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HANDBOOK SEPARATION (INSURANCE) INSTRUMENT 2016

Powers exercised

A. The Financial Conduct 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 for particular arrangements);
2) section 60 (Applications for approval);
3) section 61 (Determination of applications);
4) section 69 (Statement of policy);
®)] section 137A (The FCA’s general rules);
(6) section 137T (General supplementary powers); and
@) section 139A (Power of the FCA to give guidance).
B. The rule-making powers listed above are specified for the purpose of section 138G(2)
(Rule-making instruments) of the Act.
Commencement
C. This instrument comes into force on 7 March 2016.

Amendments to the Handbook

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

1 (2)
Glossary of definitions Annex A
Senior Management Arrangements, Systems and Controls sourcebook | Annex B
(SYSCO)
General Provisions (GEN) Annex C
General Prudential sourcebook (GENPRU) Annex D
Prudential Sourcebook for Insurers (INSPRU) Annex E
Interim Prudential sourcebook for Friendly Societies (IPRU(FSOC)) Annex F
Interim Prudential sourcebook for Insurers (IPRU(INS)) Annex G
Conduct of Business sourcebook (COBS) Annex H
Supervision manual (SUP) Annex I

Citation

E. This instrument may be cited as the Handbook Separation (Insurance) Instrument
2016.

By order of the Board

25 February 2016
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Annex A

Amendments to the Glossary of definitions

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

actuarial function

actuarial
investigation

admissible asset

appropriate actuary

capital resources

capital resources
gearing rules

capital resources
requirement

capital resources

tdeleted] (in the FCA Handbook) PRA controlled function described
more fully in SUP 4.3.13R, PRA Rulebook: Non Solvency II firms:
Actuarial Requirements 5, and, for a Solvency II firm, PRA Rulebook:
Solvency II firms: Conditions Governing Business 6.1.

(1) (other than in COBS) an investigation to which IPRU-(INS) rule
9.4 as at 31 December 2015 applies.

has the same meaning as ‘admissible asset’ in the insurance sectors of
the PRA Rulebook: Glossary.

an actuary appointed under SEP-4-41R PRA Rulebook: Non-
Solvency II Firms — Actuarial Requirements (Appointment of an
appropriate actuary).

(1) in relation to a BIPRU firm eraninsurer, the firm's capital
resources as calculated in accordance with the capital resources table;
or

(1) Garelationto-aninsurer-GENPRU2220R- GENPRU2230R
and-GENPRU2232Rto-GENPRU 22 41R- [deleted |

(2) an-insurer-mustholdassetoutin GENPRU 2 1 17Rto-GENPRU
21 23Ror [deleted]

(1) tin-the-casc-ofaninsuret)- GENLRU-2-Annex—tand [deleted |
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table

ECR

enhanced capital
requirement

financial institution

individual capital
assessment

notification rule

overall financial
adequacy rule

table-of PRA
eontrotlted-funetions

technical provision

tier one capital

FCA 2016/15

erhaneed-capitalreqrerent |deleted|

D din relati ; . L brsiness) 4

2 i rolas ; o onl . bersiness

£ canitel | ; hold .
GENPRU2138R- [deleted]

(1) (in accordance with paragraph 5(c) of Schedule 3 to the Act (EEA
Passport Rights: EEA firm) and article 3 (22) of the CRD
(Definitions)), but not for the purposes of GENPRU, BIPRU; and

IFPRU andINSPRU), ...

(in INSPRE-and COBS 20.2) an assessment by a firm of the adequacy
of its capital resources undertaken as part of an assessment of the

adequacy of the firm's overall financial resources earried-outin

(1) (in relation to a firm) a rule requiring a firm to give the

appropriateregulator FCA notice of, or information regarding, an

event, but excluding:

(1) (in GENPRU; and BIPRU anddNSPRY) GENPRU 1.2.26AG
(Requirement for certain firms to have adequate financial resources).

(a) (for a firm which is not a Solvency Il firm) a technical provision
established:

N L brsi ¥ | h INSPRU 112
Reand

G for . busi 4 | S INSPRL
+1+16R in accordance with the Insurance Company — Technical
Provisions part of the PRA Rulebook.

®) ...

(2) (in BIPRU; and GENPRU and#NSPRU) an item of capital that is
specified in stages A(Core tier one capital), B (Perpetual non-
cumulative preference shares) or C (Innovative tier one capital) of the
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with-profits actuary
function

FCA 2016/15

capital resources table.

Grthe FCA-Handbook) PRA controlled function EF12A-inthe-table
ofPRA-controttedfunetions; described more fully in SUP 4.3.16AR
Iasurance ManagementHanetions and the Senior Insurance

Management Function parts of the PRA Rulebook.
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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.

1.1A Application

1.1A.2 G  The provisions in SYSC should be read in conjunction with GEN 2.2.23R to
GEN 2.2.25G. In particular:

)

authorised-persons-as-arc-included-within-the-provision: | deleted]

2) Provisions made by beth the FCA, and by the PRA in the PRA
Rulebook, may be applied by both regulators to PRA-authorised
persons. Such provisions are applied by each regulator to the extent

of its powers and regulatory respons1b111t1es Cllhrs—generaJ—prmerple

3)

1.2 Purpose

1.2.1 G
a . matters likely to be of interest to the appropriateregmlator FCA
because they impinge on the appropriateregulators FCA’s

functions .

1 Annex1  Detailed application of SYSC

Part 1 Application of SYSC 2 and SYSC 3 to an insurer ...

1.4 R | SYSC 3.2.6AR to SYSC 3.2.6JG do not apply:
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HECAL
(2
(2) reversion activity=; or
3) to a pure reinsurer.
1.8A R | (1) SYSC 3, except SYSC 3.2.6AR to SYSC 3.2.6JG, and
(2) for a UK domestic firm, SYSC 2;
also apply in a prudential context with respect to activities wherever they
are carried on.
3.2 Areas covered by systems and controls
3.2.10 G
3) ... controlling risk exposure. The risk assessment function is not & an
FCA controlled function itself, but for certain firms is part of the
systems and controls function (CF28).
3.2.14 G
4) The requirements on firms with respect to approved persons are in
Part V of the Act (Performance of regulated activities) and SUP 10
10A and the Senior Insurance Management Functions parts of the
PRA Rulebook.
3.2.16 G
2) ... The internal audit function is not a an F'CA controlled function
itself, but for certain firms is part of the systems and controls
function (CF28).
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12

12.1

12.1.9

12.1.18

12.1.21

12.1.22

13

13.4

13.4.1

13.4.2

13.6

13.6.4

FCA 2016/15

Group risk systems and controls requirements

Application

G

G

G

G

... Bnless-the-firm-is-a-Sofvency-Hfirmsrisk Risk management processes

must include the stress testing and scenario analysis required by GENPRY

12 42R-and- GENPRU1I-2-49R(1)(b) the PRA Rulebook.

... this section will form part of the appropriateregulator’s FCA’s risk

management process.

... 1s to make sure that the appropriate+egutator FCA can take supervisory
action ...

... the appropriateregulator FCA would not expect systems and controls to
be duplicated. ...

Operational risk: systems and controls for insurers

Requirements to notify the appropriate regulator

G  Under Principle 11 and SUP 15.3.1R, a firm must notify the eppropricte
regitator FCA immediately of any operational risk matter of which the
appropriateregitator FCA would reasonably expect notice. ...

G  Regarding operational risk, matters of which the apprepriateregnlator FCA
would expect notice under Principle 11 include:

People

G ... A firm should also consider the rules and guidance for approved persons

in other parts of the Handbook (including APER, COCON and SUP) and the
rules and guidance on senior manager responsibilities in SYSC 2.1
(Apportionment of Responsibilities).
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13.7 Processes and systems

13.7.9 G

(3) the extent to which local regulatory and other requirements may
restrict its ability to meet regulatory obligations in the United
Kingdom (for example, access to information by the aepprepriate
regutator FCA and local restrictions on internal or external audit); and

13.8 External events and other changes

13.8.4 G ... However, the appropriateregulator FCA recognises that, in an
emergency, a firm may be unable to comply with a particular rule and the

conditions for relief are outlined in GEN 1.3 (Emergency).

13.8.7 G

(¢) ... (including the appropriatereguiator FCA and the press);

13.9 Outsourcing

13.9.2 G ... afirm should notify the appropriatereguiator FCA when it intends to
enter into a material outsourcing arrangement.

13.9.5 G
(2) ... and to the apprepriatereguiator FCA (see SUP 2.3.5R (Access to

premises) and SUP 2.3.7R (Suppliers under material outsourcing
arrangements);
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21.1

21.1.1

21.1.2

21.1.3

21.1.5

FCA 2016/15

Risk control: guidance on governance arrangements

Additional guidance on governance arrangements

G
(3) The appropriateregutator FCA considers ...
Chief Risk Officer
G
(2)
(b) ...or the PRA-ssystems-and-controls relevant PRA controlled
function.
(3) The appropriateregulator FCA expects ...
G
(2)  The appropriateregilator FCA recognises that ... the eppropriate
regulator FCA expects...
G (1) The appropriateregulator FCA considers that ...
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Annex C
Amendments to the General Provisions (GEN)

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

2.2 Interpreting the Handbook

2.2.23 R (1) This rule applies to Handbook provisions made by both the FCA and
the PRA, and to Handbook provisions made by the FFCA and
formerly-also-made-by-the PRA where the PRA have made
commensurate provisions in the PRA Rulebook. It may affect their
application by the FCA to PRA-authorised persons and PRA
approved persons, and may affect their application by the PRA to
any authorised person or approved person.

