphs 3 and 4 of article 23(3) of MiFID ]
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12.4.12

12.5.2

[0

Tied agents

G

G

Appointment of an FSA reqistered tied agent

If a UK MiFID investment firm appoints an FSA registered tied agent, SUP

12.4.2R and SUP 12.4.2AR apply to that firm as though the FSA reqistered

tied agent were an appointed representative.

[Note: paragraphs 3 and 4 of article 23(3) of MiFID ]

(1)

(1)

A tied agent that is an appointed representative may not start to act
as a tied agent until it is included on the applicable register (section
39(1A) of the Act). If the tied agent is established in the UK, the
register maintained by the FSA is the applicable register for these
purposes. If the tied agent is established in another EEA State, it
should consult section 39(1B) of the Act to determine the applicable

register.

A UK MIFID investment firm that appoints an FSA registered tied
agent who is not registered with the FSA will, subject to certain
conditions, be taken to have contravened a requirement imposed on
it by or under the Act (see section 39A(6)(c) and (d) of the Act).

A UK MiFID investment firm that appoints an EEA registered tied
agent will be required to register that agent with the competent
authority of the EEA State in which it is established. This
requirement will be imposed by the rules of that EEA State.

If the tied agent is not established in the UK and is appointed by an
EEA MiFID investment firm, it cannot commence acting as a tied
agent until it is included on the public register of tied agents in the
EEA State in which it is established (or in certain cases, of the Home
State of the firm).

If an appointed representative's scope of appointment is to include
acting as a tied agent, the principal must notify the FSA of the
appointment before the appointed representative starts acting as such
(see SUP 12.7.7 R (1A)).

A tied agent can only act as such for one MiFID investment firm or
third country investment firm (see SUP 12.5.6AR(1A)).

Regulations 3(1) te and (2) {3)of the Appointed Representatives
Regulations makes it a requirement that the contract between the
firm and the appointed representative (unless it prohibits the
appointed representative from representing other counterparties)
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12.5.6A

R

contains a provision enabling the firm to:

(1A) The requirement described in paragraph (1) does not apply if the firm
is an EEA MiFID investment firm.

If a UK MIFID investment firm or a third country investment firm appoints
an appointed representative that is a tied agent, requlation 3(6) of the
Appointed Representative Requlations requires the contract between the firm
and the appointed representative to contain a provision that the
representative is only permitted to provide the services and carry on the
activities referred to in Article 4(1)(25) of MiFID while he is entered on the
applicable reqgister.

Prohibition of multiple principals for certain activities

(1A) If the appointed representative is a tied agent, the prohibition must
prevent the appointed representative acting as a tied agent for any
other MiFID investment firm or third country investment firm.

To be inserted after SUP 12.5.6A

12.5.6B

12.5.8

G

[Note: articles 4(1)(25) and 23(1) of MiFID]

(1A) The effect of SUP 12.5.6A R(1A) is that tied agents are restricted to
one principal when acting as such. A tied agent who has a MiFID
investment firm or a third country investment firm as a principal may
have other principals who are not MiFID investment firms or third
country investment firms.

Required contract terms for EEA tied agents

If a UK MIiFID investment firm appoints an EEA tied agent, SUP
12.5.6AR(1A) applies to that firm as though the EEA tied agent were an
appointed representative.

[Note: articles 4(1)(25) and 23(1) of MiFID]
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Required contract terms for FSA reqistered tied agents

12.5.9 G Under section 39A(6)(a) of the Act a UK MiFID investment firm must
ensure that the contract it uses to appoint an FSA registered tied agent
complies with the requirements that would apply under the Appointed
Representative Regulations if it were appointing an appointed
representative.

12.6 Continuing obligations of firms with appointed representatives or EEA tied agents

12.6.1A R Afirmthatis a principal of a tied agent that is an appointed representative
must monitor the activities of that tied agent so as to ensure the firm
complies with obligations imposed under MiFID (or equivalent obligations
relating to the equivalent business of a third country investment firm) when
acting through that tied agent.

[Note: paragraph 3 of Article 23(2) of MiFID]

Appointed representatives not to hold client money

12.6.5 R

(2 The firm must take reasonable steps to ensure that if client money is
received by the appointed representative, it is paid into a client bank
account of the firm, or forwarded to the firm, in accordance with:

(a) CASS4.3.15Rto CASS4.3.17R; or
(b) CASS5.5.18 R to CASS 5.5.21 R unless acting in accordance
with CASS 5.5.23 R (Periodic segregation and reconciliation);

or;

(c) the MIFID client money segregation requirements.

12.6.5A G  When complying with the MiFID client money segregation requirements,
firms' attention is drawn to the quidance in CASS 7.4.24 G to CASS 7.4.27
G.

12.6.7 G  Senior management responsibility for appointed representatives

The senior management of a firm should be aware that the activities of
appointed representatives are an integral part of the business that they
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12.6.13

12.6.14

12.6.15

12.7.1

12.7.5

manage. The responsibility for the control and monitoring of the activities of
appointed representatives rests with the senior management of the firm.

Continuing obligations of firms with tied agents

[0

A firm must ensure that its tied agent discloses the capacity in which he is
acting and the firm he is representing when contacting a client or potential
client or before dealing with a client or potential client.

[Note: paragraph 1 of article 23(2) of MiFID]

A firm must take adequate measures in order to avoid any negative impact of
the activities of its tied agent not covered by the scope of MiFID (or relating
to the equivalent business of a third country investment firm) could have on
the activities carried out by the tied agent on behalf of the firm.

[Note: paragraph 1 of article 23(4) of MiFID]

Continuing obligations of firms with EEA tied agents

R

RG

If a UK MIiFID investment firm appoints an EEA tied agent, SUP 12.6.1R,
SUP 12.6.1AR, SUP 12.6.5R and SUP 12.6.11AR apply to that firm as
though the EEA tied agent were an appointed representative.

1)
(@)

(aa) if the firm appoints a tied agent and the tied agent is not
included in the Reqgister (see SUP 12.4.11 G), before; or

(b)

To contact the Authorisation and Approvals Department (Authorisation
teams):

(1)  telephone on 020 7066 1000; fax on 020 7066 1099; or

(2)  write to: Authorisation and Approvals Department (Authorisation
teams), The Financial Services Authority, 25 The North Colonnade,
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Canary Wharf, London E14 5HS; or
3) email appreps@ fsa.gov.uk.
1276 G [deleted]
Notification of changes in information given to the FSA

12.7.7 R

(1A) If:

@ (i the scope of appointment changes such that the
appointed representative acts as a tied agent for the
first time; and

(i) the appointed representative is not included on the
Register; or

(b)  the appointed representative ceases to act as a tied agent;

the appointed representative's principal must give written notice to the FSA
of that change before the appointed representative begins to act as a tied
agent (see SUP 12.4) or as soon as the appointed representative ceases to
act as a tied agent.

2 Where there is a change in any of the information provided to the
FSA under SUP 12.7.1 R or SUP 12.7.7R(1A), a firm must complete
and submit to the FSA the form in SUP 12 Annex 4 (Appointed
representative notification form) in accordance with the instructions
on the form and within ten business days of that change being made
or, if later, as soon as the firm becomes aware of the change. The
Appointed representative notification form must state that the
information has changed.

3) A firm's notification under (1) and (2) must be given to a member of
or addressed for the attention of the Monitoring and Notifications
Department at the address given in SUP_12.7.5G.

Notifications relating to EEA tied agents

12.7.9 R Ifa UK MIFID investment firm appoints an EEA tied agent this section
applies to that firm as though the EEA tied agent were an appointed

representative.

12.8 Termination of a relationship with an appointed representative or EEA tied agent
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Termination of a UK MiFID investment firm's relationship with an EEA tied
agent

12.8.6 R Ifa UK MIFID investment firm has appointed an EEA tied agent this section
applies to that firm as though the EEA tied agent were an appointed

representative.

12.9.2 R A firm must retain these records for at least three years from the date of
termination or the amendment of the contract with the appointed
representative- other than in respect of tied agents when the records must be
retained for a period of five years.

Record keeping in relation to EEA tied agents

1295 R If a UK MIFID investment firm appoints an EEA tied agent this section
applies to that firm as though the EEA tied agent were an appointed

representative.

Schedule 1 Record Keeping Requirements
Handbook = Subject of Contents of record When record  Retention Period
reference Record must be made
SUP 12.9.1 Appointed (1) Appointed On 3 years from
R, SUP Representatives Representative's appointment,  termination or
1292 R, name amendment of amendment of the
contract or contract, other
termination of = than in respect of
contract tied agents when
period is five
years.
SUP EEA tied If a UK MiFID
12.9.5R agents investment firm

appoints an EEA

tied agent the

record keeping
requirements in

SUP 12.9 applies
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to that firm as
though the EEA
tied agent were an

appointed
representative.

Time allowed

(1) (if the
appointment
covers insurance
mediation
activities and the
appointed
representative is
not included on
the Register as
carrying on such
activities in
another capacity)
before; or’

(2) if the firm
appoints a tied
agent and the tied
agent is not
included in the
Register (see SUP
12.4.11 G),

before; or

(23) (otherwise)
ten business days
after;’

the appointed
representative
begins to carry on
regulated
activities under
the contract

Notification must

Schedule 2 Notification requirements
Handbook  Matterto  Contents of Trigger
reference be notified notification event
SUP 12.7.1  Appointed
R Represent

atives

SUP 12.7.7 Appointed That fact. Change of
R (1A) Represent scope of

be made prior to
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12.8.6R

atives —

commenci

ng as tied

agent.

EEA tied If a UK MiFID

agents investment firm
appoints an EEA
tied agent the
notification
requirements in
SUP 12.7 apply to
that firm as though
the EEA tied agent
were an appointed
representative.

EEA tied If a UK MiFID

agents investment firm

appoints an EEA
tied agent the
notification
requirements in
SUP 12.8 apply to
that firm as though
the EEA tied agent
were an appointed

representative.
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Annex H
Amendments to the Compensation sourcebook (COMP)

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

55 Protected investment business

55.2 R COMP 5.5.1R only applies if the protected investment business was carried
on from:

(1)  an establishment of the relevant person in the United Kingdom; or

(2)  abranch of a UK firm which is:

(@) andSB MIFID investment firm {including-a-credit-instituti
which-is-aptSD-MiFD-tvestment-firmy; or

(b) a UCITS management company established in another EEA
State (but only in relation to managing investments (other than
of a collective investment scheme), advising on investments or
safeguarding and administering investments);

and the claim is an ICD claim; or

(3)  both (1) and (2).

6.2.2 G  Anincoming EEA firm, which is a credit institution, an IMD insurance
intermediary, ar-SB a MiFID investment firm or a UCITS management
company, and its appointed representatives are not relevant persons in
relation to the firm's passported activities, unless it has top-up cover (and in
the case of a UCITS management company, only in relation to managing
investments (other than of a collective investment scheme), advising on
investments or safeguarding and administering investments). (See definition
of "participant firm").
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FSA 2007/10

INTEGRATED REGULATORY REPORTING INSTRUMENT 2007

Powers exercised

A The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act”):

Q) section 138 (General rule-making power);
(@) section 156 (General supplementary powers); and
3 section 157(1) (Guidance).

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

Commencement
C. This instrument comes into force as follows:
1) the amendments in Part 1 of the Annex come into force on 6 April 2007;

@) the amendments in Parts 2 to 4 of the Annex come into force on 1 November
2007;

(3) the amendments in Parts 5 to 6 of the Annex come into force on 1 January
2008;

4) the amendments in Part 7 of the Annex come into force on 1 February 2008;

(5)  the amendments in Part 8 of the Annex come into force on 1 January 2009;
and

(6) the amendments in Part 9 of the Annex come into force on 1 July 2009.

Amendments to the Handbook

D. The Supervision manual (SUP) is amended in accordance with the Annex to this
Instrument.

Citation

E. This instrument may be cited as the Integrated Regulatory Reporting Instrument 2007.

By order of the Board
25 January 2007



Annex
Amendments to the Supervision manual (SUP)
In this Annex, underlining indicates new text and striking through indicates deleted text.
Part 1

Amendments relating to personal pension schemes in SUP 16.11 and transitional
provisions

16.11  product Sales Data Reporting

16111 R Application

This section applies to a firm which is a mortgage lender; or in respect of
sales to a private customer or a retail customer:

(1) aninsurer; or

(2)  the operator of a regulated collective investment scheme, ef an
investment trust savings scheme, or a personal pension scheme; or

(3) aperson who issues or manages the relevant assets of the issuer of a
structured capital-at-risk product,

unless the firm is a managing agent.

