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CREDIT UNIONS SOURCEBOOK (AMENDMENT NO 8) INSTRUMENT 2016

Powers exercised

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

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

2) section 137T (General supplementary powers);

3) section 138C (Evidential provisions); and

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

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

Commencement
C. (D Part 1 of the Annex to this instrument comes into force on 3 February
2016.

2) The remainder of this instrument comes into force on 7 March 2016.
Amendments to the Handbook

D. The Credit Unions sourcebook (CREDS) is amended in accordance with the Annex to
this instrument.

Notes

E. In the Annex to this instrument, the “notes” (indicated by “Note:”) are included for
the convenience of readers but do not form part of the legislative text.

Citation
F. This instrument may be cited as the Credit Unions Sourcebook (Amendment No 8)

Instrument 2016.

By order of the Board
28 January 2016
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Annex
Amendments to the Credit Unions sourcebook (CREDS)

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

Part 1: Comes into force on 3 February 2016
1 Introduction
1.1 Application and purpose
Application
1.1.2 G

3) The provisions of the Prudential sourcebook for Mortgage and
Home Finance Firms, and Insurance Intermediaries (MIPRU) and
he Interim Prudential book for ] Busi
HPRUHNYSY) may also be relevant to a credit union whose Part 4A
permission includes insurance mediation activity or morteage home
finance mediation activity ex-whichis-a-CTF provider-with
P s y bissinass.

1.1.3 G
wnion- [deleted
Purpose
1.1.5 G  The status of the provisions in CREDS is indicated by icons containing the

letters R, G or E. Please refer to ehapter{—}of the Reader's Guide for
further explanation about the significance of these icons. The Reader's

Guide can be found at http://www.fca.org.uk/your-
fca/documents/handbook/handbook-readers-guide
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2.2

223
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Senior management arrangements, systems and controls

Application and purpose

Purpose

G

The purpose of this chapter is to provide rules and guidance relating to
senior management arrangements, systems and controls that are specific to

credit unions with-apermission-to-accept-deposits.

This chapter is also intended to remind credit unions that the Senior
Management Arrangements, Systems and Controls sourcebook (SYSC) also
contains a number of high level rules and guidance relating to senior
management arrangements, systems and controls designed to have general
application to all firms, including credit unions. SYSC 1 and, SYSC 4 to
SYSC 10 and SYSC 21 apply to all credit unions in respect of the carrying on
of their regulated activities, and unregulated activities in a prudential
context. SYSC 18 applies to all credit unions witheutrestrietion in respect of
both their regulated activities and unregulated activities. Fhis-chapter-does

The purposes of SYSC, which applies to all credit unions are:

(1) to encourage directors and senior managers to take appropriate
practical responsibility for the arrangements that all firms must put
in place on matters likely to be of interest to the appropriate

regutator FCA because they impinge on the appropriateregutators
funetion FCA’s functions under the Act;

General provisions

Appropriate systems and controls

A credit union’s systems and controls should be proportionate to the nature,
scale and complexity of the activities it undertakes. For instance, a small
yersion—+ credit union will not usually be expected to have the same systems
and controls as a large version2 ereditunion one, and a credit union
offering only basic savings accounts and loans will not be expected to have
the same systems and controls as one offering a wider range of services or
more complicated products.
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Business plan

2.2.4 R A credit union must establish, maintain and implement an up-to-date

business plan approved by the-committee-of- management-and-supplya-copy
onrequest-to-the-appropriateregutator its governing body.

(Note: i omal provic) ’ his-rulesee CREDS.TP16.

Policies and procedures manual

2.2.6 R A credit union must establish, maintain, and implement an up-to-date and

fully documented policies and procedures manual;-and-supply-a-copy-on
requestto-the-appropriateregulator.

(Note: i omal provic) ’ his-rulesee CREDS P16

System of control

2.2.8 R

(Note: i omal provic) ’ his-rulesee CREDS.TP16.

Internal audit function

2.2.10 E & A-ereditunion-rasthave-aninternal andit fonction(this-may-be
ther in_l | hied .

@ ~ . (] | Lied 5 Blis}
contravention-of S¥SC4-11R (see CREDS 2.21G)- [deleted]

2.2.10A E If a credit union does not have an internal audit function, this may be relied
on as tending to establish contravention of SYSC 4.1.1R (see CREDS

2.2.1G).

Committee-of management Governing body

2.2.14 G  Under section 4(1) of, and Schedule 1 to, the Credit Unions Act 1979 or
article 8(1) of, and Schedule 1 to, the Credit Unions (Northern Ireland)
Order 1985, as appropriate, a credit union is required to have a committee
of management, managers or other officers, or a board of directors (a
governing body). The-committee-of-management This body should be
competent to control the affairs of a credit union, and have an appropriate
range of skills and experience relevant to the activities carried on by the
credit union.
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2.2.16

2217

2.2.20

2.2.21

2.2.22

G
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In accordance with Statement of Principle 7 of the Statements of Principle
for Approved Persons, it is the responsibility of each individual member of
the committee-of-management governing body to understand, and ensure
that the credit union complies with, the requirements of all the relevant
Acts, secondary legislation and rules.