Page 10 of 70



Amendments to the General Prudential sourcebook (GENPRU)

Annex D

FCA 2016/15

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

1.1

1.1.2

1.1.2A

1.2

1.2.1

Application

G

Broadly speaking however, GENPRU applies (except as provided in
GENPRU 1.1.2-AAG) to:

(D an-insurer-thatisnotaSofveney-Hfirne: [deleted]

@) a BIPRU firm; and

5) groups containing such firms.

Adequacy of financial resources

Application

R

This section applies to:

&%) a BIPRU firm. ;and

¥ EET T
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1.2.1A

1.2.15

1.2.16

1.2.19

1.2.21

FCA 2016/15

f

22 2R E

aSetveney-H-firm-: [deleted]

.. The appropriatereglator FCA will review that assessment as part of its
own assessment of the adequacy of a firm's capital under its supervisory
review and evaluation process (SREP). ...

.. In the case of a BIPRU firm, the appropriateregtator FCA ...

Therefore, when forming its view on a BIPRU firm's capital planning
buffer, the appropriateregutator FCA will take into account the assessment
made in relation to the firm's ICG.

ey

2

et e %

BIPRU 2.2 (Internal capital adequacy standards) ard-IANSPRE-T1

Hndividual-capital-assessment) set sets out detailed guidance ... the
more reliance the apprepriateregulator FCA will be able to place

BIPRU 2.2 andINSPRU-7+ also have has information on how the
appropriateregutator FCA will review and respond to the
assessments referred to in GENPRU 1.2.15G and;in-the-ease-of
BIPRU firmsin GENPRU 1.2.16G. In particular they deal with the
giving of individual capital guidance to a firm, which is guidance
about the amount and quality of capital resources that the

appropriateregutator FCA thinks a firm should hold at all times .

S¥SCH-sets-out-material on-systems-and-controls-thatapply
Fieall Liupiclityrish ] | . '
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1.2.29

1.2.40

1.2.42B

1.2.43

1.2.55

1.2.62

1.2.73A

G

G

G

G

FCA 2016/15

&) [deleted]
 SYEC 11 124K Aomtialprovision relati | L bingmeicl

.. The appropriateness of the internal process, and the degree of
involvement of senior management in the process, will be taken into account

by the appropriateregmiator FCA when reviewing a firm's assessment as

part of the appropriateregulator's FCA’s own assessment of the adequacy
of a firm's financial resources. ...

. A BIPRU firm without an IRB permission, er-aninsurer-thathasa
m—a{eﬂal—eredﬂ—aﬂd—eeaﬂ{efpaﬁ-yefeét—ﬂslee*pe&mes— should conduct

analyses ..

The purpose of GENPRU 1.2.51R — GENPRU 1.2.53R is to enable the
appropriateregutator FCA to assess the extent ... under BIPRU 8 (Group
risk — consolidation). The reason the app%epﬁafe—icegﬁ-la-tef FCA wishes to
make this assessment is .

Where a firm assesses the adequacy of its CRR in its particular
circumstances in accordance with BIPRU 2.2 (Internal cap1tal adequacy

standards) ardHANSPRU-F1ndividual-capital-assessment) ..

(1)
() ... However, the appropriateregutator FCA ...
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®)) ... within the firm’s ICAAP e++E€A submission document.

(6) The appropriateresntator FCA will review the firm's records

referred to in (5) as part of its SREP. The purpose of examining these

is to enable the appropriateregulator FCA to judge whether a firm

will be able to continue to meet its CRR ...

@) ... the apprepriateregulator FCA may require the firm to set out

additional countervailing measures ...

1.2.73B G The appropriateregitator FCA may formulate macroeconomic and
financial market scenarios which a firm may use as an additional input to its
ICAAP or4€A submission. In addition, the appropriateregutator FCA may
also ask a firm to apply specific scenarios directly in its ICAAP er4EA
submission.

1.2.73C G  Eoraninstrer:

El}.*le El*eaml*eml.e; new l? HIRESS ‘;he' {I* making capital p;.*sdee.“ls**s B

&
and-understood: [deleted]
1.2.77 G  Additional guidance on stress tests and scenario analyses for the assessment

of capital resources is available in BIPRU 2.2 (Internal capital adequacy

standards) ardINSPRETFI-Ondividual-capital-assessment).

1.2.78 G Addittenal-gridance-nrelationto-stresstestsand-seenarto-anabysistor
Liconiclity wiske o il | . . Jablein SYSC 11
Hguidity-risk-systemsand-controts): [deleted]
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1.3

1.3.1

1.3.2

1.34

1.3.5

1.3.6

1.3.9

FCA 2016/15

Valuation
Application
R (1)  Thissectionof the Handbook appli . _anlessitis
@ firectivetriendly-society:
) ncomineEEAfirm:
© e comine T e
) aSolveneydlfirm: [deleted]

2) This section of the Handbook applies to a BIPRU firm.

3) Thissection-of the Handbookappliesto-a HKISPY- [deleted]

Purpose

G

This section sets out, for the purposes of GENPRU; and BIPRU and
INSPRU, rules and guidance as to how a firm should recognise and value
assets, liabilities, exposures, equity and income statement items.

Subject to GENPRU 1.3.9R to GENPRU 1.3.10R and GENPRU 1.3.36R,
except where a rule in GENPRU, BIPRU or INSPRU provides for a different

method of recognition or valuation, whenever a rule in GENPRU; or BIPRU
orIANSPRU refers to an asset ...

1) he i fes—or the Friendly Societi
151 i - [deleted]

Except where a rule in GENPRU; or BIPRU exINSPRU makes a different
provision, GENPRU 1.3.4R applies whenever a rule in GENPRU; or BIPRU
orINSPRU refers to the value or amount of an asset, liability, exposure,
equity or income statement item, including:

In particular, unless an exception applies, GENPRU 1.3.4R should be
applied for the purposes of GENPRU; or BIPRU er#NSPRU to determine
how to account for:

For the purposes of GENPRU; or BIPRU exNSPRU, except where a rule in
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1.3.10

1.3.13

1.3.16

1.3.29

1.3.30

1.3.32

FCA 2016/15

GENPRU; or BIPRU e+INSPRU provides for a different method of
recognition or valuation:

An election made under GENPRU 1.3.9R(2) must be applied consistently
for the purposes of GENPRU; or BIPRU ex#NSPRU in respect of any one
financial year.

(D) Except to the extent that GENPRU; or BIPRU e+dNSPRY provide
for another method of valuation, GENPRU 1.3.14R to GENPRU
1.3.34R (Marking to market, Marking to model, Independent price
verification; or Valuation adjustments er; H#-the-ease-of aninstureror

aHKASPV —~aluationadiustments-orreserves) apply:

(2)
(b) ... the firm must consider making adjustments erin-the-ecase
o i UK ISPV, mmaki i

General requirements: Valuation adjustments er-in-the-case-ofaninsurerora bk
ISPV. valuat 5

R

. (Marking to market, Marking to model, Independent price verification; or
Valuatlon adjustments erin-the-case-of-an-tnsurer-ora-UKISPV —~valuation
adjustments-orreserves). However if GENPRU; or BIPRU e+INSPRU
provide for another treatment of such gains or losses, that other treatment
must be applied.

A firm must establish and maintain procedures for considering valuation

adjustments erinthe-ease-ofan-insurerora UKISPV.valuatien

adjustments-or-reserves. These procedures must be compliant with the
requirements set out in GENPRU 1.3.33R.

A firm must consider the need for making adjustments er-in-the-case-ofan
insurer-or-a-UK ISPV establishingreserves for less liquid positions and, on

an ongoing basis, review their continued appropriateness in accordance with
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1.3.33

1.3.34

1.3.35

2.1

2.1.1

FCA 2016/15

the requirements set out in GENPRU 1.3.33R. Less liquid positions could
arise from both market events and institution-related situations e.g.
concentration positions and/or stale positions.

2) A firm must consider the following adjustments er-inthe-case-of-an
insurer-or-a-UKISPV adjustments-orreserves: unearned credit
spreads, close-out costs, operational risks, early termination,
investing and funding costs, future administrative costs and, where
appropriate, model risk.

3)

(b) A firm must consider several factors when determining
whether a valuation adjustment erin-the-case-of-an-insirer
er—a—e%lS#‘vaa}uaﬁeﬂ—&djﬂsﬂﬁeﬂt—er—resefve 1s necessary

for less liquid positions. .

If the result of making adjustments er-in-the-case-of an-insireroraUk

%S#makmg—&djﬁsemems—%es{rabhs-hmg—fesewes under GENPRU 1.3.29R
to GENPRU 1.3.33R .