SUP 16  Products covered by the reporting requirements in SUP 16.11
Ann
20G

Part 1 Products

Table 1 — Retail Investments

Relevant products include

Stakeholder pension
Self-invested personal pension
Personal pension
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Part 2 — Supporting product definitions / guidance for product sales data reporting

Retail investments

Product

Guidance

Stakeholder Pension

See Handbook Glossary for definition of 'stakeholder pension
scheme'

Self-invested personal

See Handbook Glossary for definition of 'self-invested personal

pension

pension scheme'

Personal pension

See Handbook Glossary for definition of 'personal pension
scheme'

Amendments to SUP Transitional provisions TP1

SUPTP 1.2

(2) Material (5) (6)
to which the Transitional | Handbook
1) transitional 3) (4) Transitional Provisions provision: provision:
provision dates in coming into
applies force force
12M | ...
12 | (1) |SUP16.7.36 |R (1) Subject to (2), SUP 6 April 6 April
N 16.7.36R does not apply from | 2007 to 31 | 2007
6 April 2007 to 31 January January
2008 to an investment 2008

management firm which:

(a) was not a firm before 6
April 2007; and

(b) carries on only the activity
of establishing, operating or
winding up a personal
pension scheme.

(2) Notwithstanding (1), a
firm described in (1) with an
accounting reference date of
between 6 April 2007 and 31
January 2008 (inclusive) must
submit a copy of its annual
accounts to the FSA in
accordance with SUP
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16.7.36R, unless (3) applies.

The annual accounts must
give a true and fair view of
the state of affairs of the firm
and of the firm's profit or
loss.

13

13A | (1) | SUP3.1.2 R In relation to an investment 6 April 6 April
management firm which 2007 to 31 | 2007
carries on only the activity of | December
establishing, operating or 2008

winding up a personal
pension scheme and which is
authorised by the FSA after 6
April 2007, SUP 3.9 will not
apply to the firm’s auditor.
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Part 2

Amendments to SUP 16.7

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

16.7.26 R
16.7.27 R
A
16.7.27B R
Note 1
16.7.31 R

A securities and futures firm which is a category C or D firm or an arranger
or venture capital firm must submit reports to the FSA in accordance with
SUP 16.7.27R and, in the case of a securities and futures firm which is an
ISD investment firm, SUP 16.7.27AR. A securities and futures firm that is:

1) an exempt CAD firm; or

2 an exempt BIPRU commaodity firm subject to the requirements of
Chapter 3 of IPRU(INV) ;

must also submit reports to the FSA in accordance with SUP 16.7.27BR.

Table financial reports from a securities and futures firm that is:

1) an exempt CAD firm; or

2 an exempt BIPRU commaodity firm subject to the requirements of
Chapter 3 of IPRU(INV)

Content of report Form Frequency Due date
Key data FSA043 In line with Quarterly  As for
(note 1) reporting statement Quarterly
applicable to the firm  reporting
in SUP 16.7.27R. statement
applicable to
the firm in
SUP 16.7.27R.

Reports beginning FSA*** are contained within SUP 16 Annex 24R.

1)

(2 The reports in SUP 16.7.25AR, and-SUP 16.7.27AR and SUP
16.7.27BR in accordance with and in the same format as the data
items contained in SUP 16 Annex 24R, having regard to SUP 16
Annex 25G.
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16.7.33

16.7.35

16.7.36
A
16.7.36B

R

1)
(b)

(c) reports submitted in accordance with (3), ard-(5) and (6).

4) Reports in (3) must be submitted to the FSA in accordance with the
methods permitted by FiRSt 5 software. All other reports in SUP
16.7.24R to SUP 16.7.30R (apart from those in (5) and (6)) must be

sent to the address given in SUP 16.3.10G.

(6) Reports in SUP 16.7.27BR must be submitted electronically via the

system available from or through the FSA’s website in the same

format as set out in SUP 16 Annex 24R, having regard to SUP 16

Annex 25G.

An investment management firm which is not one of the types of firm
specified in SUP 16 7.37R must submit reports to the FSA in accordance
with SUP 16.7.36R and, in the case of an investment management firm that
is an ISD investment firm, SUP 16.7.27AR. An investment management

firm that is an exempt CAD firm must also submit reports to the FSA in

accordance with SUP 16.7.36BR.

Table financial reports from an investment management firm which is an

exempt CAD firm

Content of report Form Frequency Due date
Key data FSA043 In line with Quarterly  As for
(note 1) Financial Return and Quarterly
Annual Financial Financial
Return applicable to Return and
the firm in SUP Annual
16.7.36R. Financial
Return
applicable to
the firm in
SUP 16.7.36R.
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Note 1

16.7.38

16.7.67

16.7.68
A
16.7.68B

Note 1

16.7.69

R

R

Reports beginning FSA*** are contained within SUP 16 Annex 24R.

(2)

3) SUP 16.7.36BR in accordance with the format set out in SUP 16
Annex 24R and electronically via the system available from or
through the FSA’s website.

A UCITS management firm must submit reports to the FSA in accordance
with SUP 16.7.68R and, in the case of a UCITS investment firm, SUP
16.7.68AR. A UCITS firm that is an exempt CAD firm must also submit
reports to the FSA in accordance with SUP 16.7.68BR.

Table financial reports from a UCITS firm which is an exempt CAD firm

Content of report Form Frequency Due date
Key data FSA043 In line with Quarterly  As for
(note 1) Financial Return and Quarterly
Annual Financial Financial
Return applicable to Return and
the firm in SUP Annual
16.7.68R. Financial
Return
applicable to
the firm in
SUP 16.7.68R.

Reports beginning FSA*** are contained within SUP 16 Annex 24R.

(2)

3) SUP 16.7.68BR in accordance with the format set our in SUP 16
Annex 24R and electronically via the system available from or
through the FSA’s website.
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16.7.76 R
16.7.77 R
A
16.7.77B R
Note 1
Note 2

A firm not subject to other reporting requirements in SUP 16.7.1G — SUP
16.7.75R (nor to reporting requirements in IPRU(INS) or IPRU(FSOC)):

1)
(2)

must submit reports to the FSA in accordance with SUP 16.7.77R. A firm
which is a category Al, A2 or A3 personal investment firm must also
submit data items in accordance with SUP 16.7.77AR. A firm that is an
exempt CAD firm must also submit data items in accordance with SUP
16.7.77BR.

. hich i | T .

Table financial reports from a firm which is an exempt CAD firm

Content of report Form Frequency Due date
Key data FSA043 In line with quarterly  As for
(note 1 and 2) or half-yearly RMAR  quarterly or
applicable to the firm  half-yearly
under SUP 16.7.77R. RMAR
applicable to
the firm under
SUP 16.7.77R

Reports beginning FSA*** are contained within SUP 16 Annex 24R.

FSA043 must be submitted electronically through the system available from
or through the FSA’s website.

Amendments to Transitional provisions

TP1.2
12N | ...
120 | (1) | SUP R The submission of FSA043 | 1 1 November
.1.27B, for reporting dates between | November | 2007
SUP 1 November 2007 and 31 2007 to 15
16.7.36B, December 2007 should not | February
SUP be made to the timescales 2008
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16.7.68B, set out in the underlying
SUP rules but instead be
16.7.77B submitted between 1
January 2008 and 15
February 2008.
(2) | SUP R A securities and futures 1 Commencement
16.7.24 firm which is either November |and 1
SUP (1) an exempt CAD firm, or | 2007 to 31 | November
16.7.25 (2) an exempt BIPRU December | 2007
SUP 16.7.27 commodity firm to which | 2008
the requirements of
IPRU(INV) Chapter 3
apply
is not required to submit the
Annual Reporting
Statement and the Annual
Reconciliation under SUP
16.7.25R and SUP
16.7.27R (as appropriate).
(3) | SUP R An investment management | 1 Commencement
16.7.35, firm which is an exempt November |and 1
SUP 16.7.36 CAD firm is not required to | 2007 to 31 | November
submit the Annual December | 2007
Financial Return under SUP | 2008
16.7.36R.
(4) | SUP R A UCITS firm which is an 1 13 February
16.7.67 exempt CAD firm is not November | 2004 and 1
SUP 16.7.68 required to submit an 2007 to 31 | November
Annual Financial Return December | 2007
under SUP16.7.68R, Note 2008
3.
(5) | SUP R An exempt BIPRU 1 January 1 January 2008
16.12.11, commodity firm that does 2008 to 31
SUP not meet the conditions in January
16.12.12 BIPRU TP16 is not 2008

required to submit FSA008
for reporting dates prior to
1 February 2008.
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Part 3

SUP 16 Annex 24 R

All of the text in this section is new and is not underlined, and should be inserted after
FSA028.
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FSA029
Balance Sheet

Fixed Assets A
Intangible assets
Tangible assets
Investments
Total fixed assets

A wWN =

Current assets
5 Stocks and Investments
6 Trade debtors Due within 90 days
7
8

Due after 90 days
Non-trade debtors
9 Sundry debtors
10 Loans & other assets
11 Cash at bank and in hand Segregated
12 Non segregated
13 Total current assets

Current liabilities
14 Creditors
15 Sundry creditors
16 Accruals
17 Bank loans and overdrafts segregated due within 1 year
18 Bank loans and overdrafts non segregated due within 1 year
19 Short term subordinated loan due within 1 year
20 Long term subordinated loan due within 1 year
21 Net current assets (liabilities)

Long term liabilities
22 Creditors
23 Bank loans and overdrafts segregated due after 1 year
24 Bank loans and overdrafts non segregated due after 1 year
25 Short term subordinated loan due after 1 year
26 Long term subordinated loan due after 1 year
27 Total long term liabilities

28 Total assets less total liabilities :

Capital For incorporated entities only
29 Ordinary shares
30 Non cumulative preference shares Fixed term
31 Non fixed term
32 Cumulative preference shares Fixed term
33 Non fixed term

34 Total cumulative preference shares
35 Share premium account

36 Other reserves

37 Revaluation reserve

38 Retained earnings

39 Profit / (loss) current year Externally verified
40 Unverified trading book
41 Unverified non trading book

42 Total capital

Off Balance Sheet items
A B C
43 Item no Type of off balance sheet item Value
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44
45
46
47

49

50

51

53

54

Capital For Partnerships or sole traders only

Capital account

Retained earnings

Current account current year Externally verified
Unverified trading book
Unverified non trading book

Total capital

Off Balance Sheet items

A B C
Item no Type of off balance sheet item Value
1
n
Capital For LLPs only
Partners Cash Capital Accounts
Partners current accounts
Total Partners Capital
Off Balance Sheet items
A B C
Item no Type of off balance sheet item Value
1
n
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FSA030

Income Statement

B WN -~

15
16
17
18
19
20
21
22

23
24
25
26
27

28
29
30
31

Dealing Profit /(Loss)

Dealing profits or (loss) - trading

Dealing profit or (loss) - long term investments
Charges on sales / redemptions of regulated products
Total dealing profit or (loss)

Revenue

Gross Commission and brokerage
Performance fees

Investment management fees
Investment advisory fees
Corporate Finance

UCITS management fees
Interest and dividends receivable
Other revenue

Foreign exchange gains

Total revenue

Expenditure
Commmissions and fees
Staff costs - salary

Staff costs - bonus
Foreign exchange losses
Accomodation

Interest expense

Other expenditure

Total expenditure

Following section for incorporated entities only
Profit or (loss) on ordinary activities before taxation
Taxation

Profit or (loss) after taxation

Appropriations

Retained profit or (loss) for the period

Following section for partnerships (including LLPs) and sole traders

Operating Profit or (loss)

Investment Income

Interest receivable

Profit or (loss) attributable to partners.
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FSA031

Capital Adequacy (for exempt CAD firms subject to IPRU(INV) Chapter 9)

©oOo~NOO O~ WN =

-
o

11
12
13
14
15

16

17
18

20

21

22
23
24
25
26
27
28

Regulatory Capital

Part 1
Tier 1
Paid up share capital (excluding preference shares)
Eligible LLP Members' Capital
Share premium account
Reserves
Non-cumulative preference shares
Less: Investment in own shares
Intangible assets
Material current year losses
Material holdings in credit and financial institutions

Tier 1 Capital

Tier 2

Revaluation reserves

Fixed term cumulative preference share capital

Long term subordinated loans

Other cumulative preference share capital and debt capital
Qualifying arrangements

Own Funds

Part 2

Initial capital

Less: Investments in own shares
Intangible assets
Material unaudited losses

Original own funds

Non-fixed term cumulative preference shares

Fixed term cumulative preference shares

Non-fixed term long term subordinated loan

Fixed term long term subordinated loan

Revaluation reserve

Less the sum of material holdings in credit and financial institutions and material insurance holdings
Own Funds

Regulatory capital test
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29

30

32

33
34

35

How do you meet your regulatory capital requirement?