(D As-the The credit union’s governing body;the-committee-of
management has responsibility for ensuring that the credit union
complies with the requirements of SYSC 4.1.1R (see CREDS 2.2.1G

and CREDS 2.2.2G). So, the committee-of- management governing
body has overall responsibility for:

The eommittee-of-management governing body should meet at least

monthly.

Documentation of systems of control

G

CREDS 2.2.8R requires a credit union’s system of control to be fully
documented. The documentation helps the eemmittee-of-management
governing body to assess if systems are maintained and controls are
operating effectively. It also helps those reviewing the systems to verify that
the controls in place are those that have been authorised, and that they are
adequate for their purpose.

(D The committee-of-management governing body should decide what

form this documentation should take, but the eommittee governing
body should have in mind the following points.

2) The committee-of- management governing body should, from time to

time, seek confirmation that the systems of control are being
complied with.

Documentation should not be restricted to “lower level” controls applied in
processing transactions, but should also cover “high level” controls
including:

(1) identifying those powers to be exercised only by the eommittee-of
management governing body, and the powers delegated to others;

4) the timing, form and purpose of meetings of the committee-of
management governing body and sub-committees, and the way in
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2.2.27

2.2.28

2.2.28A
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which policies and decisions are recorded and their implementation
monitored.

Accounting records and systems

G

G

G

The main reasons why a credit union should maintain adequate accounting
and other records are:

(1) to provide the eemmittee-of-management governing body with
adequate financial and other information to enable it to conduct its
business in a prudent manner on a day-to-day basis;

4) to provide the eommittee-of-management governing body with

sufficient timely and accurate information to assist them to submit

the information required or requested by the appropriateregitator
FCA.

@) hei s, | deferredvehich-agises &

it [deleted]
oy ) : hould satisfyitself that d |

[deleted]

The governing body must satisty itself that the accounting and other records
are maintained in a complete, integrated and orderly manner in order to
disclose, with reasonable accuracy and promptness, the state of the business

at any time.

Management information

Page 6 of 37



FCA 2016/5

2.2.33 G Acereditmionshowddmaintain-formationsystemsto-enablethe

2.233A R A credit union must maintain information systems to enable the governing
body to direct and control the credit union's business effectively, and to
provide the information required by the FCA.

2.2.34 G  Thecommittee-of managementshould-besatisfied-that:

) Loast : L withosl L and .
performanee- [deleted]

2.2.34A R  The governing body must be satisfied that:

@) the information available is sufficiently comprehensive for the
proper assessment of the potential risks for the credit union, and in
order to determine its need for capital and liquidity;

2) the information available is sufficiently comprehensive to provide a
clear statement of the performance and financial position of the
credit union;

3) management information reports are prepared with sufficient
frequency;

“4) sufficient attention is focused on key factors affecting income and
expenditure and that appropriate performance indicators are

employed; and

(5) actual performance is compared with planned and previous
performance.

2.2.35 G  In forming a view on whether the management information system is

sufficiently comprehensive, the eommittee-of-management governing body
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should consider whether, where relevant, the substance of reports provides a
clear statement of: loans, arrears and provisions. These matters should be
compared against limits, ratios and other parameters set by the governing
body, as well as regulatory requirements.

@4 ol position:
ho licuid: tion:

2.2.36 G Fhematershsted - EREDS 22 356G showld-becompared-agatastmits:

Internal Audit

2.2.40 G CREDS 2210E 2.2.10AE states that a-ereditunion-should-have-aninternal
avditfanetion if a credit union does not have an audit function, this may be
relied on as tending to establish contravention of SYSC 4.1.1R.

2.2.43 G  The purposes of an internal audit are:

2) to provide the eemmittee-of-management governing body with a

continuous appraisal of the overall effectiveness of the control
systems, including proposed changes;

4 to determine whether the internal controls established by the

committee-of management governing body are being maintained

properly and operated as laid down in the policy, and comply with
relevant Acts, secondary legislation, rules, policies and procedures;
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2.2.46

2.2.48

2.2.50

2.2.52

2.2.54
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6) to assess whether financial and operating information supplied to the

committee-of management governing body is accurate, pertinent,

timely, and complete.

The internal audit work programme should include items such as:

(6) checking minutes and reports of the eommittee-of-management

governing body and other sub-committees for compliance, and
assessing regularity and completeness;

The key elements of a satisfactory system of internal audit include the
following:

(1) Terms of reference...These should be approved by the cemmittee-of
management governing body.

The eommittee-of-management governing body should be satisfied that the

status and reporting relationship of the chairman of the audit committee is
sufficient to maintain the independence and objectivity of the function.

The eommittee-of-management governing body should be satisfied that the
internal audit function (see CREDS 2.2.11G) is being properly carried out.

In order to review the overall effectiveness of the internal audit function it
should consider the following:

Business planning

G  The committee-of-management governing body should have a satisfactory

planning system to provide a framework for growth and development of the
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credit union, and to enable it to identify, measure, manage and control risks
of regulatory concern.

2.2.58 G  The committee-of- management governing body should consider the range of
possible outcomes in relation to various risks. These risks are increased

when a credit union provides ancillary services such as issuing and
administering means of payment and money transmission, which result, in
particular, in higher liquidity and operational risks.