Reconciliation differences under GENPRU 1.3.34R should not be reflected
in the valuations under GENPRU 1.3 but should be disclosed to the
appropriateregulator FCA in prudential returns. Firms which are subject to
the reporting requirement under SUP 16.16 should disclose those
reconciliation differences in the Prudent Valuation Return which they are
required to submit to the epprepriateregulator FCA under SUP 16.16.4R.

Soeci : g . : b

Calculation of capital resources requirements

This section applies to:
& a BIPRU firm=and
@) Liroetivefriendl oty
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2.13

2.1.6

2.1.7

2.1.9

2.1.10

2.1.11

FCA 2016/15

CEONC )

?) . ) . .
) . ’ 8 . .
8 L | isethi ) t y I | E ] ‘
business: [deleted]

.. The adequacy of a firm's capital resources needs to be assessed both by
that firm and the appropriate regulator. Through its rules, the apprepricte
regilator FCA sets minimum capital resources requirements for firms. It
also reviews a firm's own assessment of its capital needs, and the processes
and systems by which that assessment is made, in order to see if the
minimum capital resources requirements are appropriate (see GENPRU 1.2
(Adequacy of financial resources); and BIPRU 2.2 (Internal capital

adequacy standards) andINSPRUFHndividual-capital-assessment)).

.. are set out in GENPRU 1.3 (Valuation) and;feran-insttrersANSPRU and,
for a BIPRU firm, BIPRU.

A firm must at all times monitor whether it is complying with GENPRU
23R A(the-matneaptaladeqineyruletorsurery-or the main BIPRU
firm Pillar 1 rules and be able to demonstrate that it knows at all times
whether it is complying with those rules.

For the purposes of GENPRU 2.1.9R, a firm should have systems in place to
enable it to be certain whether it has adequate capital resources to comply
with GENPRU 21 13Rand the main BIPRU firm Pillar 1 rules ¢as
apphieabley at all times. This does not necessarily mean that a firm needs to
measure the precise amount of its capital resources and its CRR on a daily
basis. A firm should, however, be able to demonstrate the adequacy of its
capital resources at any particular time if asked to do so by the appropricte

regulator FCA.

A firm must notify the apprepriateregulator FCA immediately of any
breach, or expected breach, of GENPRE2I13R(inthe-case-of aninsurer)
ot the main BIPRU firm Pillar 1 rules Gnthe-ease-of-aBHPRUFfirm).
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2.1.12

2.2

In each of the following provisions in GENPRU 2.2 (Capital Resources), replace
“appropriate regulator” wherever appearing with “FCA™:

Additional capital requirements

FCA 2016/15

G  The apprepriateregitator FCA may impose a higher capital requirement
than the minimum requirement set out in this section as part of the firm's

Part 4A permission (see GENPRU 1.2 (Adequacy of financial resources);
and BIPRU 2.2 (Internal capital adequacy standards) ardFNSPRU-F1+

Hndividual-eapital-assessment)).

Capital resources

2.2.8G (three instances)
2.2.61BR

2.2.61CR (two instances)
2.2.61DR (two instances)
2.2.61ER

2.2.61FR

2.2.61GR (two instances)
2.2.67AG

2.2.68G

2.2.69DG

2.2.69F (eight instances)
2.2.70R

2.2.70AG

2.2.71R

2.2.73G

2.2.74R

2.2.74AG (two instances)
2.2.79AR

2.2.79GR

2.2.79HG (two instances)
2.2.791IR (two instances)
2.2.83BR

2.2.96G

2.2.115A (two instances)
2.2.115CG (four instances)
2.2.117CG

2.2.135R

2.2.136G (two instances)
2.2.164G (two instances)
2.2.171R (two instances)
2.2.174R

2.2.179G

2.2.187G

Page 19 of 70



FCA 2016/15

2.2.197G
2.2.220R
2.2.243R.

The new and deleted text is not shown in the text of the GENPRU provisions below.

Application
221 R This section applies to:
& a BIPRU firm=and

P T E T T E

Table: Arrangement of GENPRU 2.2

2.2.6 G
Topic Location of text
o . ENPRIL2D ATOR to GENPRL
. N : s | 2.0072G: GENPRU2.2.2TAG
: Ej e Pre)
2.2.10 G ... Tier one capital is divided into:
H

& in-the-ease-of-a BIPRU firm; core tier one capital and hybrid capital.
Hybrid capital is further divided into the different stages B1, B2 and

Page 20 of 70



FCA 2016/15

C of the calculation in the capital resources table.

Deductions should be made at the relevant stage of the calculation of capital
resources to reflect capital that may not be available to the firm or assets of
uncertain value (for example, holdings of intangible assets) and-assets-that

s admissible £ . ‘

The purpose of the requirements in GENPRE2229R-and GENPRU
2.2.30AR(1) is to ensure that the firm’s tier one capital resources includes a
minimum proportion of core tier one capital which provides the highest
quality of capital. Within the 50% limit on non-core tier one capital:

@) GENPRE2230R-placeswturthersubtimiton-the-ameount-of
) L ol . nelude inits £
capitatresonrees-and [deleted]

(2)  GENPRU ...

The categories referred to in GENPRU 2.2.62R(1) are:

®)) Gn-the-case-of aninsurer)-aperpetual-non-cumulative preference
shere; [deleted]

7 - ani 5 . . . . and
[deleted]

(8) Gnthe-ease-of- ¢ BHPRU-firm) hybrid capital.

General conditions for eligibility as tier one capital

The conditions that an item of capital of a firm must comply with under
GENPRU 2.2.62R(2) are as follows:

“)
(b) ... an item of capital that is:
& in-the-ease-of-a BIPRUfirm; core tier one capital:-ane

i the ; E'*;f SRS mfl“d?d };1 § ]"g i;.' sy
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2.2.70

R

(6)

®)

(10)

FCA 2016/15

ofcapttal;

it is able to absorb losses to allow the firm to continue trading and:

@ o an y culars T ”
Lind e . . ,
capitalloss-absorption)—and [deleted]

(b) Tr-the-ease-of a BIPRUfirm; it does not, ...

it ranks for repayment upon winding up, administration or any other
similar process:

(a) in-the-case-of aninswrerno-hicherthana-share-of a-company
i 1 under the C ) 2006 (whetl
iis-such-ashare)-or [deleted]

(b) inthe-ease-of a-BfPRU firmy; lower than any items of capital

that are:

the description of its characteristics used in its marketing is
consistent with the characteristics required to satisfy (1) to (9) and;

) ” Fits busi I Y

A firm may not include a capital instrument in its tier one capital resources,
unless its contractual terms are such that:

2

the firm cannot exercise that redemption right:
(@  ..and
(b) ...; and

(©) unless at the time of exercise of that right it complies with

GENPREU 23R (the-maincaptaladequaeyrnletor
insurersy-or the main BIPRU firm Pillar 1 rules and will

continue to do so after redemption;
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A firm may include a term in a tier one instrument allowing the firm to
redeem it before the date in GENPRU 2.2.70R(2)(a) if the following
conditions are satisfied:

2

3)

“)

the circumstance that entitles the firm to exercise that right is:

@  Gng ¢ e insirer achangein] lation.

any relevant jurisdietion or in-the *“.Ee*p*es.a;*e;* Effh Eh;l |

Gn-the-ease-of-aBIPRUfirm) a change in the applicable tax

treatment or regulatory classification of those instruments;

Gn-the-ease-of a BIPRUfirny the circumstance that entitles

the firm to exercise that right was not reasonably foreseeable
at the date of issue of the tier one instrument; and

the firm’s right is conditional on it obtaining the appropriate
regulator’s consent in the form of a waiver of GENPRU 2.2.72R.

There are additional loss absorption requirements for Gn-the-ease-ofan
surery-nnovative-tier-one-capital-and-Gn-the-ecase-of-a BIPRUfirm) hybrid
capital in GENPRU 221H6R 2.2.116AR to GENPRU 2.2.118R (Other tier
one capital: loss absorption) and Gn-the-ease-ef-aBIPRU-firm) for core tier
one capital in GENPRU 2.2.83AR(9) to (10) (General conditions for

eligibility of capital instruments as core tier one capital (BHPRUfirn-only)).
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22117 G ... Astieronecapitalresonreesforaninsnrer-should-be-undated;-this-wil

22118 R (1) Aninsurermaynotincladeaninnovativetierone-instrumentonless

2

22138 R

2

(a) ... issue by more than :

& in-the-ease-of a BIPRUfirm; 150%; and
a9 in-the-case-of-an-insurer;200%- or

(b)

22143 G (1) The significance of the limitations on conversion in GENPRU
2.2.138R(2) can be seen in the example in this paragraph;-whichuses

the-conversionratio-apphcable-to-an-insurer
(2) Aninsurer A firm issues innovative notes with a par value of £100
each. ...
3)
(a) ... 200% 150% ...
(b) ... £100* 2 1.5/ £4 =50 37.5
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“

(5) If the market price of the ordinary shares fell by half to 200 pence, the
maximum permitted number of shares (50 37.5) would have to be
issued in order to give an investor in the innovative note ordinary
shares with a market value equal to £100. ...