Capital resources requirement
Own Funds requirement  (Will always be a minimum of £5/£10k even if Pll/ combo indicated)
Other FSA own funds requirement (if applicable)

Surplus / (deficit)

Professional Indemnity Insurance

Does your firm hold a Comparable Guarantee in lieu of Pl or is it otherwise exempt from PII? Yes/No
Does your firm conduct insurance mediation activities? Yes/No
A B C D E F G H J K
PIl Basic information PIl detailed information
Limit of indemnity required Limit of indemnity received
Pll policy  Annualised premium Insurer Start date Renewal date Single Aggregate Single Aggregate Business line Policy
(from list) (from list) excess
1
2
3
4
5
6
7
8
9
10
Page 2
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FSA032

Capital Adequacy (for exempt CAD firms subject to IPRU(INV) Chapter 13)

O~NO A WN -

S
NOoO OB~ WN-=-O

18
19
20

22

23

24
25
26

28

Regulatory Capital
Own Funds
Paid up share capital (excluding preference shares redeemable by shareholders within 2 years)
Eligible LLP Members' Capital
Share premium account
Audited reserves (excluding revaluation reserves ) and verified interim net profits
Non-cumulative preference shares (if not redeemable by shareholders within 5 years)
Balances on proprietor's or partners' capital accounts
Balances on proprietor's or partners' current accounts
Less: Investments in own shares

Intangible assets

Material current year losses

Material holdings in credit and financial institutions

Excess of current year's drawings over current year profits
Revaluation Reserves
Cumulative preference share capital ( if not redeemable by shareholder within 5 years)
Long-Term subordinated loans
Preference share capital (if not redeemable by shareholders within 2 years) and debt capital
Own Funds

Adjusted net current assets

Net current assets (from balance sheet)

Less: Long term assets adjustment
Connected persons adjustment
Investments adjustment

Adjusted Net Current assets

Regulatory capital test
How do you meet your regulatory capital requirement?

Capital requirement

Own funds requirement

Additional own funds requirement for Pl (if applicable)
Other FSA capital / own funds requirements (if applicable)
Own Funds

Surplus / (deficit)

Adjusted net current assets

Adjusted net current assets requirement (if applicable)
Adjusted net current assets (if applicable)

Surplus / (deficit) (if applicable)
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32
33
34
35
36
37

38

39

40

41

43
44

Professional Indemnity Insurance

Does your firm hold a Comparable Guarantee or equivalent cover in lieu of Pll or is it otherwise exempt from holding PII? Yes / No
If your firm does not hold a Comparable Guarantee or equivalent cover and is not exempt does the firm currently hold PII? Yes / No
Does your firm conduct insurance mediation activities? Yes / No
Has your firm renewed its Pll cover since the last reporting date? Yes/ No
If your policy excludes all business activities carried on prior to a particular date (i.e. a retroactive start date), then insert the date here.
If not insert N/A.
Is the cover compliant? Yes/ No
A B C D E F G H J K L
PIl Basic information Pl detailed information
Limit of indemnity required Limit of indemnity received
Pll policy  Annualised Insurer Start date Renewal Single Aggregate Single Aggregate Business line Policy excess Policy exclusions
premium (from list) date
1
2
3
4
5
6
7
8
9
10
A

Annual income as stated on the most recent proposal form
Amount of additional capital required for increased excess(es) (Where applicable, total amount for all Pll policies)

Total amount of additional own funds required for policy exclusion(s)
Total of additional own funds required

Total of readily realisable own funds

Excess / (deficit) of readily realisable own funds
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FSA033

Capital Adequacy (for firms subject to IPRU(INV) Chapter 3)

[e20Né) BF ~ N eN)

10
11
12
13
14

15
16
17
18
19
20

Regulatory Capital
Tangible net worth
Capital

Less: Intangible assets

Eligible Capital Substitutes
Approved subordinated loans
Approved bank bonds
Approved undertakings
Financial resources

Primary requirement

Base requirement

Liquidity adjustment: Non-trade debtors
Prepayment

Total liquidity adjustment

Charged assets

Contingent liabilities

Deficiencies in subsidiaries

Primary requirement

Regulatory capital test

Primary Requirement

Position Risk Requirement
Counterparty Risk Requirement

Total Financial Resources Requirement
Financial Resources

Excess / (Deficit)
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FSA034

Capital adequacy (for firms subject to IPRU(INV) Chapter 5 not subject to the exemption in IPRU(INV) 5.2.3(2)R

OO0 ~NOOODWN-

-
o

17
18
19
20
21

22

23
24
25
26
27
28
29

30
31
32
33
34

Regulatory capital
Tier 1
Paid up share capital (excluding preference shares)
Share premium account
Reserves
Non-cumulative preference shares
Less: Investmentin own shares
Intangible assets
Material current year losses
Material holdings in credit and financial institutions
Total deductions
Tier 1 Capital

Tier 2

Revaluation reserves

Fixed term cumulative preference share capital

Long term subordinated loans

Other cumulative preference share capital and debt capital
Qualifying arrangements

Own Funds

Tier 3

Net trading book profits

Short term Qualifying Subordinated Loans and excess Tier 2 capital
Less: llliquid assets

Qualifying property

Liquid capital

Regulatory capital test

Liquid capital test

Liquid Capital

Capital Requirement:
Expenditure Based Requirement
Position Risk Requirement
Counterparty Risk Requirement
Foreign Exchange Risk Requirement
Other Assets Requirement

Total capital requirement
Surplus / Deficit of Liquid Capital

Annual Expenditure Based Requirement
Total Expenditure

Audited Expenditure (less deductables)
Annual audited expenditure

Expenditure based requirement

Fraction indicator
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FSA035

Capital adequacy (for firms subject to IPRU(INV) Chapter 5 subject to the exemption in 5.2.3(2)R)

©Coo~NOOWN-—-

-
o

11
12
13
14

16

17

18
19
20

Regulatory capital
Tier 1
Paid up share capital (excluding preference shares)
Share premium account
Reserves
Non-cumulative preference shares
Less: Investment in own shares
Intangible assets
Material current year losses
Material holdings in credit and financial institutions
Total deductions
Tier 1 Capital

Tier 2

Revaluation reserves

Fixed term cumulative preference share capital

Long term subordinated loans

Other cumulative preference share capital and debt capital
Qualifying arrangements

Own Funds

Regulatory capital test
Own Funds test
Own Funds
Own Funds Requirement: either:
£5 or
£4,000
Surplus / Deficit of Own Funds
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FSA036

Capital adequacy (for UCITS firms subject to UPRU)

©oO~NOOOHEWN =

16
17

18
19
20

21

22

23
24

25
26

27
28
29
30
31
32

33
34
35

Regulatory Capital
Tier 1
Paid up share capital (excluding preference shares)
Share premium account
Reserves
Non-cumulative preference shares
Less: Investment in own shares
Intangible assets
Material current year losses
Material holdings in credit and financial institutions
Initial capita

Tier 2

Revaluation reserves

Fixed term cumulative preference share capital

Long term Qualifying Subordinated Loans

Other cumulative preference share capital and debt capital
Qualifying arrangements

Own funds

Tier 3
Less: llliquid assets
Financial resources

Regulatory capital test

Test 1: Initial capital test

Initial capital

Initial capital requirement (€125,000)
Surplus / (Deficit) of Initial Capital

Test 2: Financial Resources test
Financial resources
Less the higher of:
€ 125,000
plus
Funds Under Management over€250m X 0.02%
Total
and
13/52 of annual audited fixed expenditure (UPRU 2.1.2R(2))
Surplus / (Deficit) of financial resources

Calculation of financial resources requirement for forthcoming year - UCITS firms

Annual Audited Fixed Expenditure

Total Expenditure (per income statement)

Less: Staff bonuses, except to the extent they are guaranteed
Employees' and Directors' shares in profits, except to the extent they are guaranteed
Other appropriations of profits
Allowable commission and fees
Interest charges in respect of borrowings made to finance the acquisition of the firm's readily
realisable investments
Interest paid to customers on client money
Interest paid to counterparties
Fees, brokerage and other charges paid to clearing houses, exchanges and
intermediate brokers for the purposes of executing, registering or clearing transactions
Foreign exchange losses
Other variable expenditure

Audited Fixed Expenditure

Annual Audited Fixed Expenditure

Expenditure Based Requirement
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FSA037

Capital adequacy (for firms subject to IPRU(INV) Chapter 13)

O~NOUOBRWN -

e )
O WN -0

17

19
20
21

22
23
24
25
26
27
28
29
30
31
32

Regulatory Capital
Own Funds
Paid up share capital (excluding preference shares redeemable by shareholders within 2 years)
Share premium account
Retained profits
Interim net profits
Revaluation reserves
Short term subordinated loans
Debt capital
Balances on proprietors' or partners' capital accounts
Balances on proprietors' or partners' current accounts
Less Intangible assets
Material current year losses
Excess of current year drawings over current year profits
PASS Loan adjustments
Own Funds
Personal assets
Total

Adjusted net current assets

Net current assets (from balance sheet)

Less: Long term assets adjustment
Connected persons adjustment
Investments adjustments

Adjusted net current assets

Expenditure Based Requirement

Total assets less total liabilities
Adjustments required against assets
Adjustment for subordinated loans
Adjustment for indemnity commission
Adjustment for deficiencies in subsidiaries
Adjustment for contingent liabilities
Adjustment for foreign exchange risk
Adjustment for redeemable preference shares
Adjustment for derivatives
Other adjustments against liabilities

Adjusted capital / liquid capital

Regulatory capital test(s)
Category of PIF under IPRU(INV)

Page 1
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34
35
36
37
38

39
40
41

42
43
44

45

46

47

48
49

50

51

53
54
55
56

Capital requirement

Own funds requirement

Additional own funds requirement for PII (if applicable)
Other FSA capital requirements (if applicable)

Own funds

Surplus / (deficit)

Adjusted net current assets

Adjusted net current assets requirement (if applicable)
Adjusted net current assets (if applicable)

Surplus / (deficit) (if applicable)

Expenditure based requirement

Expenditure based requirement (if applicable)
Adjusted capital / illiquid capital (if applicable)
Surplus / (deficit)

Professional Indemnity Insurance

Does your firm hold a Comparable Guarantee or equivalent cover in lieu of Pl or is it otherwise exempt from holding P1I? Yes / No
If your firm does not hold a comparable guarantee or equivalent cover and is not exempt does the firm currently hold PII? Yes / No
Does your firm conduct insurance mediation activities? Yes/ No
Has your firm renewed its Pll cover since the last reporting date Yes / No
If your policy excludes all business activities carried on prior to a particular date (ie a retroactive start date), then insert the date
here. If no, insert N/A.
A B C D E F G H J K L
Pl Basic information Pll detailed information
Limit of indemnity required Limit of indemnity received
Pll policy  Annualised premium Insurer Start date Renewal Single Aggregate Single Aggregate Business line Policy excess Policy
(from list) date exclusions
1
2
3
4
5
6
7
8
9
10
B
Annual income as stated on the most recent proposal form
Amount of additional capital required for increased excess(es) where applicable, total amount for all policies
Total amount of additional own funds required for policy exclusion(s)
Total of additional own funds required
Total of readily realisable own funds
Excess / (deficit) of readily realisable own funds

Page 2
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FSA038
Volumes and Type of Business

Total Value of Funds Under Management
1 Total funds under management (000s)

2 Of which UK funds under management (000s)

Number and Type of Customer

3 Do you conduct designated investment business with or for retail clients?

4 What is the current approximate percentage of your clients that are retail clients?

Page 1

drop down

Below 25%

25% to under 50%
50% to under 75%
75% and over
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FSA039
Client Money and Client Assets

A
1 Has your firm held Client Money or Client Assets in this reporting period? |:|

2 Does the firm undertake stock lending activities using clients' custody assets?
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FSA040
CFTC DATA: Specialist data for firms subject to CFTC part 30 exemption order

Omnibus letter of Credit

Balance per previous reporting date
Addition

Termination / cancellation

Current balance

A OWON =

Secured amount
5 Deficit open trade equity at LME

6 House losses at LCH
7 Deficit open trade equity of non-LME customers at LCH
8 LME forward profit

9 Total
10 Excess / (deficiency)

11 Number of occasions when the omnibus letter of credit was deficient

12 Total excess / (deficiency) for individual letter of credit
A B C

D

Secured amount Value of letter of credit Excess / (deficiency)

Date rectified

13 Number of occasions when any one individual letter of credit was deficient

Page 1
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FSA041

Asset Managers that use Hedge Fund Techniques Report

1
2
3

a

~

11
12

Do you manage an unregulated collective investment scheme ("uCIS") that is not domiciled in the UK?
Do you use derivatives for investment purposes in an uCIS that is not domiciled in the UK?
Do you solely undertake venture capital management?