Documentation of policies and procedures

2.2.61 G  The policy and procedures manual should cover all aspects of the credit
union’s operations, including matters such as:

3) lending-ineluding large-exposures (see CREDS 7.1 to CREDS 75
1.2);

5 provisioning {see-CREDS75);

(6) liquidity management {see-EREDS-6);
@) financial risk management (see-CREDS3);
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CREDS 3 (Investment and borrowing) is deleted in its entirety. The deleted text is not shown.

Insert the following new chapter after CREDS 3. The text is not underlined.

3A

3A.1

3A.1.1

3A.1.2

3A.2

3A.2.1

3A2.2

3A.2.3

Shares, deposits and borrowing
Application and purpose

Application

R This chapter applies to all credit unions.
Purpose

G  The purpose of this chapter is to provide conduct rules and guidance on
credit unions’ holding of shares and deposits, joint accounts, borrowings and
insurance cover.

Shares and deposits
Joint accounts

G  There is no restriction on the number of members who may jointly hold
shares in a credit union.

Deposits including child trust funds
R A credit union must not accept deposits except:

(1) by way of subscription for its shares from persons who may lawfully
be admitted to membership of the credit union under the Credit
Unions Act 1979 or the Credit Union (Northern Ireland) Order 1985
(as appropriate) and the rules of the credit union; or

(2) from persons too young to be members under any provision of the
credit union’s rules or (for Northern Ireland credit unions) under
article 15 of the Credit Unions (Northern Ireland) Order 1985; or

3) as loans from persons under CREDS 3A.3.1R.

G  Credit unions that provide CTF's should ensure that under their rules
depositors under the age of 18 whose deposits are held within a CTF
continue to be treated as juvenile depositors until the age of 18. This will
provide for the fact that CTF account holders may not withdraw any money
from the CTF until they reach the age of 18, in contrast with the position in
relation to other deposits which become shares and may be withdrawn
earlier.
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3A.3

3A3.1

3A32

3A4

3A4.1

3A4.2

3A43

G
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CREDS 3A.2.2R and CREDS 3A.3.1R are intended to ensure that the
liberalisation of credit union borrowing (CREDS 3A.3.2G) does not have the
unintended effect of undermining the common bond concept by allowing
credit unions to operate deposit accounts for natural persons who do not
qualify for membership.

Borrowing

R

G

A credit union must not borrow from a natural person, except by way of a
subordinated loan qualifying as capital under PRA rules.

CREDS 3A.3.1R does not apply to borrowing from a body corporate. A loan
made to a credit union by a body corporate can either be a subordinated loan
(providing regulatory capital within PRA rules) or a senior loan (providing
ordinary funding, but not constituting regulatory capital).

Insurance against fraud or other dishonesty

R

A credit union must at all times maintain in force a policy of insurance that
complies with the requirements in part 2.10 of the Credit Unions Rulebook
Part of the PRA Rulebook.

The policy of insurance required by CREDS 3A.4.1R is intended to protect
the credit union from loss suffered or liability incurred by reason of the
fraud or other dishonesty of any of its officers or employees.

A credit union must ensure that the governing body reports to the members
at the annual general meeting of the credit union on whether the credit union
has maintained at all times the policy of insurance required by CREDS
3A4.1R.

CREDS 4 (Shares and deposits) and CREDS 5 (Capital) are deleted in their entirety. The
deleted text is not shown.

Amend the following as shown.

7

7.1

Lending to members

Application, purpose and interpretation
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Purpose
7.1.2 (1) ...Principle 4 requires credit unions to maintain adequate financial
resources ard-EREPSS-sets-outthe PRASdetatted-capitaladeguaey
i ) c it ions,
(2)  Fhischapterisnotrelevanttotoansbebweeneredinrions—exceptas
mdicatedn-CREDS 3:2.6G(4)- [deleted]
7.2 General requirements concerning lending policy

7.2.1A R A credit union must establish, maintain and implement an up-to-date

lending policy statement approved by the eemmittee-of-management

governing body that is prudent and appropriate to the scale and nature of its

businessyhaviretresard-to-the Hmtsouthred - EREPRS 73,
7.2.1B R p itional provisie

F21BR:see CREDS TP 16+ [deleted]

7.2.2 R PerSioN ridethe PRA with-3 +of
I bl cable after it has|

approved-by-the-committee-of management: [deleted]

7.2.3 G

7.2.5 G
steptheant-chaneestabustress: [deleted]|

7.2.5A R The credit union’s governing body must review and approve its lending
policy whenever there is a material change in the circumstances of the credit
union or its membership or, in the absence of any such change, on an annual
basis.

7.2.7 R (1 A credit union must not make a loan to:
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(a) one of its effteers officers or approved persons on terms
more favourable than those available to other members of the
credit union unless:

(1) that person is a paid employee (other than a director)
of the credit union; and

(i1) the registered rules of the credit union provide
explicitly for the making of loans to paid employees
on such terms;

(b) (in the case of a Great Britain credit union) a relative of, or
any person otherwise connected with, an effieer officer,
approved person or paid employee of the credit union on
terms more favourable than those available to other members
of the credit union;

(©) (in the case of a Northern Ireland credit union) a member of
the family of, or any person otherwise connected with, an
offieer officer, approved person or paid employee of the
credit union on terms more favourable than those available to
other members of the credit union.

ey

2) In relation to staff, the prohibition in CREDS 7.2.7R applies only to
those who are effieers officers or approved persons.