(1) In addition to the maximum conversion ratios of 200%fer-an-—insitrer
and 150% foraBIPRUfirm; GENPRU 2.2.138R(2)(b) does not
permit a firm to issue shares that would have a market value that
exceeds the issue price of the instrument being redeemed.

A capital instrument must not form part of the tier two capital resources of
a firm unless it meets the following conditions:

(10)  the description of its characteristics used in its marketing is
consistent with the characteristics required to satisfy (1) to (9) and;

) L Fits busi I 1)):

In relation to a tier two instrument, a firm must notify the appropriate

resulator:
(D in-the-case-of an-instrersixMonths—and [deleted]
2) in-the-case-of- a BIPRU firm-one-Month; [deleted]

FCA one month before it becomes committed ...
3)
“4)

Table: Application of tier two capital rules to tier three debt

Tier two capital rule Adjustment

GENPRU 2.2.159R ...

The reference in GENPRU 2.2.159R(10)
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(Description of tier two capital in marketing

documents) to GENPRU 2.2.265R 222HR
. L :

E 9 E'i busi I | ) g}

apply

il : P : ” Cits busi I |
22270 R GENPRU222TORto-GENPRU22275G only-apply-to-an-insurerfalling

within-GENPRU 2218 [deleted]
22270A G
2.2.271 R
22272 G
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22274 G  GENPRU2264R(10)and-GENPRU 2.2 159R(10) containprovisions
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Annex E
Amendments to the Prudential sourcebook for Insurers (INSPRU)

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

1 Capital resources requirements and technical provisions for insurance
business

11 Application

1.1.3 R For a non-EEA insurer with a branch in the United Kingdom whose

insurance business in the United Kingdom is not restricted to reinsurance

(other than an EEA-deposit insurer, a Swiss general insurer or a UK-deposit

insurer): INSPRU 1.1.27R applies separately in respect of its world-wide

activities and its activities carried on from a branch in the United Kingdom.
ivities:

@ . . . o . ’9

" 3 b "

3 ] e onheaded"Localisation (ZNSPRU L 130R
ion-£isk)).

1.14 R For an EEA-deposit insurer or a Swiss general insurer: INSPRU 1.1.27R
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applies in respect of the activities carried on from a branch in the United
Kingdom.

éd% " "
" = - ities of thef ed onf g ;

For an UK deposit insurer: INSPRU 1.1.27R applies separately in respect of
its world-wide activities and its activities carried on from a branch in the
EEA.

@ i onheaded “Canital ) o ”
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1.1.6

1.1.27

1.1.29

1.2

1.2.6A

1.2.10

FCA 2016/15

[1.1.7 to 1.1.26 not used]

Assets of a value sufficient to cover technical provisions and other liabilities

Fhe-brovshttorward-amount
I lated-capital .
. ionally blank]

Mathematical reserves

R

A-nomberefrulesin-thissectionare-made by-the FCA-and-the PRA- Some
of the rules made by the FCA and-PRA contain references to, or are reliant

on, rules that are only made by the PRA. Firms should consider GEN
2.2.13AR (cross-references in the Handbook) and GEN 2.2.23R to GEN
2.2.25G (cutover: application of provisions made by both the FCA and the
PRA) when applying these rules. In the context of mathematical reserves,
the FCA rules ensure a firm takes into account its regulatory duty to treat
customers fairly. Where-anFCArulerefersto-a PRA+ule GEN2213AR

5 2.
o 1 o-madeb he (A

[1.2.7 to 1.2.9 not used]

Methods and assumptions

In the actuarial valuation under #NSPRE1-27R PRA Rulebook: Non
Solvency II firms: Insurance Company — Mathematical Reserves, 2.1, a firm
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must use methods and prudent assumptions which:

3) are consistent with the method of valuing assets see-GEANPRU 133
(see PRA Rulebook: Non-Solvency II firms: Insurance Company —
Overall Resources and Valuation, 3);

4) include appropriate margins for adverse deviation of relevant

factors (see INSPRUI212-G);

SYSC 14-1.53R res . 1ol 1o €
minimum-of-three-years;-orlongeras-apprepriate. For the purposes of
INSPRU 1.2.20R, records should be maintained for a period of longer than

three years will-be-appropriate for a firm's long-term insurance business. In
determining an appropriate period, a firm should have regard to:

(D the-detaledritesand guidance-onrecord-keepingin-S¥S€141+5+
G—S¥SE141-64-G; [deleted]

[1.2.22 to 1.2.27 not used]

Cash flows to be valued

1.2.28 R

1.228A G

In a prospective valuation, a firm must:
(1) include in the cash flows to be valued the following:

(a) future premiums {see-ANSPRU1-235GtoINSPRU
12476,

(b) expenses, including commissions {see I NSPRU1-2-50R-to
INSPRUL-258G);

(©) benefits payable (see INSPRU 1.2.29R); and

(d) subject to (2), amounts to be received or paid in respect of
the long-term insurance contracts under contracts of
reinsurance or analogous non-reinsurance financing

agreements {seeNSPRUI2ZFTARteINSPRU1-289G);
but
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1.2.30 G ... Cash flows may be omitted from the valuation calculations provided the
reserves obtained as a result of leaving those cash flows out of the
calculation are not less than would have resulted had all cash flows been
included (seeASPRUI222R(2bY2). Provision for future expenses in
respect of with-profits insurance contracts (excluding accumulating with-
profits policies) may be made implicitly, using the net premium method of
valuation {see INSPRU12.43R belewy. For the purposes of INSPRU
1.2.28R(1)(b)3, any charges included in expenses should be determined in
accordance with the firm's regulatory duty to treat its customers fairly.

1.2.31 G  INSPRU 1.2.29R(4) requires regulatory-basis-onby-lifefirms firms to make

allowance for any future annual bonus that a firm would expect to grant,
assuming future experience is in line with the assumptions used in the
calculation of the mathematical reserves. final-benuses Final bonuses do
not have to be taken into consideration in these calculations except in
relation to accumulating with-profits policies tsee ENSPRE12.9R). The
calculations required for accumulating with-profits policies are set out in
INSPRU 1.2.71R(1).

[1.2.32 to 1.2.58 not used].

1.2.60 G  The rates of mortality or morbidity should contain prudent margins for

adverse deviation {seeINSPRU1I-213RtoINSPRU1-2196). In setting

those rates, a firm should take account of:

1.2.66 G  Inacecordance-with-INSPRUI 2R and INSPRUI213R+take-up Take-up

rates for guaranteed annuity options should be assessed on a prudent basis
with assumptions that include margins for adverse deviation {seeNSPRY
12 13RteINSPRU1219G) that take account of current experience and the

potential for future change. ...

1.2.70 R (1) Where a policyholder may opt to be paid a cash amount, or a series

of cash payments, the mathematical reserves for the contract of
insurance established-under INSPRU1-27R must be sufficient to
ensure that the payment or payments could be made solely from:
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. ionally-blank]
i ionally blank]
[1.2.73 to 1.2.85 not used]

Reinsurance

R Forthe-purpeses-of INSPRUL2ZT7OR2and INSPRU1-285RHutare
surphas Future surplus may only be offset ...

[1.3 and 1.4 not used.]

Internal-contagion risk

Application
R INSPRU1-5-deesnot-applyto-the-extentstatedste INSPRU 1.5 applies to

an insurer except any insurer in (1) to (3):

c o E avplicati ¢ INSPRLL154 ctedtof ]
i i ives: [deleted]

[1.5.2 to 1.5.3 not used]

G  This section sets out requirements for a firm relating to 'internal-contagion
risk'. This is the risk that losses or liabilities from one activity might deplete
or divert financial resources held to meet liabilities from another activity. It
arises where the two activities are carried on within the same firm. It may
also arise from the combination of activities within the same group, but this
aspect of internal-contagion risk falls outside the scope of this section.
NS D . .

a am N alo N OO0 a On anPata o fa a N A
o v-d 7 =
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G
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A firm carrying on long-term insurance business must identify the assets
relating to its long-term insurance business which it is required to hold by
virtue of the requirements in the Non Solvency II firms: Insurance Company
— Technical Provisions and Non-Solvency II firms: Insurance Company —
Mathematical Reserves parts of the PRA Rulebook.:

the requirements in the PRA Rulebook to hold admzsszble assets of a value

at least equal to the amount of technical provisions, when read together with
INSPRU 1.5.18R, is that any firm writing long-term insurance business must
identify separately assets of a value at least equal to the amount of its long-
term insurance business technical provisions, including those in respect of
any property-linked liabilities or index-linked liabilities, and its other long-
term insurance liabilities.

. When considering merging the funds, the firm should consider the impact
on its PPFM (see COBS 20.3) and on its obhgatlons to notify the

appropriateregulator FCA (see SUP 15.3). .
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1.5.28 G ... However, even where the investigation is still in-date, the firm should not
make the transfer unless there is sufficient surplus at the time of the transfer
to allow it to be made without breach of INSPRUFA20R-erINSPRU
+1+21Rof the requirements in PRA Handbook: Rulebook: Non Solvency 11
firms: Insurance Company — Technical Provisions.