For firms identified as a Hedge Fund Manager only:
Do you provide valuations for any instruments to your fund administrator which, to the best of your knowledge, are relied
upon by the administrator in valuing the fund?

Fund's Auditor(s)

For the auditor(s) you use to audit your funds, please provide the following:
Name(s) of auditing firm(s) that signed the most recent audit opinion

(Name(s)) & Location(s) of the auditor's office responsible for the most recent audit

Prime broker(s)
Name(s) of prime broker(s)
(Name(s)) & Location(s) of prime broker(s)

Custodian(s)
Name(s) of custodian(s)
(Name(s)) & Location(s) of custodian(s)

Third Party Administrator(s)
Name(s) of the third party administrator(s)
(Name(s)) & Location(s) of the third party administrator(s)

Page 1

A

Yes / No

Yes / No

Yes / No

Yes / No
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FSA042

UCITS A
1 Do you operate one or more UK authorised UCITS schemes? | Yes / No |
2 If Yes to 1A, do you use derivatives in the scheme(s)? | Yes / No |
3 If Yes to 2A, are you using derivatives for investment purposes in your UK authorised UCITs schemes? | Yes/No |
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FSA043

Key data (for exempt CAD firms)

o Ok Ww

A
How do you meet your regulatory capital requirements?
Own funds
Capital resources requirement
Own funds requirement
Additional own funds requirement for PII (if applicable)
Other FSA own funds requirement (excess above own funds requirement)
Surplus/(deficit)
Professional indemnity insurance (PIl)
Does your firm hold a Comparable Guarantee in lieu of Pll or Yes/ No
is it otherwise exempt from PII in respect of any regulated
Does your firm conduct insurance mediation activities? Yes/ No
A B Cc D E F G H
PIl Basic information
Limit of indemnity required Limit of indemnity received
Pll policy  Annualised Insurer Start date Renewal date Single Aggregate Single Aggregate
premium (from list)

1

2

3

4

5

6

7

8

9

10

Page 1
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Part 4

SUP 16 Annex 25 G

All of the text in this section is new and is not underlined, and should be inserted after
FSA028.
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FSA029 — Balance Sheet

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose to help the FSA to monitor
firms' capital adequacy and financial soundness.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

The data item should be unconsolidated.
For a sole trader, only the assets and liabilities of the business should be included.
The data item should be in agreement with the underlying accounting records.

Accounting policies should be consistent with those adopted in the statutory Annual
Accounts and should be consistently applied.

Information required should be prepared in accordance with generally accepted
accounting standards.

The data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in the wrong way.

The requirement that any figures be audited does not apply to small companies
exempted from audit under the Companies Act 2006.

Description Data element Guidance

Fixed Assets Fixed assets include all assets used by the firm in its activities on a

continuing basis.

Intangible assets 1A Intangible assets include goodwill, capitalised

development costs, patents, licences, exchange
seats (such as seats on LIFFE), trademarks and
similar rights. Exchange seats held for investment
purposes may be treated as a fixed asset
investment.
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Current assets

Trade debtors due 6A Amounts due from counterparties should be

within 90 days reflected at gross amounts less any provisions for

Trade debtors duc 7A bad and doubtful debtsi Netting is only perm1t‘Fed

after 90 days to the extent that there is express agreement with
the counterparty that balances may be settled on a
net basis. Firms should ensure that trading book
debtors under and over 90 days are disclosed
separately.

Non-trade debtors 8A These include debtors not arising from trading

book activities. Examples of these are corporate
finance fees, commissions, interest and dividends
not directly related to items in the trading book.
Firms should ensure that non-trading book
debtors under and over 90 days and debts with
affiliates and non-affiliates are disclosed
separately.

Cash at bank and in 11A
hand segregated

Cash at bank and in 12A
hand non segregated

Segregated client monies on the balance sheet
should be disclosed separately from other non
segregated funds.

Capital - for incorporated entities only

Ordinary shares 29A
Non cumulative 30A Cumulative and non cumulative preference shares
preference shares — for fixed and non fixed terms should be disclosed
fixed term separately. Preference share capital can only be
N - included in financial resources, provided that

on cumulative 31A

preference shares —
non fixed term

Cumulative 32A
preference shares —

fixed term

Cumulative 33A

preference shares —
non fixed term

there is an agreement in place, that redemption
may not take place if it would take the firm into a
deficit of financial resources.

Preference share capital may only be included in
initial capital where the dividends are non-
cumulative.

Retained earnings 38A

This figure should include audited figures where
applicable.

The requirement that this figure be audited does
not apply to small companies exempted from
audit under the Companies Act 2006.
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Profit / (loss) current | 39A Incorporated firms should ensure that for both
year - externally prior year brought forward and current year profit
verified and loss, amounts representing externally audited
Profit / (loss) current | 40A balances and unverified trading and non trading
. book balances are identified and disclosed
year — unverified tel
trading book separately.
Profit / (loss) current | 41A ‘Injce‘nm prpﬁts may only be included ina firm's
. initial capital where they have been verified by an
year — unverified non .
. external auditor.
trading book
The requirement that this figure be audited does
not apply to small companies exempted from
audit under the Companies Act 2006.
Off Balance sheet 43A, 43B, 43C | Select the off-balance sheet items from the
items following items: structured products; OTCs;

derivatives; operating leases; offshore entities;
securitised transactions; and ‘other’.

Capital — for Partnersh

ips or sole traders only

Capital account 44A This represents capital introduced by the partners
or sole trader There should be a legal agreement
in place to ensure that this capital can not be
removed if it would take the firm into a deficit of
its financial resources.

Retained earnings 45A These can only be included in a firm’s capital
where they have been verified by an external
auditor.

Current account 46A Unincorporated firms should ensure that for both

current year — prior year brought forward and current year

externally verified current account, amounts representing externally

Current account 47A audi‘ted balances and unve‘riﬁed' trading aqd non
trading book balances are identified and disclosed

current year —

unverified trading separately.

book Interim current account may only be included in a

Current account TN firm's initial capita} where they have been verified
by an external auditor.

current year —

unverified non trading The requirement that this figure be audited does

book not apply to small companies exempted from
audit under the Companies Act 2006.

Off Balance sheet 50A, 50B, 50C | Select the off-balance sheet items from the

items following items: structured products; OTCs;

derivatives; operating leases; offshore entities;
securitised transactions; and ‘other’.
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Capital — for Limited Liability Partnerships only

Off Balance sheet
1tems

54A, 54B, 54C

Select the off-balance sheet items from the
following items: structured products; OTCs;
derivatives; operating leases; offshore entities;
securitised transactions; and ‘other’.
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FSA029 — Balance sheet validations

Internal validations
Data elements are referenced by row, then column.

Validation Data

number element

1 4A = 1A +2A +3A

2 13A = 5A+6A+7A+8A+9A +10A +11A+ 12A

3 21A = 13A — 14A + 15A + 16A + 17A + 18A + 19A + 20A

4 27A = 22A +23A +24A + 25A +26A

5 28A = 13A +21A -27A

6 34A If 29A =0, then 0, else (32A + 33A)

7 42A If 29A = 0, then 0, else (29A + 30A + 31A + 34A + 35A +
36A +37A +38A +39A + 40A + 41A)

8 42A If 29A =0, then 0, else 28A

9 44A If29A > 0, then 0

10 49A If44A > 0, then (44A +45A + 46A +47A + 48A), else 0

11 49A If 44A > 0, then 28A, else 0

12 51A If (29A + 44A) > 0, then 0

13 53A If 51A > 0, then (51A + 52A), else 0

14 53A If 51A > 0, then 28A, else 0
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FSA030 — Income Statement

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose to help the FSA to monitor
firms' capital adequacy and financial soundness.

The Income Statement should be reported on a cumulative basis throughout the firm's
financial year.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

o The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

o The data item should be unconsolidated.
o The data item should be in agreement with the underlying accounting records.

e  Accounting policies should be consistent with those adopted in the statutory Annual
Accounts and should be consistently applied.

o Information required should be prepared in accordance with generally accepted
accounting standards.

o The data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in the wrong way.

o The requirement that any figures be audited does not apply to small companies
exempted from audit under the Companies Act 2006.

Description Data element Guidance
Dealing Profit /(Loss)
Dealing profits or 1A This is the total gross profit or loss which arises
(loss) - trading from market making and other dealings as

principal in the financial year to date. Stamp duty,
exchange fees, commissions and brokerage and
any related interest paid or payable should be
deducted.
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Revenue

A firm should complete only the sections relevant to the business

it undertakes

Gross Commission
and brokerage

5A

This includes all commission income in respect of
the relevant regulated business.

Gross commissions will include commission that
is received and passed on to another person.

Where commission is shared between two or
more firms, the gross commission should not be
double counted, i.e. each firm should report only
the commission it has received.

Performance fees 6A Fees received in relation to the firms regulated
activities.

Investment TA This is the total of underwriting fees and

management fees commissions, fees from investment advice,
valuations, management of investments and unit
trusts, pension funds, discretionary management
and collective investment schemes.

Corporate Finance 9A This is the total of all income earned by the firm
from corporate finance business.

Other revenue 12A You should record here any income that has
derived from its business in the financial year,
which has not been recorded under commissions
or fees.

Such income may include interest on client
money, where the firm is permitted to retain this,
or payments made by product providers on a basis
other than fees or commissions.

Expenditure

Commissions and fees | 15A This is the total of commissions paid and shared,
plus fees, brokerage and other charges paid in
relation to the business.

Foreign exchange 18A This is the total of foreign exchange losses.

losses

Interest expense 20A This is the total of interest payable on borrowings

of the firm and interest payable on client bank
accounts.
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Following section for incorporated entities only

Profit or (loss) on 23A Profit / (loss) from the activities carried out by a
ordinary activities firm in the carrying out of its business.
before taxation

Appropriations 26A Includes dividends paid, or any other items paid
out by the firm.

Following section for LLPs only

Operating Profit or 28A Operating profit / (loss) arising from the day to
(loss) day activities of the firm.
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FSA030 — Income statement validations

Internal validations

Data elements are referenced by row, then column.

Validation Data
number element

4A

14A
22A
23A
25A
27A
28A
31A

0 9 N Bk W NN~

1A +2A +3A

S5A +6A+TA +8A +9A + 10A + 11A + 12A + 13A
15A + 16A + 17A + 18A + 19A + 20A +21A

4A + 14A - 22A

23A — 24A

25A — 26A

If23A # 0, then 0, else (4A + 14A — 22A)

28A + 29A + 30A
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FSA031 — Capital Adequacy (for exempt CAD firms subject to IPRU(INV)
Chapter 9)

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose to help the FSA to monitor a
firm's capital adequacy and financial soundness.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

o The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

e  The data item should be unconsolidated.

e  For asole trader, only the assets and liabilities of the business should be included.

o The data item should be in agreement with the underlying accounting records.

e  Accounting policies should be consistent with those adopted in the statutory annual
accounts and should be consistently applied.

o Information required should be prepared in accordance with generally accepted
accounting standards.

o The data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in the wrong way.