3)

A credit union should have a clear, robust and effective approach to
handling arrears and be able to satisfy the apprepriatereglater FCA on a
continuing basis that it has adequate management and control systems in
place to monitor arrears.

2) A credit union should not make loans to members who are acting
together to achieve an aggregate loan that exceeds the limits in
EREDS 73 the lending policy.
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CREDS 7.3 (Lending limits), CREDS 7.4 (Large exposures) and CREDS 7.5 (Provisioning)
are deleted in their entirety. The deleted text is not shown.

Amend the following as shown.

8 Supervision
8.2 Reporting requirements
Qurarterhyretarn
8.2.1 G SR 1612 5R statesthataereditunion-mustsubmit-a-quarterlyretorn—The

8.2.2 G  Thistable belongsto CREDS 821G [deleted]

Conteptotreport | Form | Eregqueney Puedate
Keyfinanetal | €Q | Quarterly | Onemonthafterquarterend
data
Airtral-retarn

8.2.3 G  SUP1612.5R states-that-a-credit- union-must- submit-an-annual return—The

8.2.4 G  Thistable belongsto CREDS 823G [deleted]

Conteptotreport | Form | FHregqueney Puedate
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8.2.5 G

[deleted]

Accounts and audit

8.2.6 R (1) Every credit union (except a Northern Ireland credit union) must
send to the PRA FCA a copy of its audited accounts published in

accordance with seetion3A-ofthe Friendly-and Industrial-and
Provident-Societies Aet 1968 orprovided-tnaccordance-with-article
49 of the-Credit Unions-NorthemnJtreland)-Order 1985 section 82 of

the Co-operative and Community Benefit Societies Act 2014.

2) The accounts must:

(b) teeompary-theaantalretarn-submittedto-the PRAunder
submitted-already be delivered to the FCA by one of the
methods listed in CREDS 8.2.6AR no later than six months
after the credit union’s financial year end.

8.2.6A R The methods referred to in CREDS 8.2.6R(2)(b) are:
(@8] by e-mail to mutual.societies @fca.org.uk; or
2) by post to Mutuals Team, Financial Conduct Authority, 25 The
North Colonnade, Canary Wharf, London, E14 SHS.
8.2.7 R Every credit union must sapply make available, free of charge, to every

member or person interested in the funds of the credit union who applies for
it, a copy of the latest audited accounts of the credit union sent to the PRA
FCA under CREDS 8.2.6R.

Financial penalties for late submission of reports

8.2.8 G & Frraperhpenadtesmay-be-tmposedfor-the tate submisstonof:

m—DE—PP— | deleted |
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9 Complaints reporting rules for credit unions

9.2 Reporting

9.2.12 R For the purpose of inclusion in the public record maintained by the FCA, a
credit union must provide the FCA, at the time of its authorisation, with
details of a single contact within the credit union for complainants, and s
its-quarterly-retarn must retify-the FCA promptly submit a notification of
any subsequent change to static.data@fca.org.uk or via post or hand
delivery to the FCA marked for the attention of the ‘Static Data team’.

10 Application of other parts of the Handbook to Credit unions
10.1 Application and purpose
10.1.2 G  This chapter is intended to draw credit unions' attention to the application of

other key parts of the Handbook to credit unions as set out in the table at

CREDS 10.1.3G. Fhattabletefersonbyto-the partsotthe Handbookthat
el D , . : e

Application of other parts of the Handbook and of Regulatory Guides to Credit

Unions
10.1.3 G
Module Relevance to Credit Unions
The Principles for | The Principles for Businesses (PRIN) set out; high-level requirements;

Businesses (PRIN)

seome-of-which-are imposed by the FCA and-some-by-the PRA. They
provide a general statement of regulatory requirements. The Principles
apply to all credit unions. In applying the Principles to credit unions,
the eppropriateregilator FCA will be mindful of proportionality. In
practice, the implications are likely to vary according to the size and
complexity of the credit union.

Senior
Management
Arrangements,
Systems and

SYSC 1 and, SYSC 4 to 10 and SYSC 21 apply to all credit unions in
respect of the carrying on of their regulated activities and unregulated

activities in a prudential context. SYSC 18 applies to all credit unions
withoutrestriction in respect of both their regulated activities and their
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Controls (SYSC)

unregulated activities.

Threshold
Conditions
(COND)

In order to become authorised under the Act all firms must meet the
threshold conditions. The threshold conditions must be met on a
continuing basis by credit unions. Failure to meet one of the conditions

is sufficient grounds for the exercise by the epprepriateregulator FCA
of its powers.

Statements of
Principle and
Code of Practice
for Approved
Persons (APER)

The purpose of the Statements of Principle contained in APER 2 is to
provide guidance to approved persons in relation to the conduct
expected of them in the performance of a controlled function. The Code
of Practice for Approved Persons sets out descriptions of conduct
which, in the opinion of the appreopriateregwtator FCA, do not comply
with a Statement of Principle and, in the case of Statement of Principle
3, conduct which tends to show compliance within that statement.