1.5.29 G  INSPRU 1.1.27R and{dNSPRUI-128R previde provides further constraints
on the transfer of assets out of a with-profits fund. ...

3.1 Market risk in insurance
Purpose
3.1.7 G  INSPRU 3.1 addresses the impact of market risk on insurance business in

the ways set out below:

(D) Any firm that carries on long-term insurance business whichis-a

regulatory-basis-only-life firmrrastcomphy-with-theresilience
eapitatrequirement—Thisrequires-thefi#m is required to hold capital

to cover market risk. Fheresilience-capitalrequirementis-dealt-with
HHNSPRU 319G+ INSPRU31-26R- INSPRU 3.1.26R makes

particular provision for assets invested outside the UK.
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& Firms carrying on long-term insurance business that have property-
linked liabilities or index-linked liabilities must cover these liabilities

2) by holding appropriate assets. INSPRU 3.1.57R and INSPRU
3.1.58R set out these cover requirements.

6) INSPRU 3.1.61AR(1) applies to pure reinsurers "prudent person”
3 investment principles in relation to the investment of their assets.

l."“ﬂ""”l“'ﬁf“'“E%””“;"“ EEl"li .“FFII'“]'.E;EEH th? tfong-term

Cintentionally blank]

Market risk scenario for assets invested outside the United Kingdom

3114

3.1.26 R
3.1.60 G
3.1.61 G
3.1.61-A G

Where the assets of a firm invested in a significant territory ef-atined

) for the purposes of PRA Rulebook: Non-Solvency II firms: Capital
Resources Requirements, 20.10, represent less than 0.5% of the firm's long-
term insurance assets (excluding assets held to cover index-linked liabilities
or property-linked liabilities), measured by market value, the firm may
assume for those assets the market risk scenario for assets of that kind
invested in the United Kingdom set out in PRA Rulebook: Non-Solvency II
firms: Capital Resources Requirements, 20.10 IASPRE3116R instead of
the other market risk scenarios set out in #VSPRE-34-23R that provision.

... Orders made by the Department for Work and Pensions under section
148 of the Social Security Administration Act 1992, and which are limited
to 5% per annum, may also be matched by a fixed interest investment
matching cash flows increasing at 5% per annum compound ¢see-alse

 Rul oy Lot Lt sis] o INSPRIL2 |

Where liabilities are linked to orders made under section 148 of the Social
Security Administration Act 1992firms-arerequired-by-€OBS21-3-5Rto

5% The the risks associated with the business may be mitigated by holding
assets to cover an alternative index which is reasonably expected to at least
cover the section 148 order (e.g. RPI plus a margin) over the duration of the
link. The firm's exposure to an order under section 148 exceeding this index
should be appropriately limited by putting a cap on the liabilities linked to
the order so that risks are within acceptable limits.
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Derivatives in insurance

Application

R

G  Thescope-ofapphleation of INSPRU 3 2 isnotrestricted-tofirms thatare

subjeetto-therelevant EU4directives: [deleted|

G Ret o thi . CENPRUL ENPRLLin the PR

Handbook: [deleted]
Purpose
G CENPRU22 1R . ; leulate ] o d

Annex—+ PRA Rulebook: Non-Solvency II firms: Insurance Company —

Capital Resources 13 provides that a derivative, quasi-derivative or stock
lending transaction will only be an admissible asset if it is approved. This
section sets out the criteria for determining when a derivative, quasi-
derivative or stock lending transaction is approved for this purpose.
INSPRU 3.2.5R to INSPRU 3.2.35R set out the criteria for derivatives and
quasi-derivatives. INSPRU 3.2.36R to INSPRU 3.2.41R set out the criteria
for stock lending transactions.

Derivatives and quasi-derivatives

R

For the purpose of GEAPRU2-Annex—+ PRA Rulebook: Non-Solvency 11
firms: Insurance Company — Capital Resources 13 (Admissible assets in
insurance), ...

(D GENPRU2-Annex7FR3) PRA Rulebook: Non-Solvency II firms:
Insurance Company — Capital Resources 13.3 requires firms ...
notwithstanding that it is also capable of falling within one or more

other categories in GENPRU2-Annex7RH PRA Rulebook: Non-

Solvency 1I firms: Insurance Company — Capital Resources 13.1 ...
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3.2.11 G  Firms-arereminded-that INSPRU 2 1 (Creditrisk-ininsurance)-sets-out-the
different types-of-loss-mitigation-techniques: [deleted]

Investment risk

3.2.12 R For the purposes of INSPRU 3.2.8R, investment risk is the risk that the
assets held by a firm:

)

3)

(where they are admissible assets held by the firm to cover its
technical provisions) might not be:

(a) of a value at least equal to the amount of those fechnical
provisions as required by INSPRUI120R PRA
Rulebook: Non-Solvency II firms: Insurance Company —
Technical Provisions, 4; or

(b) of appropriate safety, yield and marketability as required
by INSPREUTA34R()(a)y PRA Rulebook: Non-Solvency

II firms: Insurance Company — Technical Provisions,
6.2(1); or

() of an appropriate currency match as required by {AVSPRY
3153R PRA Rulebook:Non-Solvency II firms: Insurance
Company — Risk Management, 3.2;

(where they are held to cover property-linked liabilities) might not
be appropriately selected in accordance with contractual and
constructive liabilities asrequired-by IMSPRI1-536R and
appropriate cover for those liabilities as required by INSPRE
3157k PRA Rulebook: Non-Solvency II firms: Insurance
Company — Risk Management, in particular the definition of
‘investment risk’.

3.2.17 R An obligation to pay a monetary amount (whether or not falling in INSPRU
3.2.16R) is covered if:

3)

a provision at least equal to the value of the assets in (1) is
implicitly or explicitly set up. A provision is implicitly set up to the
extent that the obligation to pay the monetary amount is recognised
under GENPRUI3-Valwationy PRA Rulebook: Non Solvency 11
firms: Insurance Company — Overall Resources and Valuation, in
particular chapters 3-7, either by offset against an asset or as a
separate liability. A provision is explicitly set up if it is in addition
to an implicit provision.
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... taking into account any valuation adjustments or reserves established by
the firm under GEAPRUI329Rto-GENPRE1-334R PRA Rulebook: Non-
Solvency II firms: Insurance Company — Overall Resources and Valuation,
in particular chapter 7.

For the purpose of INSPRU 3.2.5R(3)(b), ... :

(1) ... 1in compliance with GENPRU1+3-4R PRA Rulebook: Non-
Solvency II firms: Insurance Company — Overall Resources and
Valuation, 3.1; and

The purpose of INSPRU 3.2.34R and INSPRU 3.2.35R is to ensure the
appropriate application of GENPRE13 PRA Rulebook: Non-Solvency 11
firms: Insurance Company — Overall Resources and Valuation, to
derivatives and quasi-derivatives effected or issued off-market with an
approved counterparty.

Stock lending

(1)  For the purposes of GENPRU2-Annex+ PRA Rulebook: Non-
Solvency II firms: Insurance Company — Capital Resources 13
(Admissible assets in insurance), a stock lending transaction
(including a repo transaction) is approved if:

(b)

(b)

G the Office of Thrift S sion-and
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3238A R

(b)

@iii))  the Board of Governors of the Federal Reserve Systems;
atre

Gv)  the Office of Thrift S

3.2.39 G  For the purposes of assessing adequate quality in INSPRU 3.2.38R(3),
reference should be made to the criteria for credit risk loss mitigation set out
in INSPRU 2.1.16R. The valuation rules in GENMPRE 13 PRA Rulebook:
Non-Solvency II firms: Insurance Company — Overall Resources and
Valuation apply for the purpose of determining the value of both collateral
received, and the securities transferred, by the firm. In addition, where
collateral takes the form of assets transferred, under the rules in GENPRU
the PRA Rulebook: Non-Solvency II firms: Insurance Company — Capital
Resources 13 any such asset that is not an admissible asset {see-GENPRU2
Annex— does not have a value.

3.242 G  References in INSPRU 3.2.40R(2) and INSPRU 3.2.41R to the close of
business on the day of the transfer or the day of expiry are to close of
business on that day in all time regions.

7 Individual Capital Assessment
7.1 Application
7.1.3A

2 Certain The rules and guidance in INSPRU 7.1 are alse made by the
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FCA solely for the purpose of their application to dormant account

fund operators. These-provisionsare INSPRUTHA4Gto 721G

7.1.3B G References in this chapter to GENPRU, INSPRU, and connected terms, are
to the provisions in force as at 31 December 2015. References in this chapter
to the appropriate regulator are to the FCA.
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Annex F

Amendments to the Interim Prudential sourcebook for Friendly Societies
(IPRU(FSOQ))

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

GUIDANCE: ...

2 So far as a friendly society is concerned, the Principles for Businesses are
particularly relevant to its internal systems and controls. Principle 3, for
example, requires a firm to take reasonable care to organise and control its
affairs responsibly and effectively, with adequate risk management systems.