Description Data element Guidance

Regulatory capital This section has two parts. Each firm need only complete one part:

e Part 1 should only be completed by firms previously subject to
the requirements of /PRU(INV) Chapter 5

e Part 2 should only be completed by firms previously subject to
the requirements of /PRU(INV) Chapter 3 or10

Part 1 Covers data elements 1A to 17A

Paid up share capital | 1A Item 1 in /PRU(INV) Table 5.2.2(1)
(excluding preference

shares)
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Share premium 3A Item 2 in /PRU(INV) Table 5.2.2(1)

account

Reserves 4A Item 3 in /PRU(INV) Table 5.2.2(1)

Non-cumulative SA Item 4 in /PRU(INV) Table 5.2.2(1)

preference shares

Investment in own 6A Item 5 in /PRU(INV) Table 5.2.2(1)

shares

Intangible shares TA Item 6 in /PRU(INV) Table 5.2.2(1)

Material current year | 8A Item 7 in IPRU(INV) Table 5.2.2(1)

losses

Material holdings in 9A Item 8 in /PRU(INV) Table 5.2.2(1)

credit and financial

institutions

Revaluation reserves | 11A Item 9 in [PRU(INV) Table 5.2.2(1)

Fixed term 12A Item 10 in /PRU(INV) Table 5.2.2(1)

cumulative preference

share capital

Long term 13A Item 11 in /PRU(INV) Table 5.2.2(1)

subordinated loans

Other cumulative 14A Item 12 in /PRU(INV) Table 5.2.2(1)

preference share

capital and debt

capital

Qualifying 15A Item 13 in /PRU(INV) Table 5.2.2(1)

arrangements

Part 2 Covers data elements 17A to 28A

Initial capital 17A Initial capital includes ordinary share capital
(which is fully paid), perpetual non-cumulative
preference share capital (which is fully paid),
share premium account, reserves excluding
revaluation reserves, audited retained earnings,
externally verified interim net profits or current
account, partners' capital, eligible LLP members'
capital and sole trader capital.

Fixed term 23A Limited to 50% of original own funds (21A)

cumulative preference
shares
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Regulatory capital This is completed by all exempt CAD firms
test
How do you meet 29A The rules allow a firm to specify the method in
your regulatory which it will meet the regulatory capital
capital requirement? requirement. A firm can:
e use capital to meet the regulatory
requirement; or
o use PII to meet the regulatory requirement; or
e use a combination of capital and PII to meet
the regulatory requirement.
A firm should select from the drop-down options.
Other FSA own funds | 31A Firms subject to a requirement under another
requirements (if chapter of /PRU(INV) should include that
applicable) requirement to the extent it exceeds the own

funds requirement in 30A.

Professional Indemnity Insurance

This section requires each firm to confirm it is in compliance with the prudential
requirements in relation to professional indemnity insurance (PII). Data is required in relation
to all PII policies that a firm has in place, up to a limit of ten (this is provided in columns A-
H). If a firm has more than ten policies, it should report only on the ten largest policies by
premium. For each insurer, if there are any business lines with different excess, then they
should be reported in columns J and K (so there can be multiple entries in columns J and K

for each insurer).

Does your firm hold a
Comparable
Guarantee in lieu of
PII or is it otherwise
exempt from PII?

33A

This question will establish whether a firm is
exempt from the requirements and so is not
required to hold PII.

If the firm is required to hold PII —i.e. is not
exempt from holding PII — you should enter 'no'
in the data field.

A firm is NOT exempt from holding PII if:
e the firm has a group policy with an insurer; or

o the firm has permission for the regulated
business that requires PII, but does not
currently carry it out; or

e itis apersonal investment firm meeting the
exemption requirements for mortgage
intermediaries and insurance intermediaries in
PRU 9.2.

Select either ‘Comparable guarantee’ or
‘Exempt’.
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Does your firm
conduct insurance
mediation activities?

34A

Insurance mediation activities are defined in the
FSA Handbook glossary.

Annualised premium

35A

This should state the premium payable (in
descending order of size), net of tax and any other
add-ons. If the premium covers a period other
than 12 months, it should be annualised before
ranking.

PII Insurer

35B

Select the PII insurer from the list provided (to
follow). If you have more than one policy with
the same insurer, they should be combined. If the
insurer is not listed, select ‘Other’. If a policy is
underwritten by more than one insurance
undertaking or Lloyd's syndicate, you should
select ‘multiple’.

Start date

35C

Enter the start date of the policy.

Renewal date

35D

Enter the renewal date of the policy

Limit of indemnity
required — single

35E

You should record here the required indemnity
limits on the firm’s PII policy or policies, in
relation to single claims. This should be reported
in the currency of the report, converted at the
closing rate of exchange on the reporting date, if
it is in a different currency.

Limit of indemnity
required — aggregate

35F

You should record here the required indemnity
limits on the firm’s PII policy or policies, in
aggregate. This should be reported in the currency
of the report, converted at the closing rate of
exchange on the reporting date, if it is in a
different currency.

Limited of indemnity
obtained — single

35G

You should record here the indemnity limits on
the firm’s PII policy or policies obtained in
relation to single claims. This should be reported
in the currency of the report, converted at the
closing rate of exchange on the reporting date, if
it is in a different currency.

Limited of indemnity
obtained — aggregate

35H

You should record here the indemnity limits on
the firm’s PII policy or policies obtained in
aggregate. This should be reported in the currency
of the report, converted at the closing rate of
exchange on the reporting date, if it is in a
different currency.
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Business line

35J)

For policies that cover all business lines, firms
should select ‘All’ from the list provided (to
follow). Where the policy contains different
excess for different business lines, firms should
identify these business lines from the list (or the
closest equivalent) and report the (highest) excess
for that business line in data element 36K. Once
these ‘non-standard’ excesses have been
identified, the remaining business lines should be
reported under ‘All other’.

(Some typical business types include pensions,
endowments, FSAVCs, splits/zeroes, precipice
bonds, income drawdown, lifetime mortgages,
discretionary management).

Policy excess

35K

For policies that cover all business lines with no
difference in excesses, this should be the excess
applicable. Otherwise, it should contain the

highest excess for each business line that differs.
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FSA031 — Capital Adequacy (for exempt CAD firms subject to IPRU(INV)

Chapter 9) validations

Internal validations

Data elements are referenced by row, then column.

Validation Data

number element
1 10A
2 16A
3 21A
4 23A
5 28A
6 32A

1A +2A+3A+4A+5A-6A-7A—-8A-9A
10A + 11A + 12A + 13A + 14A + 15A

17A — 18A — 19A — 20A

50% * 21A

21A +22A +23A +24A + 25A +26A -27A
30A +31A
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FSA032 — Capital Adequacy (for exempt CAD firms subject to IPRU(INV)
Chapter 13)

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose to help the FSA to monitor a
firms' capital adequacy and financial soundness.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

o The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

e  The data item should be unconsolidated.

e  For asole trader, only the assets and liabilities of the business should be included.

o The data item should be in agreement with the underlying accounting records.

e  Accounting policies should be consistent with those adopted in the statutory annual
accounts and should be consistently applied.

o Information required should be prepared in accordance with generally accepted
accounting standards.

o The data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in a wrong way

Description Data element Guidance
Regulatory Capital
Ordinary share capital | 1A Share capital which is eligible for inclusion as
(fully paid up) regulatory capital.
Revaluation reserves | 13A Revaluation reserves (unrealised reserves arising
from revaluation of fixed assets) can only be
included here if audited.
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Regulatory capital test(s)

How do you meet 23A The rules allow a firm to specify the method in
your regulatory which it will meet the regulatory capital
capital requirement? requirement. A firm can:
o use capital to meet the regulatory
requirement; or
e use PII to meet the regulatory requirement; or
e use a combination of capital and PII to meet
the regulatory requirement.
A firm should select from the drop-down options.
Capital requirement
Own funds 24A The own funds requirement (‘OFR”) should be
requirement calculated in accordance with section /PRU(INV)
13.1A.
Additional own funds | 25A If the firm has any increased excesses or
requirement for PII (if exclusions on its PII policies, the total of the
applicable) additional capital requirements required by
IPRU(INV) 13.1.4.
Other FSA capital / 26A Firms subject to a requirement under /PRU(INV)
own funds 13.2-8 or 13.9-12 should include that requirement
requirements (if as calculated by reference to the firm's own funds
applicable) calculated under /PRU(INV) 13.3 to the extent it
exceeds the own funds requirement in 24A. This
excludes capital requirements in relation to PII.
Surplus / (deficit) 28A This is the amount of the firm’s own funds in

relation to its own funds requirement. A firm's
own funds requirement is the total of 24A, 25A
and 26A. So, such a firm should compare this
requirement with the own funds calculated in 27A
to compute the surplus/(deficit ).

Adjusted net current
assets

The purpose of this test is to ensure that the firm has adequate
working capital to be able to meet its liabilities as and when they fall
due. It does this by taking the firm’s net current assets (from
FSA029), and applying the following actions:

(1) excluding assets which cannot be realised or recovered within

twelve months;

(2) excluding amounts receivable from connected persons (to the
extent that they are not properly secured, except certain allowable

deposits);

(3) valuing investments at current market value.
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Adjusted net current | 29A All personal investment firms except low
assets requirement (if resource firms should at all times have adjusted
applicable) net current assets of at least £1.

Low resource firms should enter ‘n/a’ here.
Adjusted net current | 30A Adjusted net current assets should be calculated
assets (if applicable) in accordance with /PRU(INV) 13.11.
Surplus / (deficit) (if | 31A This shows whether the firm’s net current assets
applicable) are positive.

Professional Indemnity Insurance

This section requires each firm to confirm it is in compliance with the prudential
requirements in relation to professional indemnity insurance (PII). Data is required in relation
to all PII policies that a firm has in place, up to a limit of ten (this is provided in columns A-
H). If a firm has more than ten policies, it should report only on the ten largest policies by
premium. For each insurer, if there are any business lines with different excess, then they
should be reported in columns J — L (so there can be multiple entries in columns J, K and L

for each insurer).

Does your firm hold a

Comparable
Guarantee or
equivalent cover in
lieu of PII or is it
otherwise exempt
from holding PII?

32A

This question will establish whether a firm is
exempt from the requirements and so is not
required to hold PII.

If the firm is required to hold PII —i.e. is not
exempt from holding PII — you should enter 'no'
in the data field.

A firm is NOT exempt from holding PII if:
o the firm has a group policy with an insurer; or

e the firm has permission for regulated
business that requires PII, but does not
currently carry it out; or

e itis a personal investment firm meeting the
exemption requirements for mortgage
intermediaries and insurance intermediaries in
PRU 9.2.

Select either ‘Comparable guarantee’ or
‘Exempt’.

If your firm does not
hold a Comparable
Guarantee or
equivalent cover and
is not exempt, does
the firm currently
hold PII?

33A

This is either ‘Yes’ or ‘No’.
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Does the firm conduct | 34A This is either ‘Yes’ or ‘No’, and enables us to
insurance mediation check that the PII cover meets the minimum
activities? requirements.

Has your firm 35A This is either ‘Yes’ or ‘No’.

renewed its PII cover

since the last

reporting date?

If your policy 36A Required terms of PII are set out in /JPRU(INV)

excludes all business
activities carried on
prior to a particular
date (i.e. a retroactive
start date), then insert
the date here. If not
insert N/A.

13.1.4.
Examples of a retroactive start date:

(1) A firm has a retroactive start date of
01/01/2005 on its policy if:

e A client is advised by the firm to purchase an
XYZ policy on 01/03/2004 (i.e. before the
retroactive date)

e The client makes a formal complaint about the
sale of the XYZ policy to the firm on
01/04/2006 (i.e. while this PII cover is still in
place).

e The complaint is upheld, but the firm's current
PII Insurer will not pay out any redress for
this claim as the transaction took place before
01/01/2005, the retroactive date in the policy.