The Fit and Proper
test for Approved
Persons (FIT)

The purpose of FIT is to set out and describe the criteria that the
appropriateregutator FCA will consider when assessing the fitness and
propriety of a person in respect of whom an application is being made
for approval to undertake a controlled function under the approved
persons regime. The criteria are also relevant in assessing the continuing
fitness and propriety of persons who have already been approved.

General
Provisions (GEN)

GEN contains rules and guidance on general matters, including
interpreting the Handbook, statutory status disclosure, the appropricte
regutator's FCA’s logo and insurance against financial penalties.

FEES manual
(FEES)

Prudential
sourcebook for

Mortgage and
Home Finance

MIPRU applies to any credit union carrying out insurance mediation
activity or home finance mediation activity, or using these services. In
particular, it sets out requirements for allocation of responsibility for the
credit union’s insurance mediation activity (MIPRU 2), for the use of

Firms, and home finance intermediaries (MIPRU 5) and for professional indemnity
Insurance insurance (MIPRU 3).

Intermediaries

MIPR

Conduct of

Business

sourcebook

(COBS)

Insurance: ICOBS applies to any credit union carrying on non-investment
Conduct of insurance activities, such as arranging or advising on general insurance
Business contracts to be taken out by members. But JCOBS does not apply to a
sourcebook credit union taking out an insurance policy for itself, such as a policy
(ICOBS) against default by members on their loans where the credit union is the

beneficiary of the policy, since in this circumstance the credit union
would not be acting as an insurance intermediary, but would itself be
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the customer. Credit unions are reminded that they are subject to the
requirements of the appropriate legislation, including the Credit Unions
Act 1979, relating to activities a credit union may carry on.

Mortgages and
Home Finance:

Conduct of
Business
sourcebook

(MCOB)

MCOB applies to any credit union that engages in any home finance
activity. MCOB rules cover advising and selling standards, responsible
lending (including affordability assessment), charges, and the fair
treatment of customers in payment difficulties.

Banking: Conduct
of Business
sourcebook
(BCOBS)

BCOBS sets out rules and guidance for credit unions on how they
should conduct their business with their customers. In particular there
are rules and guidance relating to communications with banking
eustomers banking customers and financial promotions (BCOBS 2),
distance communications (BCOBS 3), information to be communicated
to banking-eustomers banking customers (BCOBS 4), post-sale
requirements (BCOBS 5), and cancellation (BCOBS 6). BEOBSSI+13R
Nalue-dating)-doesnot-apply-to-creditwnions- The rules in BCOBS 3.1
that relate to distance contracts fer-acecepting-deposits-are-tikely-to-have

Limited-applieation may apply to a credit union. This is because the
Distance Marketing Directive enty applies where there is "an organised

distance sales or service-provision scheme run by the supplier" (Article
2(a)), i.e. if the credit union routinely sells any of its services by post,

telephone, fax or the internet. H;-therefore-the-creditnrionnormally
if] b 5 suel E']f" : el with i

relevant.

Supervision
manual (SUP)

The following provisions of SUP are relevant to credit unions: SUP 1A

(The appropriatereguiators FCA’s approach to supervision), SUP 2

(Information gathering by the appropriateresnlator FCA or PRA on its
own initiative), SUP 3.1 to SUP 3.8 (Auditors), SUP 5 (Skilled

persons), SUP 6 (Applications to vary or cancel Part 4A permission),
SUP 7 (Individual requirements), SUP 8 (Waiver and modification of
rules), SUP 9 (Individual guidance), SUP 10A and SUP 10B (Approved

persons), SUP 11 (Controllers and Close links), SUP 15 (Notifications
to the appropriateregutator FCA or PRA) and SUP 16 (Reporting

Requirements).

Credit unions are reminded that they are subject to the requirements of
the Act and SUP 11 on eontrollers-and close links, and are bound to
notify the epprepriateregulator FCA of changes. It may be unlikely, in
practice, that credit unions will develop such relationships. It is
possible, however, that a person may acquire eentrel-of close links with
a ereditunion credit union within the meaning of the Act by reason of
holding the prescribed proportion of deferred shares in the credit union.

In relation to SUP 16, credit unions are exempted from the requirement
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to submit annual reports of esntrollers-and close links.

Consumer Credit

CONC contains rules that apply to firms carrying on credit-related

sourcebook

(CONC)

regulated activities. PERG 2.7.191G provides guidance on relevant
exemptions. Most credit union lending is therefore outside the scope of
CONC. However, subject to the constraints in the Credit Unions Act
1979 or the Credit Unions (Northern Ireland) Order 1985 (as relevant),
credit unions may undertake credit-related regulated activities to which
CONC does apply if the activity is carried out by way of business. This
could include lending under a borrower-lender-supplier agreement, or
debt adjusting or debt counselling where the credit union is not the
lender. A credit union carrying on such activities should consider
whether it requires permission to do so. Further information can be
found on the FCA’s website.