Principle-drequircs-atirm-to-maintain-adequatc financial resourecs:
3 In addition to the general obligations placed on a friendly society, certain
staff of all authorised persons which are approved persons are subject to a

number of high level obligations, referred-to-as-Statements-of Prineiple—The

[4,5 and 8-11 are not used]

15. FCA Guidance is set out in the Annexes and friendly societies may also
wish to refer to the guidance in IPRU(INS )-GENPRY and INSPRU.

CONTENTS
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Chapter 4

+ Muarstas-ofsobveney

2

3 tdeleted}

4 tdeleted}

5.

6: Linked1ong-term-contraets
7 Licuidi

. . Prudential .

List of Appendices
s 1 I : busi : i ofsol
e 5 i busi | :
Appendix3  [deleted}
’ Luat |

10 Prudential reportinef

List of Annexes

Annex4 Guidance-on-margins-of solvency-and-the guarantee fund
5 Suid oy onnial valuat
: Prot Licati
1.1A
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3.1
(6)
(b) ... appropriateregutator FCA ...
4.11
4.12

2)

Chapter 8: Transitional provisions

FCA 2016/15

E forrule 424 —which-appli L fsiend] oties—d "

The rules in this chapter do not apply to registered friendly societies.

(b) ... reference value ... is based [footnote:] 6-See-paragraph2-of- Guidanee
Note 4.4 IPRU (INS).
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Annex G
Amendments to the Interim Prudential sourcebook for Insurers (IPRU(INS))

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

Interim Prudential Sourcebook

Insurers (IPRU (INS))

IPRU (INS) comprises four chapters: Chapter 1 Application rule, Chapter 3 Long-term
insurance business, Chapter 8 Non-UK insurers and Chapter 11 Definitions.
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Chapter12 Transitional arrangements

The whole of the next sections Volume 2 and Volume 3 are deleted in their entirety. The
deletions are not shown.

Volume 2: Appendices to the Rules

Volume 3: Guidance
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Annex H
Amendments to the Conduct of Business sourcebook (COBS)

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

20.1A The with-profits fund

20.1A.13 R A Solveney-Hfirm firm, other than a non-directive friendly society, which
is subject to contractual terms providing for payments under a capital
instrument included in that insurer's ewnfurds own funds, must:

20.1A.14 G (1) A Sekverey-Hfirm firm, other than a non-directive friendly society, is
expected to manage its with-profits fund so that amounts (whether
interest, principal, or other outgoings) payable by the firm under a
capital instrument included in that insurer's ownfunes own funds (as
determined in accordance with the PRA Rulebook: Solvency II
Firms: Own Funds or Non-Solvency II firms: Insurance Company —
Capital Resources) do not impact ...

21.2 Rules for firms engaged in linked long-term insurance business

21.2.8 R ... or of the PRA Rulebook: Solvency II Firms: Investments or the PRA
Rulebook: Non-Solvency II firm sector to the extent applicable to linked
long-term contracts of insurance.

21.2.9 G ... the appropriateregulator FCA will have regard to the extent to which
the relevant circumstances are exceptional and temporary ...

21.3 Further rules for firms engaged in linked long-term insurance business

21.3.2 G
(2) In the appropriateregulators FCA’s view the Consumer Prices

Index, as well as the Retail Prices Index, is a national index of retail
prices and so may be used as an approved index for the purposes of
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COBS 21.3.1R(1).

21311 R (1)

@iv)

(A)  theOfficc-of the Comptrolerof-the Curreney
deleted];

(B)  the Federal Deposit Insurance Corporation;

21.3.14 G  Firms Solvency I firms are also required to comply with the PRA
Rulebook: Solvency II Firms ...
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Annex I
Amendments to the Supervision manual (SUP)

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

SUP 2.3 Information gathering by the apprepriate regulator FCA on its own initiative:
cooperation by firms

In each of the following provisions in SUP 2.3 (Information gathering by the appropriate
regulator on its own initiative: cooperation by firms), replace “appropriate regulator”
wherever appearing with “FCA™:

2.3.1G (ten instances);

2.3.2G (three instances);

2.3.3G (eight instances);
2.3.4G, 2.3.5R (three instances);
2.3.6G, 2.3.7R;

2.3.8G;

2.3.9G (five instances);

2.3.10G (two instances);
2.3.11G (three instances).

Amend the following as shown.

4.1.2 G This chapter applies to long-term insurers (including friendly societies) and
other friendly societies and to the Society of Lloyd's and managing agents at
Lloyd's. This chapter does not apply to actuaries advising the auditors of

long-term insurers vnderdPRUAINS)} 9350 or IPRU(HFSOC) 5 HR2A);

as they are not appointed to act on behalf of the firm.

4.2 Purpose

4.2.1 G Section 340 of the Act gives the PRA power to make rules requiring an
authorised person, or an authorised person falling into a specified class, to

appomt an actuary See&eﬂ%%eher—empewefs—ﬂ&e—%ﬁe—makeﬁblef

ehﬁfycm—s—beha}f— The PRA has exer01sed its power to make such rules in

PRA Rulebook: Solvency II firms: Actuaries; and PRA Rulebook: Non-
Solvency II firms: Actuarial Requirements. The rule-making powers of the
PRA and FCA under section 340 of the Act also extend to an actuary's
duties.
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4.3.9
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Appointment of actuaries

Appointment by firms

R

Actuaries’ qualifications

The apprepriateregulator FCA is concerned to ensure that every actuary
appointed by a firm under this-seetion PRA rules made under section 340 of
the Act or for the purposes of PRA Rulebook: Solvency II firms: Conditions
Governing Business, 6, has the necessary skill and experience to provide
the firm with appropriate actuarial advice from a conduct perspective. SUP

4.3.9R to SUP 4.3.10G set out the appropriate-regulators FCA’s rules and
guidance aimed at achieving this.

Before a firm applies for approval of the person it proposes to appoint as an
actuary under SEP-431R PRA rules made under section 340 of the Act, or
for the purposes of PRA Rulebook: Solvency II firms: Conditions
Governing Business, 6, it must take reasonable steps to ensure that the

actuary:

A firm must not appoint under S&P-4-34R-or PRA rules made under section
340 of the Act or for the purposes of rule 6.1 of the PRA PRA Rulebook:
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4.3.14
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Solvency II firms: Conditions Governing Business, erin-aeccordance-with
the PRARulebook—Selveney H Eirms-Aetuaries an actuary who is
disqualified by the FCA under section 345 of the Act (Disciplinary
measures: FCA) or the PRA under section 345A of the Act (Disciplinary
measures: PRA) from acting as an actuary either for that firm or for a
relevant class of firm.

If it appears to the FCA erPRA that an actuary has failed to comply with a
duty imposed on him under the Act, it have has the power to and may
disqualify him under section 345 er345A-respeetively of the Act. A list of
actuaries who are disqualified may be found on the FCA website
(http://www fca.org.uk).

Conflicts of interest

R

R

G

A firm must take reasonable steps to ensure that an actuary who is to be, or
has been, appomted under SEQ&%—LR—GHH}e—é—I—ef—ﬂ&e—PRA—RH-}ebeele

t—he—PRA—Ru}ebeeléel-%ﬁeth—Fﬁms—Ae&raﬂes PRA rules made under

section 340 of the Act, or for the purposes of PRA Rulebook: Solvency 11
firms: Conditions Governing Business, 6:

An actuary appointed to perform the actuarial function must, in respect of
those classes of the firm’s long-term insurance business which are covered
by his appointment:

(3) advise the firm's governing body on the methods and assumptions to
be used for the-investigations actuarial investigations and reports of
the appropriate actuary required by fPRUAINS} 9 4R+ IPRUFSOC)
51R and-the-calenlation-of the-with-profitsinsurance-capitel
eomponent-under INSPRU 1 3-as-apphicable the PRA Rulebook;

FPRUAINS) 9 4Rand PRI/ FSOC) 5 HRrequire The PRA Rulebook

requires firms to which this section applies to cause an investigation to be
made at least yearly by the actuary or actuaries appointed to perform the
actuarial function, and to report on the result of that investigation. ...

Appropriate actuaries
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4.5

4.5.1

4.5.3

4.5.7

4.5.8
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G Ifit appears to the FCA erPRA that an appropriate actuary has failed to
comply with a duty imposed on him under the Act, it may have the power to
and may disqualify him under section 345 er345A-respeetively of the Act.
A list of actuaries who have been disqualified may be found on the FCA
website (http://www.fca.org.uk).

Specific duties of the appropriate actuary

R An appropriate actuary must carry out the triennial investigation and
prepare an abstract of the report as required by fPRIHFSOC) 522 and

e theinteri 6 ol by IPRIULESOC
5:263) the PRA Rulebook.

Provisions applicable to all actuaries
Objectivity

R An actuary appointed under this-chapter-orthe PRARulebook:Selveney H
firms-seetor PRA rules made under section 340 of the Act, or for the

purposes of PRA Rulebook: Solvency II firms: Conditions Governing
Business, 6, must be objective in performing his duties.