Insert ‘01/01/05’ for this question on the data
item.

(2) A firm does not have a retroactive start date if:

e A client is advised by the firm to purchase an
XYZ policy on 01/03/2006.

e The client makes a formal complaint about the
sale of the XYZ policy to the firm on
01/04/2006 (i.e. while this PII cover is still in
place).

e The complaint is upheld, and the firm's
current PII Insurer will pay out any redress
owed by the firm to the client over any
prescribed excess, and to the limit of
indemnity provided for. There is no date in
the policy before which any business
transacted may not give rise to a valid claim.

Insert ‘n/a’ for this question on the data item.
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Is the cover
compliant?

37A

This is either ‘Yes’ or ‘No’.

Annualised premium

38A

This should state the premium payable (in
descending order of size), net of tax and any other
add-ons. If the premium covers a period other
than 12 months, it should be annualised before
ranking.

PII Insurer

38B

Select the PII insurer from the list provided (to
follow). If you have more than one policy with
the same insurer, they should be combined. If the
insurer is not listed, select ‘Other’. If a policy is
underwritten by more than one insurance
undertaking or Lloyd's syndicate, you should
select ‘multiple’.

Start date

38C

Enter the start date of the policy.

Renewal date

38D

Enter the renewal date of the policy

Limit of indemnity
required — single

38E

You should record here the required indemnity
limits on the firm’s PII policy or policies, in
relation to single claims, as under /PRU(INV)
13.1.4(2)R. This should be reported in the
currency of the report, converted at the closing
rate of exchange on the reporting date, if it is in a
different currency.

Limit of indemnity
required — aggregate

38F

You should record here the required indemnity
limits on the firm’s PII policy or policies, in
aggregate, as under /PRU(INV) 13.1.4(2)R. This
should be reported in the currency of the report,
converted at the closing rate of exchange on the
reporting date, if it is in a different currency.

Limited of indemnity
obtained — single

38G

You should record here the indemnity limits on
the firm’s PII policy or policies obtained in
relation to single claims, as under /PRU(INV)
13.1.4(2)R. This should be reported in the
currency of the report, converted at the closing
rate of exchange on the reporting date, if itis in a
different currency.

Limited of indemnity
obtained — aggregate

38H

You should record here the indemnity limits on
the firm’s PII policy or policies obtained in
aggregate, as under /PRU(INV) 13.1.4(2)R. This
should be reported in the currency of the report,
converted at the closing rate of exchange on the
reporting date, if it is in a different currency.

FSAO032 definitions Page 5




Business line

38J

For policies that cover all business lines, firms
should select ‘All’ from the list provided (to
follow). Where the policy contains different
excess for different business lines, firms should
identify these business lines from the list (or the
closest equivalent) and report the (highest) excess
for that business line in data element 38K. Once
these ‘non-standard’ excesses have been
identified, the remaining business lines should be
reported under ‘All other’.

(Some typical business types include pensions,
endowments, FSAVCs, splits/zeroes, precipice
bonds, income drawdown, lifetime mortgages,
discretionary management).

Policy excess

38K

For policies that cover all business lines with no
difference in excesses, this should be the excess
applicable. Otherwise, it should contain the

highest excess for each business line that differs.

Policy exclusions

38L

If there are any exclusions in the firm’s PII
policy, the business type(s) to which they relate
should be entered here. This is a free text field.

Annual income as
stated on the most
recent proposal form

39A

This should be the income as stated on the firm's
most recent PII proposal form.

This is relevant income arising from all of the

firm's activities for the last accounting year before
the policy began or was renewed (IPRU(INV)
13.1.3(3)R).

Amount of additional
capital required for
policy excess(es)

40A

This should be calculated using the tables in
IPRU(INV) 13.1.4(12)E. The total of additional
capital (i.e. in relation to all of the firm’s PII
policies) should have been reported under
‘additional own funds requirement for PII’ (data
element 25A).

Total amount of
additional own funds
required for policy
exclusion(s)

41A

This should be calculated in line with IPRU(INV)
13.1.4(13)R. The total of additional own funds
(i.e. in relation to all of the firm’s PII policies)
should have been reported under ‘additional own
funds for PII’ (data element 25A).

Total of additional
own funds required

42A

This represents the total of additional own funds
required under /PRU(INV) 13.1.4 to 13.1.4(13)G
for all of the firm’s PII policies (data element
26A).

FSAO032 definitions Page 6




Total of readily 43A State here the total of the own funds that are

realisable own funds classed as ‘readily realisable’ under the terms of
IPRU(INV) 13.1.4(4)G.

Excess / (deficit) of 44A In this field, enter the result of the ‘total of readily

readily realisable own realisable own funds’ less the ‘total of additional

funds own funds required’.
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FSA032 — Capital Adequacy (for exempt CAD firms subject to IPRU(INV)
Chapter 13) validations

Internal validations
Data elements are referenced by row, then column.

Validation Data

number element

1 17A = 1A +2A+3A+4A +5A+6A+7A—-8A-9A-10A-11A
—12A +13A + 14A + 15A + 16A

2 22A = 18A — 19A —20A-21A

3 28A = 27A —24A —25A - 26A

4 30A = 22A

5 31A = 30A —29A

6 41A > 40A

7 41A = 25A

8 44A = 43A —42A
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FSA033 — Capital Adequacy (for firms subject to IPRU(INV) Chapter 3)

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose to help the FSA to monitor
firms' capital adequacy and financial soundness.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

o The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

o The data item should be unconsolidated.
e  For a sole trader, only the assets and liabilities of the business should be included.
o The data item should be in agreement with the underlying accounting records.

e  Accounting policies should be consistent with those adopted in the statutory Annual
Accounts and should be consistently applied.

o Information required should be prepared in accordance with generally accepted
accounting standards.

o The data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in the wrong way.

o the requirement that any figures be audited does not apply to small companies exempted
from audit under the Companies Act 2006.

Description Data element Guidance
Regulatory Capital
Tangible net worth 1B and 2B For an incorporated firm, tangible net worth

includes ordinary share capital plus redeemable
preference shares, meeting the criteria set out in
IPRU(INV) 3- 62R, approved reserves as
explained in /PRU(INV) 3-62R, share premium
account and retained earnings, less any intangible
assets.

For a partnership or sole trader, tangible net worth
includes the capital account plus current account,
less any intangible assets.
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Eligible Capital
Substitutes

3B to 5B

There are certain limits on subordinated loans,
approved bank bonds and approved undertakings
which may be taken into financial resources. The
total should not exceed four times tangible net
worth. The other limits are detailed in /PRU(INV)
3-63R.

Primary requirement

This is the requirement set out in /PRU(INV) 3-
70R

Base requirement

7B

The base requirement is the greater of:

o the absolute minimum requirement which is
determined in accordance with /PRU(INV) 3-
T2R;

e the expenditure requirement which is
determined in accordance with /PRU(INV) 3-
73R; and

e the volume of business requirement which is
3.5% of the aggregate of the firm's
counterparties' total initial margin
requirement.

Total liquidity
adjustment

10B

The liquidity adjustment should be calculated in
accordance with /PRU(INV) 3-75R and should be
deducted in order to arrive at the financial
resources.

Charged assets

11B

This is the balance sheet value of each asset
charged to a third party (/PRU(INV) 3-76R)
unless the related exposure has already been
recorded as a liability or is subject to CRR.

Contingent liabilities

12B

An amount should be added to primary
requirement in accordance with /PRU(INV) 3-
77R.

Deficiencies in
subsidiaries

13B

Unless a provision has already been made (ie a
reduction of the firm's financial resources), the
amount is equal to the deficiency in shareholders'
funds in the subsidiary of the firm (/PRU(INV) 3-
78R).

Regulatory capital test

Position Risk
Requirement

16A

A firm which trades on its own account should
calculate a position risk requirement. The
methods and position risk weightings (known as
PRRs) to be used can be found in /PRU(INV) 3-
80R to 3-169R and /PRU(INV) 3 App 26.
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Counterparty Risk
Requirement

17A

This section is split into debtors and creditors
arising on the trading book. The headings for
assets and liabilities are designed to reflect the
balance sheet values of transactions analysed by

type.
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FSA033 — Capital Adequacy (for firms subject to IPRU(INV) Chapter 3)

validations

Internal validations
Data elements are referenced by row, then column.

Validation Data

number element

1 6B = I1B-2B+3B+4B + 5B

2 10B = 8A +9A

3 14B = 7B+ 10B+11B+ 12B + 13B
4 15A = 14B

5 18B = 15A +16A + 17A

6 19B = 6B

7 20B = 19B — 18B
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FSA034 — Capital Adequacy (for firms subject to IPRU(INV) Chapter 5
not subject to exemption in IPRU(INV) 5.2.3(2)R)

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose to help the FSA to monitor
firms' capital adequacy and financial soundness.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

o The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

o The data item should be unconsolidated.
e  For asole trader, only the assets and liabilities of the business should be included.
o The data item should be in agreement with the underlying accounting records.

e  Accounting policies should be consistent with those adopted in the statutory annual
accounts and should be consistently applied.

o Information required should be prepared in accordance with generally accepted
accounting standards.

o The data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in the wrong way.

o The requirement that any figures be audited does not apply to small companies
exempted from audit under the Companies Act 2006.

FSAO034 definitions Page 1



FSA034 — Capital Adequacy (for firms subject to IPRU(INV) Chapter 5
not subject to exemption in IPRU(INV) 5.2.3(2)R) validations

Internal validations

Data elements are referenced by row, then column.

Validation Data

number item
1 9B

2 10B
3 16B
4 21B
5 22B
6 28B
7 29B
8 33B
9 34B

5A +6A +7A +8A
1B+2B+3B+4B +9B
10B+11B+12B + 13B + 14B + 15B
16B+17B + 18B — 19B + 20B

21B

23A +24A +25A + 26A +27A
22B - 28B

32B * (33B / 52)

6orl3
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FSAO035 — Capital Adequacy (for firms subject to IPRU(INV) Chapter 5
and to the exemption in IPRU(INV) 5.2.3(2)R)

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose to help the FSA to monitor
firms' capital adequacy and financial soundness.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

o The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

o The data item should be unconsolidated.
e  For asole trader, only the assets and liabilities of the business should be included.
o The data item should be in agreement with the underlying accounting records.

e  Accounting policies should be consistent with those adopted in the statutory Annual
Accounts and should be consistently applied.

o Information required should be prepared in accordance with generally accepted
accounting standards.

o The data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in the wrong way.

o The requirement that any figures be audited does not apply to small companies
exempted from audit under the Companies Act 2006.
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FSAO035 — Capital Adequacy (for firms subject to IPRU(INV) Chapter 5
and to the exemption in IPRU(INV) 5.2.3(2)R) validations

Internal validations

Data elements are referenced by row, then column.

Validation Data

number element
1 9B

2 10B

3 16B

4 18A

5 19A

6 19A

7 20B

5A +6A +7A +8A
I1B+2B+3B+4B+9B
10B+11B+12B + 13B + 14B + 15B
Oor5

0 or 4000

If 18A =0, then 4000, else 0
17B — (18A + 19A)
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FSA036 — Capital Adequacy (for UCITS firms)

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose of helping the FSA to monitor
firms' capital adequacy and financial soundness.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

o The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

o The data item should be unconsolidated.

e  For a sole trader, only the assets and liabilities of the business should be included.

o The data item should be in agreement with the underlying accounting records.

e  Accounting policies should be consistent with those adopted in the statutory Annual
Accounts and should be consistently applied.

o Information required should be prepared in accordance with generally accepted
accounting standards.

o The data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in the wrong way.

o The requirement that any figures be audited does not apply to small companies
exempted from audit under the Companies Act 2006.
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FSA036 — Capital Adequacy (for UCITS firms) validations

Internal validations

Data elements are referenced by row, then column.

Validation Data
number element

9B

15B
17B
18B
20B
21B
24B
25B
26B
38B

O 0 39 N N B~ W N ==

—
)

—
—

40B

IB+2B+3B+4B-5B-6B- 7B -8B
OB + 10B + 11B + 12B + 13B + 14B
15B - 16B

9B

18B — 19B

17B

22A +23A

40B

21B — (Max 24B, 25B)

27B —28A —29A - 30A —31A —32A - 33A - 34A - 35A —
36A -37A

39B/ 4
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FSA037 — Capital Adequacy (for firms subject to IPRU(INV) Chapter 13)

Introduction

The purpose is to provide a framework for the collection of information required by the FSA
as a basis for its supervision activities. It also has the purpose to help the FSA to monitor
firms' capital adequacy and financial soundness.