Appendix 1.1

Key Definitions

Note: The following key definitions relevant to CREDS are extracted from the Glossary.

attached shares

governing body

the board of directors, committee of management or other
governing body of a firm or recognised body, including, in relation
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to a sole trader, the sole trader.

Transitional Provisions

)] 2 3 “) &) (6)

Materials to which the Transitional Provision Transitional Handbook

transitional provision provisions: provisions:
applies dates in force coming into

force

1 CREDS 5.3.1R R Aversion{-eredittiion Frommidnight | 8January 2042

[FCA] EREDS 53 Runtil September2042
[PRA] midnighton30-September | to-midnighten
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o] I ;

i L
a-capital-to-total-assets
ratio-ofatleast 2%
expired

[FCA]
[PRA]

CREDS 6.3.2R

[FCA]
[PRA]

SUP 16.12.7R

[FCA]
[PRA]

SUP 16 Annex 14R
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expired

[FCA]
[PRA]

CREDS TPs 1,2, 3 and 4

CREDS TPs 1.2 3 and 4
do-not-apply-te-Northern
expired

[FCA]
[PRA]

CREDS 2.2.4R,
CREDS 2.2.6R,
CREDS 2.2.8R,
CREDS 3.3.7R,
CREDS 6.2.4R and
CREDS 7.2.1R

[FCA]
[PRA]

CREDS 3.2.1R

[FCA]
[PRA]

CREDS 3.2.2R
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EREDS322R- [expired

[FCA]
[PRA]

CREDS 3.2.2R

have-a-maturityof upte
three-years- [expired

10

[FCA]
[PRA]

CREDS 3.2.3R

3:2.3R- [expired

11

[FCA]
[PRA]

CREDS 4.4.1R

A-Northerntreland-credit
unionneed-notcomply
expired

12

[PRA]

CREDS 5.3.3R and
CREDS 5.3.5R
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13

[FCA]
[PRA]

CREDS 7.3.1R

14

[FCA]
[PRA]

CREDS 7.3.4R
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] - -
EREDST-3-4R- [expired

15

[PRA]

CREDS 7.4.2R

16

[FCA]

CREDS 9.2.1R and
CREDS 9.2.TR

2043 [expired]

17

[FCA]

The changes to CREDS
9.2.1R and CREDS 9
Annex 1R set out in Annex
L of the Consumer Credit
(Consequential and
Supplementary
Amendments) Instrument
2014

AnnexR-do-not-apply
expired

18

[FCA]

The changes to CREDS
9.2.1R and CREDS 9
Annex IR set out in Annex
L of the Consumer Credit
(Consequential and
Supplementary
Amendments) Instrument
2014
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expired

Schedule 2 Notification requirements

Sch 2.2G
Handbook Matter to be Contents of Trigger event Time allowed
reference notified notification
businessplan reasonably
Tz ; 3 1
EREDS 22526 Veﬁwﬂ—?—% practicat
unions-should
stbaatter
adeption-andfer
afendment
~REDS2 2 6R Polici 1 ~ ¢ oolici U
proeedures afd-procedures . ' reasonably
. e | 'l Il
'fi . ! 1
CREDS2 amendment
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5 Tonti 7
amendment
EREDSS236G | Genperad Any-propesed AssooRus Atdeastone
i eati : it i g
sttbordthated ware advaneeof
debt prepesed
repayient
~REDS 6.25R Licuidi Licuidi ‘;' o2 L \
Policy submit-after practical
Statement adeption-andfer
amendment
to-EREDS pohey-statement | #rHons st reasonably
adeption-andfer
amendment
ie ereg HESS
expostreswil ofatHaree practieal
. POSH
eapital exceedine
300%of-capital
data quarterend
E' ol d end E’ il
end
CREDS 8.2.6R | Audited Revenue Financial year YUnt
accounts account and end stbtsston-of
balance sheet annual retarn

Until 6 months
after financial

year end

Schedule 3 Fees and other required payments

Sch 3.2G
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Description of fee

Reference

CFEB levy FEES 7
Pensions guidance levy FEES 10

Schedule 5 Rights of action for damages

Sch 5.2G

Right of action under section 138D

Chapter/ Section/Annex | Paragraph For private Removed? For other
Appendix person? person?
All rules in CREDS with the status letter ‘E’. | No No No
. | ntain b il .
All ether rules in CREDS. Yes No No

Schedule 6 Rules that can be waived

Sch 6.1G The rules made in CREDS can be waived by the appropriate regulator under
sections 138A and 138B (Modification or waiver of rules) of the Act. As a
result of section 138A of the Act (Modification or waiver of rules) the FCA has

the power to waive all its rules, other than rules made under section 1370

(Threshold condition code), section 247 (Trust scheme rules), section 248

(Scheme particular rules) section 2611 (Contractual scheme rules) or section

261J (Contractual scheme particulars rules) of the Act. However, if the rules

incorporate requirements laid down in European directives, it will not be

possible for the FCA to grant a waiver that would be incompatible with the

United Kingdom’s responsibilities under those directives.

Part 2: Comes into force on 7 March 2016

In this Part, underlining indicates new text and striking through indicates deleted text.
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[Editor’s note: The changes made by Part 1 have already been taken into account in the text
of the provisions shown below.]