R An actuary appointed under this-chapter-orthe PRARulebook:Selveney H

firms PRA rules made under section 340 of the Act, or for the purposes of
PRA Rulebook: Solvency II firms: Conditions Governing Business, 6, must
take reasonable steps to satisfy himself that he is free from bias, or from any
conflict of interest from which bias may reasonably be inferred. He must
take appropriate action where this is not the case.

G (1) Actuaries appointed under thischapterorthe PRA Rulebook:
SelveneyH-firms PRA rules made under section 340 of the Act, or for

the purposes of PRA Rulebook: Solvency II firms: Conditions
Governing Business, 6, are subject to regulations made by the
Treasury under sections 342(5) and 343(5) of the Act (Information
given by auditor or actuary to a regulator). Section 343 and the
regulations also apply to an actuary of an authorised person in his
capacity as an actuary of a person with close links with the authorised
person.

Termination of term of office

G SUP4.59R to SUP 4.5.11G apply to a person who is or has been an
actuary appointed under this-chapter-or-the PRARuleboek—Selveney H
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4.5.10

4.5.13

10A.14

10A.14.4

13

13.2

13.2.1
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firms PRA rules made under section 340 of the Act, or for the purposes of
PRA Rulebook: Solvency II firms: Conditions Governing Business, 6.

An actuary appointed under thischapter-or-the PRARulebook:SelveneyH
firms PRA rules made under section 340 of the Act, or for the purposes of

PRA Rulebook: Solvency II firms: Conditions Governing Business, 6 must
notify the appropriate regulator without delay if he:

An actuary who has ceased to be appointed under this-chapterorthe PRA
Rulebook:Selveney H-firms; PRA rules made under section 340 of the Act,

or for the purposes of PRA Rulebook: Solvency II firms: Conditions
Governing Business, 6 ...

When carrying out his duties, an actuary appointed under this-chapter-or-the
PRARulebook:—SelveneyHHirms PRA rules made under section 340 of the

Act, or for the purposes of PRA Rulebook: Solvency II firms: Conditions
Governing Business, 6, must pay due regard to generally accepted actuarial
practice.

Changes to an FCA-approved person’s details

(3) A firm must not use Form E if ...

(©) STP10B 12 18R (the PRA rule-equivalentte(ap-or the
corresponding PRA requirements ferrelevant-authorised

persons to (a).

Exercise of passport rights by UK firms

Introduction

This chapter gives guidance to UK firms. In most cases UK firms will be
authorised persons under the Act. However, under the CRD, a subsidiary of
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13.3

13.3.2

13.3.5

G
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a firm which is a credit institution whieh and meets the criteria set out in
that Directive also has an EEA right. Such an unauthorised subsidiary is
known as a financial institution. References in this chapter to a UK firm
include a financial institution. The chapter does not provide guidance for
Solvency Il firms. Solvency Il firms should consult the relevant parts of the
PRA Rulebook and the PRA website at:
http://www.bankofengland.co.uk/pra/Pages/authorisations/passporting/notif
ying.aspx as the PRA is the appropriate UK regulator for Solvency Il firms.

In some circumstances, a UK firm that is carrying on business which is
outside the scope of the Single Market Directives has a right under the

Trealy to carry on that busmess Fer—e*amp}e—fer—aﬂ—mﬁﬁe%eaﬂtymg—eﬂ

Establishing a branch in another EEA State

G

G

A UK firm ether-thana UK purereinsurer cannot establish a branch in

another EEA state for the first time under an EFA right unless ...

3
(b)

(i) the Host State regulator has notified the UK firm ¢ex;

Direetive-the-PRA) of the applicable provisions ...
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& If the UK firms EEA right derives from the Insurance
Mediation Directive ...

13.3.6 G
2) The consent notice will contain, among other matters, the requisite
details erifthefirm-is-passpertingunderthe-Sofvency-H Directive;
theretevant-EEA-details (see SUP 13 Annex 1) provided by the UK
firm in its notice of intention (see SUP 13.5 (Notices of intention)).
134 Providing cross border services into another EEA State

13.4.2 G A UK firm ether-thana UK purereinsurer or an AIFM exercising an EEA

right ... unless it satisfies the conditions in paragraphs 20(1) of Part III of
Schedule 3 to the Act and, if it derives its EEA right from the-SetveneyH
Direetive; AIFMD, MiFID or the UCITS Directive, paragraph 20(4B) of
Part III of Schedule 3 to the Act. ...

@ o . rective. ,
ilf the H.éjiilﬂ *S. fﬂssfe*.tmg; Hﬂdef the Sol E”Ieﬂ H.f hl E.E”; e the firm
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13.5.1

13.5.2
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13-4-6G;-or [deleted]

| ievholders' Ficl | L withind .
of these-provisions: [deleted]

Notices of intention

Specified contents: notice of intention to establish a branch

A UK firm, other than a-tHkpurereinsurers-or a CRD credit institution

wishing to establish a branch in a particular EEA State for the first time
under an EFEA right other than under the auction regulation must submit a
notice of intention in the form set out in SUP 13 Annex 1R.

R

R

A UK firm wishing to provide cross border services ... must submit a notice
in the form set out in:
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G SUP 13.5.2R does not apply to Hkpurereinsurers-ora UK firm firms

exercising an EEA right under the auction regulation as they have automatic
passport rights on the basis of their Home State authorisation under the
Setvency-H-Directive of the auction regulation. However, the information
required by SUP 13.5.2-AR assists the £SA’s FCA’s supervision of a UK
firm's provision of a service in another EEA state under the auction
regulation.

Changes to branches

G Where a UK firm is exercising an EEA right, other than under the Insurance

Mediation Directive (see SUP 13.6.9AG) eras-apurereinsurer or the CRD,
and has established a branch in another EEA State, any changes to the
details of the branch are governed by the EEA Passport Rights Regulations.

UK firms should also note that changes to the details of branches may lead
to changes to the applicable provisions to which the UK firm is subject.
These changes should be communicated to the UK firm either by the Host

State regulators-er-if-thefirmispassportingunder-the Solvency I Directive;
via-the PRA.

G (1) If the change arises from circumstances beyond the UK firm's

control, the UK firm:

@ is required by regulation ... to give a notice...

) Passporing oRe .
e g, . g
FE}] ] o Pr ] EFR e the detail
of-the-change-

The process
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13.8.2

13A

13A.1
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When the appropriate UK regulator 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)) a
purereinsurer{see-SUP13-6:9BR), a UK firm exercising an EFA right
under the MCD (see (SUP 13.6.9DG) or an AIFM (see SUP 13.6.9CG) 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.

Changes to cross border services

G

Where a UK firm-otherthan-apurereinsurer; is exercising an EEA right
under the UCITS Directive, MiFID, the-Solveney-H-Directive; the MCD or
AIFMD and is providing cross border services into another EEA State, ...

Hirms-passporting-under-the Insurance Direetives Standard electronic forms

For further details on giving the notices to the appropriate UK regulator, as
described in SUP 13.7.3 G(1), SUP 13.7.3AG; and SUP 13.7.3BG, St-P
BI5-G6Hand-SHP13-7.66G; UK firms may wish to use the standard
electronic form available from the FCA and PRA authorisation teams (see
SUP 13.12 (Sources of further information)).

deleted]

Changes of details: provision of notices to the appropriate UK regulator

G

UK firms-other-thanpurereinsurers; passporting under the CRD or-the
Selveney-H-Direetive may be required to submit the change to details notice
in the language of the Host State as well as in English.

Qualifying for the authorisation under the Act

Application and purpose

Application

G

(1) This chapter applies to an EEA firm that wishes to exercise an
entitlement to establish a branch in, or provide cross border services
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into, the United Kingdom under a Single Market Directive or the
auction regulation. (The Act refers to such an entitlement as an EEA
right and its exercise is referred to in the Handbook as
"passporting”.) (See SUP App 3 (Guidance on passporting issues)
for further guidance on passporting.)

The chapter does not, apart from in SUP 13A.6G (rules which an
incoming EEA firm will be subject to), and SUP 13A Annex 1 and
Annex 2, provide guidance in relation to an EFA firm that is a
Solvency Il firm or to Gibraltar firms treated as Solvency Il firms.
Solvency 1l firms and those Gibraltar firms should consult the
relevant parts of the PRA Rulebook and the PRA website at:
http://www.bankofengland.co.uk/pra/Pages/authorisations/passportin
g/notifying.aspx as the PRA is the appropriate UK regulator.

G This chapter does not apply to:

G

ey
2

€]

2

EEA firm sl : . it
@  byd isiom-of services and

@) . . o i whichil
s L | o] Lol i :
Article H-of the Regulated Aetivities-Order)-or [deleted]

Under the Gibraltar Order made under section 409 of the Act, a
Gibraltar firm is treated as an EEA firm under Schedule 3 to the Act
if it is:

@ horised-inGibral tor the Sof L Directive:
[deleted]

Gibraltar- insurance-companies;eredit-institutions Credit institutions,

insurance intermediaries, ...