Defined Terms

Terms referred to in these notes where defined by the Companies Act 1985 or the provisions
of the firm's accounting framework (usually UK GAAP or IFRS) bear that meaning for these
purposes. The descriptions indicated in these notes are designed simply to repeat, summarise
or amplify the relevant statutory or other definitions and terminology without departing from
their full meaning or effect.

o The data item should comply with the principles and requirements of the firm's
accounting framework, which will generally be UK GAAP (including relevant
provisions of the Companies Act 1985) or IFRS.

o The data item should be unconsolidated.
e  For a sole trader, only the assets and liabilities of the business should be included.
o The data item should be in agreement with the underlying accounting records.

e  Accounting policies should be consistent with those adopted in the statutory Annual
Accounts and should be consistently applied.

o Information required should be prepared in accordance with generally accepted
accounting standards.

o the data item should not give a misleading impression of the firm. A data item is likely
to give a misleading impression if a firm wrongly omits or includes a material item or
presents a material item in the wrong way.

o The requirement that any figures be audited does not apply to small companies
exempted from audit under the Companies Act 2006.

Description Data element Guidance
Regulatory Capital
Own Funds IPRU(INV) requires that all non-ISD personal investment firms have

financial resources of at least £10,000 at all times. The Own Funds
test is designed to evaluate firms’ adherence to this requirement.

In addition, firms that do not fall within the definition of a low
resource firm are required to meet the following additional financial
resources tests.
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Paid up share capital | 1B Share capital in FSA030 which is eligible for

(excluding preference inclusion as regulatory capital.

shares redeemable by

shareholders within 2

years)

Interim net profits 4B Interim net profits should be verified by the
firm’s external auditor, net of tax or anticipated
dividends and other appropriations to be included
as capital.
Any interim net profits that have not been verified
should not be included in this field unless the firm
is eligible to do so.
The requirement that this figure be audited does
not apply to small companies exempted from
audit under the Companies Act 2006.

Revaluation reserves | 5B Revaluation reserves (unrealised reserves arising

from revaluation of fixed assets) can only be
included here if audited.

Expenditure Based
Requirement

This is a capital requirement for personal investment firms that are
not low resource firms, based on a firm’s overall audited
expenditure. The Expenditure Based Requirement is calculated as a
fraction of the firm’s annual fixed costs which, for this purpose, are
based upon the firm’s annual audited expenditure and, in general
terms, exclude cost items that would not be incurred were there no
income. Thus staff bonuses and partners’ profit shares (unless
guaranteed) and any shared commissions are not treated as fixed
costs for the purposes of the calculation.

Adjustments required | 23A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part
against assets I

Adjustment for 24A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part
subordinated loans II

Adjustment for 25A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part
indemnity II

commission

Adjustment for 26A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part
deficiencies in II

subsidiaries

Adjustment for 27A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part

contingent liabilities

II
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Adjustment for 28A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part
foreign exchange risk II

Adjustment for 29A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part
redeemable II

preference shares

Adjustment for 30A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part
derivative II

Other adjustments 31A See IPRU(INV) Table 13.12.3(1)/13.12.3(2) Part
against liabilities II

Regulatory capital test(s)

Capital requirement

Own funds 34B The own funds requirement (‘OFR’) should be
requirement calculated in accordance with section /PRU(INV)
13.10.

For a low resource firm, the OFR is always
£10,000.

Additional own funds | 35B If the firm has any increased excesses or

requirement for PII (if exclusions on its PII policies, the total of the

applicable) additional capital requirements required by
IPRU(INV) 13.1.4.

Other FSA capital 36B The FSA may from time to time impose

requirements (if additional requirements on individual firms. If

applicable) this is the case for your firm, you should enter the
relevant amount here. This excludes capital
requirements in relation to PII.

Surplus / (deficit) 38B This should show the amount of the firm’s own
funds in relation to its own funds requirement.

Adjusted net current
assets

The purpose of this test is to ensure that the firm has adequate
working capital to be able to meet its liabilities as and when they fall
due. It does this by taking the firm’s net current assets (from the
balance sheet), and applying the following:

(1) excluding assets which cannot be realised or recovered within
twelve months;

(2) excluding amounts receivable from connected persons (to the
extent that they are not properly secured, except certain allowable
deposits); and

(3) valuing investments at current market value.

The resulting balance should be at least £1.
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Adjusted net current | 39B All personal investment firms except low

assets requirement (if resource firms should at all times have adjusted

applicable) net current assets of at least £1.
Low resource firms should enter ‘n/a’ here.

Adjusted net current | 40B All personal investment firms except low

assets (if applicable) resource firms should at all times have adjusted
net current assets of at least £1.
Low resource firms should enter ‘n/a’ here.
Adjusted net current assets should be calculated
in accordance with /PRU(INV)13.11.

Surplus / (deficit) (if | 41B This shows whether the firm’s net current assets

applicable) are positive.

Expenditure based This is a capital requirement for personal

requirement investment firms that are not low resource firms,
based on a firm’s overall audited expenditure.
The Expenditure Based Requirement is calculated
as a fraction of the firm’s annual fixed costs
which, for this purpose, are based upon the firm’s
annual audited expenditure and, in general terms,
exclude cost items that would not be incurred
were there no income. Thus staff bonuses and
partners’ profit shares (unless guaranteed) and
any shared commissions are not treated as fixed
costs for the purposes of the calculation.

Expenditure based 42B Personal investment firms, except low resource

requirement (if firms, should calculate their expenditure based

applicable) requirement (‘EBR’) in accordance IPRU(INV)
13.12.
Low resource firms should enter ‘n/a’ here.

Adjusted capital / 43B Adjusted/liquid capital should be calculated in

illiquid capital (if accordance with /PRU(INV) 13.12

applicable)

Low resource firms should enter ‘n/a’ here.

Professional Indemnity Insurance

This section requires each firm to confirm it is in compliance with the prudential
requirements in relation to professional indemnity insurance (PII). Data is required in relation
to all PII policies that a firm has in place, up to a limit of ten (this is provided in columns A-
H). If a firm has more than ten policies, it should report only on the ten largest policies by
premium. For each insurer, if there are any business lines with different excess, then they
should be reported in columns J — L (so there can be multiple entries in columns J, K and L

for each insurer).
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Does your firm hold a | 45B This question will establish whether a firm is
Comparable exempt from the requirements and so is not
Guarantee or required to hold PII.
gqulvalent cover In If the firm is required to hold PII —i.e. is not
lieu of PII or is it . !
. exempt from holding PII — you should enter 'no
otherwise exempt in the data field.
from holding PII?
A firm is NOT exempt from holding PII if:
e the firm has a group policy with an insurer; or
o the firm has permission for the regulated
business that requires PII, but does not
currently carry it out; or
e it is a personal investment firm meeting the
exemption requirements for mortgage
intermediaries and insurance intermediaries in
PRU9.2.
Select either ‘Comparable guarantee’ or
‘Exempt’.
If your firm does not | 46B Firms are required to take out and maintain PII at
hold a Comparable all times.
Guarantee or
equivalent cover and
is not exempt, does
the firm currently
hold PII?
Does your firm 47B This is either ‘Yes’ or ‘No’, and enables us to
conduct insurance check that the PII cover meets the minimum
mediation activities requirements.
Has your firm 48B This is either ‘Yes’ or ‘No’.

renewed its PII cover
since the last
reporting date?
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If your policy 49B Required terms of PII are set in /PRU(INV)

excludes all business 13.1.4.

activities carrl.ed on Examples of a retroactive start date:

prior to a particular

date (i.e. a retroactive (1) A firm has a retroactive start date of

start date), then insert 01/01/2005 on its pohcy if:

the date here. If not o A client is advised by the firm to purchase an

insert N/A. XYZ policy on 01/03/2004 (i.e. before the
retroactive date)

e The client makes a formal complaint about the
sale of the XYZ policy to the firm on
01/04/2006 (i.e. while this PII cover is still in
place).

o The complaint is upheld, but the firm's current
PII Insurer will not pay out any redress for
this claim as the transaction took place before
01/01/2005, the retroactive date in the policy.

Insert ‘01/01/05’ for this data element.

(2) A firm does not have a retroactive start date if:

e A client is advised by the firm to purchase an
XYZ policy on 01/03/2006.

o The client makes a formal complaint about the
sale of the XYZ policy to the firm on
01/04/2006 (i.e. while this PII cover is still in
place).

e The complaint is upheld, and the firm's
current PII Insurer will pay out any redress
owed by the firm to the client over any
prescribed excess, and to the limit of
indemnity provided for. There is no date in
the policy before which any business
transacted may not give rise to a valid claim.

Insert ‘n/a’ for this data element.

Annualised premium | 50A This should state the premium payable (in

descending order of size), net of tax and any other
add-ons. If the premium covers a period other
than 12 months, it should be annualised before
ranking.
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PII Insurer

50B

Select the PII insurer from the list provided (to
follow). If you have more than one policy with
the same insurer, they should be combined. If the
insurer is not listed, select ‘Other’. If a policy is
underwritten by more than one insurance
undertaking or Lloyd's syndicate, you should
select ‘multiple’.

Start date

50C

Enter the start date of the policy.

Renewal date

50D

Enter the renewal date of the policy.

Limit of indemnity
required — single

50E

You should record here the required indemnity
limits on the firm’s PII policy or policies, in
relation to single claims, as under /PRU(INV)
13.1.4(2)R. This should be reported in the
currency of the report, converted at the closing
rate of exchange on the reporting date, if it is in a
different currency.

Limit of indemnity
required — aggregate

50F

You should record here the required indemnity
limits on the firm’s PII policy or policies, in
aggregate, as under /PRU(INV) 13.1.4(2)R. This
should be reported in the currency of the report,
converted at the closing rate of exchange on the
reporting date, if it is in a different currency.

Limited of indemnity
obtained — single

50G

You should record here the indemnity limits on
the firm’s PII policy or policies obtained in
relation to single claims, as under /PRU(INV)
13.1.4(2)R. This should be reported in the
currency of the report, converted at the closing
rate of exchange on the reporting date, if it is in a
different currency.

Limited of indemnity
obtained — aggregate

50H

You should record here the indemnity limits on
the firm’s PII policy or policies obtained in
aggregate, as under /PRU(INV) 13.1.4(2)R. This
should be reported in the currency of the report,
converted at the closing rate of exchange on the
reporting date, if it is in a different currency.
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Business line

50J

For policies that cover all business lines, firms
should select ‘All’ from the list provided (to
follow). Where the policy contains different
excess for different business lines, firms should
identify these business lines from the list (or the
closest equivalent) and report the (highest) excess
for that business line in data element S0K. Once
these ‘non-standard’ excesses have been
identified, the remaining business lines should be
reported under ‘All other’.

(Some typical business types include pensions,
endowments, FSAVCs, splits/zeroes, precipice
bonds, income drawdown, lifetime mortgages,
discretionary management).

Policy excess

50K

For policies that cover all business lines with no
difference in excesses, this should be the excess
applicable. Otherwise, it should contain the

highest excess for each business line that differs.

Policy exclusions

50L

If there are any exclusions in the firm’s PII
policy, the business type(s) to which they relate
should be entered here. This is a free text field.

Annual income as
stated on the most
recent proposal form

51B

This should be the income as stated on the firm's
most recent PII proposal form.

For a personal investment firm, this is relevant
income arising from all of the firm's activities for
the last accounting year before the policy began
or was renewed (/PRU(INV) 13.1.3(3)R).

Amount of additional
capital required for
increased excess(es)
where applicable,
total amount for all
PII policies)

52B

This should be calculated using the tables in
IPRU(INV) 13.1.4(12)E. The total of additional
capital (i.e. in relation to all of the firm’s PII
policies) should have been reported under
‘additional capital requirements for PII” and/or
‘additional own funds.