2.2 General provisions

Internal audit function

2.2.11 G (@ The term 'internal audit function' in CREDS 2.2.10E refers to the
generally understood concept of internal audit within a firm, in other
words the function of assessing adherence to and the effectiveness of
internal systems and controls, procedures and policies. Fhe-internal

it function e fumetion itsel_buti »

2)

Governing body

2.2.14 G

2.2.15 G  In accordance with Statement-of Prineiple-7-of-the-Statements-of Prineiple
forApprovedPersons rule SC 2 in COCON 2.2.1R, it is the responsibility of

each individual member of the governing body who is a senior conduct rules
staff member to understand, and ensure that the credit union complies with,
the requirements of all the relevant Acts, secondary legislation and rules.

The compliance function

2.2.31 G  Some important compliance issues include:

(12)  approvedpersonsreghme; [deleted]

2.2.64 G

Governance and senior management arrangements: general

2.2.65 G O SYSC 4.5, SYSC 4.7 and SYSC 4.9 have a number of requirements
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about the governance and senior management arrangements of
relevant authorised persons.

A credit union is a type of relevant authorised person.

SYSC 4.5, SYSC 4.7 and SYSC 4.9 are summarised in CREDS
2.2.66G to CREDS 2.2.70G.

The PRA’s requirements about the subjects dealt with in SYSC 4.5,
SYSC 4.7 and SYSC 4.9 are set out in its Rulebook. CREDS does not
summarise them.

Governance and senior management arrangements: responsibilities map

G 4

SYSC 4.5 says that a relevant authorised person, including a credit
union, should, at all times, have a comprehensive and up-to-date
document that describes its management and governance
arrangements. This is called the management responsibilities map.

SYSC 4.5.13G has guidance on management responsibilities maps
for small firms, which is likely to be of particular relevance to credit
UNnions.

Governance and senior management arrangements: allocation of senior

management responsibilities

G  SYSC 4.7 says that a relevant authorised person, including a credit union,

should:

a

I

allocate a number of specified management responsibilities (called
FCA-prescribed senior management responsibilities) to one or more
of its SMF managers; and

ensure that, at all times, one or more of its SMF managers have
overall responsibility for each of the activities, business areas and
management functions of the firm.

CREDS 8.3 explains what an SMF manager is.

(@

a

(@3]

The list of FCA-prescribed senior management responsibilities that a
credit union should allocate is simpler than for most other relevant
authorised persons.

SYSC 4.7.7R sets out a list of FCA-prescribed senior management
responsibilities, including the ones that apply to credit unions.

Governance and senior management arrangements: handover procedures

G  SYSC 4.9 contains material about handover arrangements when an SMF

manager (or their supervisor) takes up or leaves their job.

Certification regime
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Under section 63E(1) of the Act, a relevant authorised person (including a
credit union) should take reasonable care to ensure that no employee of the
firm performs an FCA-specified significant-harm function under an

arrangement entered into by the firm in relation to the carrying on by that
firm of a regulated activity, unless the employee has a valid certificate

issued by that firm to perform the function to which the certificate relates.
The definition of employee for these purposes goes beyond a conventional
employee and is explained in more detail in SYSC 5.2.21G. It includes
volunteers or unpaid staff.

SYSC 5.2 gives details about the certification requirement described in
CREDS 2.2.71G and sets out rules and guidance about it, including a list of
FCA-specified significant-harm functions.

@) Section 63E(1) of the Act also applies to functions specified by the
PRA.

2) The PRA’s certification regime (including the functions referred to in
(1)) is described in its Rulebook. It is not summarised in CREDS.

General requirements concerning lending policy

R

(D A credit union must not make a loan to:

(a) one of its officers, certification employees or approved
persons on terms more favourable than those available to
other members of the credit union unless:

@) that person is a paid employee (other than a director)
of the credit union; and

(i1) the registered rules of the credit union provide
explicitly for the making of loans to paid employees
on such terms;

(b) (in the case of a Great Britain credit union) a relative of, or
any person otherwise connected with, an officer, certification
employee, approved person or paid employee of the credit
union on terms more favourable than those available to other
members of the credit union;

(©) (in the case of a Northern Ireland credit union) a member of
the family of, or any person otherwise connected with, an
officer, certification employee, approved person or paid
employee of the credit union on terms more favourable than
those available to other members of the credit union.
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8.3

8.3.1

8.3.2

8.3.3
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G @

2) In relation to staff, the prohibition in CREDS 7.2.7R applies only to
those who are officers, certification employees or approved persons.

3)

Approved persons

Purpose

G  The purpose of this section is to set out farther guidance relating to the

FCA’s requirements about approved persons regime-thatis-speeifie that
apply to credit unions. The full details can be found in ECreditnrionsshould

alseread Chapter 49 10C of the Supervision manual (SUP) eoncerntng
approved-persons.