EEA firms and Treaty firms

G

.. A person may be a Treaty firm, where, for example, it carries on business

that includes regulated activities, the right to carry on which does not fall
within the scope of the Single Market Directive or the auction regulation

under which it is entitled to exercise an EEA right;forexample;reinstrance
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" o disect hich the Sl H Bircets lios,

13A4 EEA firms establishing a branch in the United Kingdom
13A4.4 G (1) ... notify the applicable provisions (if any) te:
PR  an EEA £ . ot the-Sof I

within two months of the notice date.

13A.5 EEA firms providing cross border services into the United Kingdom

13A.5.2 G An EEA firm (other than anEEA-pure+einsureror an EEA firm that
received authorisation under article 18 of the auction regulation) should
note that...

13A.5.3 G  Before an EEA firm (other than anEEA-purereinswreror an EEA firm that
has received authorisation under article 18 of the auction regulation)
exercises an EFA right ...

13A.5.4 G (1) Unless the EEA firm (other than anEEA-purereinsurer-or an EEA

firm that received authorisation under article 18 of the auction
regulation) is passporting ...

13A.6 Which rules will an incoming EEA firm be subject to?

13A.6.3 G  .... must comply with the applicable provisions in SUP 10A and 10C
(Approved persons). An EEA firm or Treaty firm should also refer to SUP
10A.1 and 10C.1 (Application) which sets out the territorial provisions of
the approved persons regime.

Page 64 of 70



14

14.1

14.1.1

14.1.3

14.2

14.3

14.3.1

FCA 2016/15

Incoming EEA firms changing details, and cancelling qualification for
authorisation

Application and purpose

Application

G

This chapter applies to an incoming EEA firm etherthananEEA pire

reinsurer which has established a branch in, or is providing cross border
services into, the United Kingdom under one of the Single Market
Directives or the auction regulation and, therefore, qualifies for
authorisation under Schedule 3 to the Act. The chapter does not apply to
an EEA firm that is a Solvency Il firm or to Gibraltar firms treated as such
Solvency Il firms. Solvency Il firms and such Gibraltar firms should
consult the relevant parts of the PRA Rulebook and the PRA website at:
http://www.bankofengland.co.uk/pra/Pages/authorisations/passporting/noti
fying.aspx as the PRA is the appropriate UK regulator.

o))

@ horised in Gibral ot the Sol I Directive:
[deleted]

(2) Gibraltarinsurance-companies,-creditinstitations Credit institutions,

Changes to branch details

Changes arising from circumstances beyond the control of an incoming EEA
firm passporting under the CRD; or UCITS Directive ertasurance-Direetive

Changes to cross border services

G

Where an incoming EEA firm passporting under the MiFID, UCITS
Directive, Selveney-H-Directive; MCD or AIFMD is exercising an EEA
right and is providing cross border services into the United Kingdom, .
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SUP 15 Notifications to the FCA orPRA

In each of the following provisions in SUP 15 Notifications to the FCA, replace “appropriate
regulator” wherever appearing with “FCA”:

15.2.1G (four instances)
15.2.2G (five instances)
15.2.3G

15.3.1R

15.3.2G

15.3.3G

15.3.5G

15.3.7G (two instances)
15.3.8G (two instances)
15.3.9G

15.3.10G (three instances)
15.3.11R

15.3.13G

15.3.15G (two instances)
15.3.17R

15.3.19G

15.3.20G

15.3.21R

15.3.22D (three instances)
15.3.23D (two instances)
15.3.24D, 15.3.25D
154.1R

15.4.2G (two instances)
15.4.3G (two instances)
15.4.3AG (two instances)
15.4.4G (two instances)
15.5.1R

15.54R

15.5.5R

15.5.6G

15.5.7R

15.5.8G

15.5.9R (two instances)
15.5.10G (two instances)
15.6.1R (two instances)
15.6.2G

15.6.3G

15.6.4R (two instances)
15.6.6R

15.6.7G (two instances)
15.7.2G (two instances)
15.7.3G (two instances)
15.7.4R (two instances)
15.7.7G (two instances)
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15.7.8G (two instances)
15.7.9G (two instances)
15.7.10G (two instances)
15.7.14G (three instances)
15.7.16G

15.8.9R

159.1R

15.9.4R (two instances)
15.9.5R

SUP 15 Annex 1R.

SUP 16 Reporting requirements

In each of the following provisions in SUP 16 Reporting requirements, replace “appropriate
regulator” wherever appearing with “FCA”:

SUP 16.1.4G (two instances)
16.1.7G, 16.2.1G (seven instances)
16.3.8R, 16.3.9R, 16.3.10G (two instances)
16.3.11R, 16.3.12G, 16.3.13R (two instances)
16.3.14AG (three instances)
16.3.15G (two instances)

16.3.16G, 16.3.17R (two instances)
16.3.18G (six instances)

16.3.19G

16.3.22G

16.3.23G

16.3.24G (two instances)

16.4.4G

16.4.5G

16.4.12R

16.6.4R

16.10.2G

16.10.4R (two instances)

16.10.4A

16.10.5G

16.12.2 (five instances)
16.12.3R(three instances)

16.16.3G (three instances)

16.16.4G.
16 Reporting requirements
16.2 Purpose
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16.2.1 G
(2) ... They supplement the provisions of SUP 2 (Information gathering
by the appropriate regulator on its own initiative) and SUP 15
(Notifications to the FCA erPRA). ...
16.4 Annual controllers report

16.4.12 R An insurer need not submit a report under SUP 16.4.5R to the extent that
the information has already been provided to the appropriateregutator
or IPRUCINSLO30R (A dditionalink : lers) PRA

under requirements in the PRA Rulebook.

16.16 Prudent valuation reporting

Application
16.16.1 R This section applies to a-tHbank-atHdesignated-investmentfirn-of a

full-scope IFPRU investment firm which meets the condition in SUP

16.16.2R.
16.16.4 R
(2)
App 2 Insurers: Regulatory intervention points and run-off plans

App 2.1 Application

App2.1.6 R  SUPApp2TandSUPApp2-H-donotapplyte-aSelvencyHfirm:
[deleted]
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SUP App 2.2 (Interpretation) is deleted in its entirety. The deleted text is not shown.

Amend the following as shown.

App 2.7

App 2.7.1

App2.7.2

App 2.8

App 2.8.1

App 2.8.4

App 2.10

App 2.10.1

App 2.14A

App
2.14A.2

Capital resources below the level of individual capital guidance

G

(@

Ynless For a dormant fund account operator, unless ... given to the firm

by the appropriatereguiator FCA ...

Terms in SUP App 2.7.1G have the meaning in INSPRU 7 and GENPRU
in force as at 31 December 2015. References to SUP App 2 provisions are

to the provisions in force in the PRA Rulebook on 31 December 2015.

Ceasing to effect contracts of insurance

G

G

G

.. submit a run-off plan to the eppropriateregitator FCA including ...

Under Principle 11, the appropriateregulator FCA normally expects to be
notified by a firm when it decides to cease effecting new contracts of

insurance in respect of one or more classes of contract of insurance (see
SUP 15.3.8G). At the same time, the appropriateregulator FCA would
normally expect the firm to discuss with it the need for the firm to apply to
vary its permission (see SUP 6.2.6G and SUP 6.2.7G) and, if appropriate,
to submit a scheme of operations in accordance with SUP App 2.8.1R.

Grant or variation of permission

.. Firms which have submitted such a scheme of operations are not
required to submit to the PRA a further scheme of operations under this

appendix unless SEP-App-2-4-SHP-App-2-5-0r SUP App 2.8 or the
relevant parts of PRA Rulebook: Non-Solvency II firms: Run Off

Operations or PRA Rulebook: Solvency II firms: Run Off Operations

apphies apply. SER-App213-and SUP 6 Annex 4 de does, however, apply

to such a firm.

Fairness issues for with-profit firms in difficulty or in an irregular
situation

G

Action which a firm takes either to restore its capital resources to the levels
set by the intervention points in this-appendix-er in PRA PRA Rulebook:
Solvency II Firms: Undertakings in Difficulty or PRA Rulebook: Non-
Solvency II firms: Run Off Operations ...
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App G When a firm submits a plan for restoration under this-appendix-or
2.14A 4 comphes-with PRA Rulebook: Solvency II Firms: Undertakings in
Difficulty or PRA Rulebook: Non-Solvency II firms: Run Off Operations,

App 2.15 Run-off plans for closed with-profits funds

App G
2.15.8A
(D a forecast summary revenue account for the with-profits fund, in
accordance with SEP-App-212-#R PRA Rulebook: Non-Solvency
II firms: Run Off Operations 6.1(3)(a);
2) ... in accordance with SEP-App212-8R PRA Rulebook: Non-
Solvency II firms: Run Off Operations 6.1(3)(b); and
A3 . in accordance with SEP-App212-8R-and-SUP-App2-1+2-9R
PRA Rulebook: Non-Solvency 1I firms: Run Off Operations
6.1(3)(b) and 6.1.3(c) to (e);
App G The run-off plan of a firm to which INSPRE-? PRA Supervisory
2.15.11 Statement: Non-Solvency Il Insurance companies — Capital assessments

applies should include:
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