Total amount of
additional own funds
required for policy
exclusion(s)

53B

This should be calculated in line with IPRU(INV)
13.1.4(13)R. The total of additional own funds
(i.e. in relation to all of the firm’s PII policies)
should have been reported under ‘additional
capital requirements for PII” and/or ‘additional
own funds for PII".

Total of additional
own funds required

54B

This represents the total of additional own funds
required under /PRU(INV) 13.1.4 to 13.1.4(13)G
for all of the firm’s PII policies.
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Total of readily 55B Personal investment firms only - you should state

realisable own funds here the total of the own funds that are classed as
‘readily realisable’ under the terms of /PRU(INYV)
13.1.4(4)R.

Excess / (deficit) of 56B In this field, enter the result of the ‘total of

readily realisable own additional own funds required’ less the ‘total of

funds readily realisable own funds’
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FSA037 — Capital Adequacy (for firms subject to IPRU(INV) Chapter 13)
validations

Internal validations

Data elements are referenced by row, then column.

Validation Data
element

number

1

A

O 0 3 O Wn

14B

16B
21B
32B

37B
38B
41B
44B
54B
56B

IB+2B+3B+4B+5B+6B+7B+8B+9B—-10A—-11A
—12A+13B

14B + 15B
17B — 18A — 19A - 20A

22B +23A + 24A -25A —26A —27A —28A - 29A - 30A-
31A

14B

37B - 14B - 35B - 36B
40B - 39B

43B - 42B

52B +53B

55B - 54B
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FSA038 — Volumes and Type of Business

Description | Data element Guidance
UK funds 2A This data element is intended to capture the proportion of
under UK clients as a percentage of total funds under management
management UK funds relate to management agreements that are directly
contracted with UK resident clients.
For example, a UK authorised collective investment scheme
constitutes a UK client for the purposes of this question.
Do you 3A This data element in part helps us to differentiate between
conduct firms that have direct contact with retail clients in carrying
designated on designated investment business services and firms which
investment are operators, trustees or depositaries of Authorised Unit

business with
or for retail
clients?

Trusts (AUTs), Open Ended Investment Companies
(OEICs), Recognised schemes (RSs) and Unregulated
collective investment schemes (UCISs) in which the
unit/shareholders would be retail clients but the firms do not
conduct designated investment business directly with or for
them. So, a firm that is conducting designated investment
business directly with or for an AUT, OEIC, RS or UCIS
should, when answering the question in respect of those
clients, have regard to how the AUT, OEIC, RS or UCIS
has been classified by the firm and not the notional
classification of the underlying unit/share holders. Clearly,
where the firm has other clients, it will need to take into
account their classification when answering the question.

If your firm is eligible and has applied under Rule 1.1.7 of
DISP (Dispute Resolution: Complaints) for exemption from
DISP 1.2 — DISP 1.7, in that the firm does not conduct and
is not reasonably likely to conduct, business with eligible
complainants, then, in respect of data element 3A, it is
possible that you will not be conducting designated
investment business for or with retail clients, but firms
should note that the definition of eligible complainant is
different to that of retail client.

Where firms conduct non advised investment services
(execution only services) for retail clients and are required
to complete an appropriateness test (under MiFID) for a
retail client in relation to a transaction or service, please be
aware that the outcome of that appropriateness test does not
alter the classification of that client.
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What is the
current
approximate
percentage of
your clients
are retail
clients?

4A

The purpose of this data element is to give supervisors an
indication of the make up of the firm's client base. Whilst it
is accepted that this question does not demonstrate a firm's
compliance with a particular rule, it will assist supervisors
in understanding the level of potential risk facing a firm
from those risks that are specific to activities with private
customers/retail clients. Firms should be aware that the FSA
is not expecting firms to able to determine an exact number
of private customers/retail clients when answering this
question, rather the FSA is asking for an approximate
answer and is not explicitly or implicitly requiring firms to
implement systems, or modify existing ones, to collate
client classification and activity information. However, the
FSA does expect firms to have adequate risk management
systems and controls in place to manage their affairs and
risks responsibly and would expect an authorised firm to be
able to make a reasonable estimate in answer to this
question within the bands specified.

It is acknowledged that a client may have different accounts
and be classified as a private customer/retail client in
relation to one area of business and classified as an
intermediate customer or market counterparty/professional
client for another. It is acknowledged that this may lead to
double counting of some clients between classifications. It
is not envisaged that this situation will cause great
anomalies in the information provided within the bands
specified.

The FSA will not expect firms to apply a stringent criteria
to filter out customers that become inactive for the purpose
of this question. The answer provided by the firm should,
however reflect a firm's recent and ongoing activities. The
FSA would expect a firm to have sufficient management
information to be able to avoid a large discrepancy between
the true current position and a distorted position through the
inclusion of inactive clients, when answering this question.

FSAO038 definitions Page 2




FSA038 — Volumes and Type of Business validations

Internal validations
Data elements are referenced by row, then column.

Validation Data

number element
1 2A If 1A > 0, then >0, else 0
2 4A If 3A = Yes, then >0, else, 0
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FSA039 — Client Money and Client Assets

Description Data element Guidance
Has your firm held 1A Firms should choose from the options: No; Yes —
Client Money or Client assets; Yes — Client Money; and Yes —
Client Assets in this Both.
. o
reporting period? Please see the Handbook Glossary for the defined
term of Client Money.
Does the firm 2A Please answer yes or no as applicable.

undertake or allow
stock lending
activities using
clients' custody
assets?

For the purposes of this question, stock lending is
an agreement for the temporary transfer of
securities, in which the borrower undertakes to
return equivalent securities at a pre-determined
time. The lender retains ownership of the
securities, and typically earns income from the
borrower for agreeing to the loan, but the
borrower is able to exercise the voting rights
attached to the securities.
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FSA039 — Client Money and Client Assets validations

Internal validations

There are no internal validations for this data item.
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FSA040 - CFTC

Description Data element Guidance

Balance per previous | 1A Total amount of all bank bonds held to cover

reporting date customers' unrealised LME profits as at the
previous reporting date.

Addition 2A Total additions to those bank bonds during the
current reporting period.

Termination / 3A Total reductions to those bank bonds during the

cancellation current reporting period.

Current balance 4A Total amount of all those bank bonds held to
cover customers' unrealised LME profits as at the
current reporting date.

Deficit open trade SA Total open trade deficit of US and non-US LME

equity at LME customer positions as at the current reporting
date.

House losses at LCH | 6A Any net deficit in the firm's proprietary positions
at LCH.Clearnet.

Deficit open trade TA Aggregate customer deficit related to non-

equity of non-LME segregated non-LME positions cleared at

customers at LCH LCH.Clearnet.

LME forward profit 8A The aggregate of all forward profits on LME
positions of US customers.

Total 9A The lower of (8A) or (SA+6A+7A)

Excess / (deficiency) | 10A 4A-9A

Number of occasions | 11A The number of days during the current reporting

when the omnibus period when 10A would have been negative.

letter of credit was

deficient

Secured amount 12A The secured amount covered by individual letters
of credit.

Value of letter of 12B The amount of the individual letter of credit

credit covering that secured amount.

Excess / (deficiency) | 12C 12B - 12A

Date rectified 12D Where a letter of credit was not sufficient to cover

the relevant secured amount as at the reporting
date, the date on which the deficiency was
rectified.
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Number of occasions
when any one
individual letter of
credit was deficient

13A

The number of deficiencies on individual letters
of credit during the current reporting period.
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FSA040 — CFTC validations

Internal validations

Data elements are referenced by row, then column.

Validation Data

number item
1 4A
2 9A
3 10A
4 12C

1A +2A - 3A
Min (8A, (5A + 6A + 7A))
4A —9A

12B - 12A
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FSA041 — Asset Managers that use Hedge Fund Techniques Report

Description

Data element

Guidance

Do you manage an
unregulated
collective investment
scheme ("uCIS") that
is not domiciled in
the UK?

1A

An unregulated Collective Investment Scheme is,
we believe, a term that is reasonably well-
understood by regulated firms and one which is
typically used by hedge funds We have excluded
onshore uCIS as these are used by some mainstream
asset managers for pooling smaller defined benefit
pension plans

FSA Handbook Glossary Definition

An unregulated collective investment scheme is a
collective investment scheme that is not a regulated
collective investment scheme.

Regulated

Schemes may become regulated under FSMA by
one of four routes:

e Individual scheme authorisation of unit trusts
or ICVCs

e Under section 264 of FSMA as schemes
constituted in other EEA states (UCITS
schemes)

e Under section 272 of FSMA as individually
recognised overseas schemes

e Under section 270 of FSMA as schemes
authorised in designated countries or
territories

Collective investment scheme

Defined in Section 235 of FSMA as:

e any arrangements with respect to property
of any description, including money, the
purpose or effect of which is to enable
persons taking part in the arrangements
(whether by becoming owners of the
property or any part of it or otherwise) to
participate in or receive profits or income
arising from the acquisition, holding,
management or disposal of the property
or sums paid out of such profits or
income; and
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e which are not excluded by the Financial
Services and Markets Act (Collective
Investment Schemes) Order 2001 (SI
2001/1062).

Do you use 2A "Using derivatives for investment purposes" is a
derivatives for term used in European legislation with which we
investment purposes believe managers are familiar This term suggests
in an uCIS that is not that derivatives are not being used solely in pursuit
domiciled in the UK? of efficient portfolio management.
Do you solely 3A "Undertaking venture capital management" is
undertake venture defined in our Handbook and is currently the basis
capital management? of a notification requirement. The purpose of
inclusion of this question is to exclude pure private
equity/ venture capital managers who use uCIS
structures
FSA Handbook Glossary Definition
venture capital investment
a designated investment which, at the time
the investment is made, is:
(a) in a new or developing company or
venture, or
(b) in a management buy-out or buy-in; or
(c) made as a means of financing the
investee company or venture and
accompanied by a right of consultation, or
rights to information, or board
representation, or management rights, or
(d) acquired with a view to, or in order to,
facilitate a transaction falling within (a) to
(©).
Do you provide 4A For managers identified as a using hedge fund

valuations for any
instruments to your
fund administrator
which, to the best of
your knowledge, are
relied upon by the
administrator in
valuing the fund?

techniques

Firms that have answered "Yes" to question 1 and "No" to question 2 should answer the

following questions.
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For the auditor(s) 5A The configuration of this data field is yet to be

you use to audit your decided. At present, we propose that a list of the

funds pleas provide most frequently occurring auditor firms is available

the following: in drop-down list format, as well as other relevant

Name(s) of auditing options for selection (i.e. 'Other’, 'None').

firm(s) that signed We are conscious that several branches of the same

the most recent audit audit firm or group may have been involved in

opinion. effecting a single fund audit. On the basis of legal
responsibility, we believe it is appropriate that the
name and location of the signatory audit firm be
captured in this section.

For the auditor(s) 6A We propose that this field will be configured for free

you use to audit your text completion.

fﬁn(}s lrl)lea§ plTOVIde If a firm has selected 'Other' from the proposed

¢ tollowing: drop-down list of firms in the question above, we

(Name(s)) & propose that the name(s) of the auditor(s) also be

Location(s) of the included in the free text response.

aud1tor§ office The relevant location(s) should be recorded as City

responsible for the

s and Country.

audit.

Name(s) of prime 7A The configuration of this data field is yet to be

broker(s) decided At present, we propose that a list of the
most frequently occurring prime broker firms is
available in drop-down list format, as well as other
relevant options for selection (i.e. 'Other', 'None').

(Name(s) &) 8A We propose that this field be configured for free text

Location(s) of prime completion.

broker(s) If a firm has selected 'Other' from the proposed
drop-down list of firms in the question above, we
propose that the name of the prime broker(s) also be
included in the free text response.
The relevant location(s) should be recorded as City
and Country.

Name(s) of 9A The configuration of this data field is yet to be

custodian(s) decided At present, we propose that a list of the

most frequently occurring custodian firms is
available in drop-down list format, as well as other
relevant options for selection (i.e. 'Other', "None').
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(Name(s)) & 10A We propose that this field be configured for free text

Location(s) of completion.

custodian(s) If a firm has selected 'Other' from the proposed
drop-down list of firms in the question above, we
propose that the name of the custodian(s) also be
included in the free text response.
The relevant location(s) should be recorded as City
and Country.

Name(s) of the third |