Introduction

G  The PRA also has a regime about approved persons in credit unions, which
can be found in its Rulebook. CREDS does not summarise the PRA’s
eglme %eﬁee%ef—see&eaé&ef—the%e&md—%@%&h&&%dﬁ—meﬁ

Controlledfunetions Summary of the FCA’s requirements about approved

persons in credit unions

G @ Thecomplete histot-alcontrolled-functionsistocated- -SSP
F4SR-Gridarce-onthosecontrottedfunetionstosttkelyto-be
relevantto-ereditunionsis-provided-below- The effect of section 59

of the Act is that if a person is to perform certain functions (which
are known as controlled functions) for a credit union, the credit
union should first apply for approval to:
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8.3.5

8.3.6

3)
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(@ the FCA (if the controlled function is specified by the FCA in
its rules); or

(b) the PRA (if the controlled function is specified by the PRA in
its rules).

The firm should not allow the person to perform that function until
the firm receives the approval.

A person for whom the firm has received that approval is called an
approved person.

&)

2)

3)

2)

the-capacity-of-a-director-ofaereditwnion: The regime for approved

persons differs between relevant authorised persons and other types

of firm.

standards-of-conduet: A credit union is a type of relevant authorised
person.

deals with the approved persons requirements for credit unions and

other relevant authorised persons.

SUP 10 Ftherequiredfunctions: The controlled functions specitied

by the FCA for credit unions and other relevant authorised persons
can be found in the table in SUP 10C.4.3R.

SLP 107 13R- 4 smeri oo feotion This isil

j ror- The controlled functions specified by the
PRA for credit unions and other relevant authorised persons can be
found in the PRA’s Rulebook. They are not summarised in the

Handbook.

the-ereditunion'sfinancial affairs:or The F'CA and the PRA have
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specified different functions.

2) settingand-controlling itsrisk-expoesure—or Sometimes a person’s job

description means that they are performing an FCA controlled
function and a PRA controlled function at the same time for the same
firm. SUP 10C.9 has arrangements that reduce the need for the same
person to be approved by both the FCA and the PRA.

8.3.7 G

manager- There are two types of controlled function under the Act:

@) a designated senior management function; and

2) any other controlled function.

8.3.8 G

@) The designated senior management functions cover the top
management roles in a firm.

2) An approved person approved to perform a designated senior
management function is called an SMF manager.

3) Designated senior management functions only apply to relevant
authorised persons, including credit unions.

“4) All controlled functions in a credit union are designated senior
management functions and every approved person in a credit union
is also an SMF manager.

8.3.9 G  Aswell as listing the FCA'’s designated senior management functions for

credit unions and other relevant authorised persons, SUP 10C has other
requirements about SMF managers:

@) SUP 10C sets out the procedures for applying for, granting,
removing and varying approval as an SMF manager.

2) SUP 10C requires firms to give various types of reports to the FCA
about their SMF managers.

3) SUP 10C explains that each firm must prepare a statement of
responsibilities for each of its SMF managers. A statement of
responsibilities is a description of the SMF manager’s
responsibilities in connection with the designated senior
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management functions for which they are approved.

10.1 Application and purpose

10.1.3 G  Application of other parts of the Handbook and of Regulatory Guides to
Credit Unions

Module

Relevance to Credit Unions

Senior Management
Arrangements,
Systems and Controls
(8SYSO)

SYSC 1, SYSC 4 to 10 and SYSC 21 apply to all credit unions in
respect of the carrying on of their regulated activities, and
unregulated activities in a prudential context. SYSC 4.5
(Management responsibilities maps for relevant authorised persons),
SYSC 4.7 (Senior management responsibilities for relevant
authorised persons: allocation of responsibilities), SYSC 4.9
(Handover procedures and material), SYSC 5.2 (Certification regime)
and SYSC 18 apphies apply to all credit unions in respect of both
their regulated activities and their unregulated activities.

Code of Conduct
(COCON)

This contains rules and guidance that are directly applicable to a
credit union’s SMF managers, certification employees and (from
2017) other conduct rules staff. There is also guidance for credit
unions on giving their staff training about COCON.

The Fit and Proper
test for Approved
Persons (FIT)

The purpose of FIT is to set out and describe the criteria that the
#CA-will a firm should consider when assessing the fitness and
propriety of a person (1) in respect of whom an application is being
made for approval to undertake a controlled function under the

approved persons regime, The-eriteria-are-also-relevantinassessing
the-contintvine fitness-and propriety-of persons (2) who have has

already been approved, (3) who is a certification employee or (4)
whom a firm is considering appointing to be a certification
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employee.

It also sets out and describes criteria that the CA will consider when
assessing the fitness and propriety of a candidate for a controlled
function position and that it may consider when assessing the

continuing fitness and propriety of approved persons.

Supervision manual
(SUP)

The following provisions of SUP are relevant to credit unions: SUP
1A (The FCA’s approach to supervision), SUP 2 (Information
gathering by the FCA or PRA on its own initiative), SUP 3.1 to SUP
3.8 (Auditors), SUP 5 (Skilled persons), SUP 6 (Applications to vary
or cancel Part 4A permission), SUP 7 (Individual requirements),
SUP 8 (Waiver and modification of rules), SUP 9 (Individual
guidance), SEPHOA and-SEP1OB SUP 10C (FCA senior
management regime for Approeved approved persons in relevant
authorised persons), SUP 11 (Controllers and Close links), SUP 15
(Notifications to the FCA or PRA) and SUP 16 (Reporting
Requirements).
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