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FINANCIAL SERVICESACT 2012

EXPLANATORY NOTES

COMMENTARY

Part 2 - Amendments of Financial Services and Markets Act 2000

Financial Conduct Authority and Prudential Regulation Authority

Section 6 and Schedule 3: The new Regulators

91.

Section 6 replacesthe provisionsin Part 1 of FSMA relating to the FSA, and Schedule 1
to FSMA, with provisions relating to the FCA and the PRA. Schedule 3inserts new
Schedule 1ZA and new Schedule 1ZB (which make provision in relation to the FCA and
the PRA respectively).

TheFCA

92.

93.

94.

New section 1A renames the FSA the “Financial Conduct Authority”. Subsection (4)
reguires the FCA to comply with the requirements set out in new Schedule 1ZA which
makes provision in relation to the constitution of the FCA and other matters. Subsection
(6) providesthat referencesinthe Act, or in any other enactment, to the FCA’ sfunctions
under FSMA includesitsfunctionsunder the Act, the Insolvency Act 1986, the Banking
Act 2009, and provisions of EU law specified by order by the Treasury for this purpose.

New section 1B sets out how the FCA must discharge its general functions, which
are defined in subsection (6) as its functions of: making rules; preparing and issuing
codes; giving general guidance; and determining the general policy and principles by
referenceto which it performs particular functionsunder the Act. In particular, the FCA
must, so far as reasonably possible, act in away which is compatible with its strategic
objective (described in subsection (2)) and advances one or more of its operational
objectives (describedin new sections 1C, 1D and 1E). In addition, sofar asiscompatible
with acting in a way which advances its consumer protection (new section 1C) or
integrity (new section 1D) operational objectives, the FCA must discharge its general
functions in away which promotes effective competition in the interests of consumers
(subsection (4)). Theeffect of thisduty isthat wherethe FCA decidesto act in pursuance
of an operational objective and has the choice between two options, one of which would
have anegativeimpact on competition (option 1), the other which would have apositive
impact on competition (option 2), the FCA must choose option 2 unless this would be
incompatible with its objectives.

Subsection (5) providesthat in discharging its general functionsthe FCA must also have
regard to the regulatory principles which apply to the FCA and the PRA (as set out in
new section 3B) and must have regard to the importance of taking action intended to
minimise the extent to which it is possible for certain types of business to be used for
a purpose connected with financial crime (as defined in new section 1H(3)). This duty
is placed on the FCA (rather than the PRA) as the FCA is to have responsibility for
regul ating the conduct of business of authorised persons (and certain other entities) and
istherefore best placed to take regulatory action to tackle financia crime.
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New section 1C sets out the FCA’s “consumer protection” operational objective.
Subsection (2) specifies the factors to which the FCA must have regard when it is
considering what degree of protection for consumers may be appropriate in aparticular
instance. Thislist includes the “have regard” specified in subsection (2)(c) concerning
the needs which consumers may have for the timely provision of information and
advice that is accurate and fit for purpose. For example, should the FCA consider
that consumers of a particular regulated financial service are not being provided
with appropriate information at the right time (for example, before entering into an
agreement for the provision of the service) then the FCA, in the interests of ensuring
an appropriate degree of protection for those consumers, may make rules prescribing
the information to be provided by firms. Similarly, the FCA could take steps in the
course of discharging its general functions to specify the form in which information
should be presented to certain kinds of consumers in order to ensure that it is fit for
purpose, for example, in terms of being clear and fair (such as being drafted in plain
English and identifying key facts) and generally being presented in a comprehensible
format, or to specify that advice should cover certain mattersin order to ensurethat itis
not misleading. The list also includes the “have regard” specified in subsection (2)(e)
which specifies the general principle that those providing regulated financial services
(asdefined in new section 1H(2)) should be expected to provide consumerswith alevel
of care that is appropriate having regard to the degree of risk involved in relation to
the investment or other transaction and the capabilities of the consumers in question.
Subsection (2)(f) requires the FCA to have regard to the differing expectations that
consumers may have in relation to different kinds of investment or other transaction.
Thus the FCA should have regard to the fact, for example, that consumers wishing
to invest in a “socia investment” product may expect a societal benefit from their
investment, rather than a purely financial one

Therequirement to “haveregard” to certain mattersin assessing whether an appropriate
degree of protection has been provided does not prevent the FCA from having regard
to other factors as may be appropriate in a particular instance.

“Consumers’ is defined in new section 1G. This definition is an extended form of the
definition used in sections 425A and 425B of FSMA. This is because the definition
of “general functions’ in the new section 1B extends to those functions under Part 6
of FSMA (officia listing). Therefore it is appropriate, for example, for the definition
to extend to listed issuers in their capacity of “consumers’ of the regulated financial
services provided by sponsors and primary information providers (defined in new
section 1H(8)). This definition does not mean that the FCA is required to take a
universal approach to determining what constitutes an appropriate degree of protection
for consumers. Rather, the FCA can rely on this objective to address issues relating to
the interests of different types of consumer in a wide range of markets for regulated
financia services. For example, the FCA could determine that it is appropriate to make
rulesrequiring authorised personsto disclose certain types of information before selling
afinancia product to a“retail” consumer, but may make no similar provision for cases
in which authorised persons are dealing with certain types of “wholesale” customer on
the basisthat the latter category of customer can be reasonably expected to have abetter
awareness of the risks and features of investing in the product in question.

None of the FCA’s objectives impose on the FCA a statutory duty to take action, for
example, to secure an appropriate degree of protection for all persons who fall within
the definition of “consumer” nor should they be interpreted as establishing a standard
of conduct to be expected of regulated firms. Instead, the objectives provide a mandate
for the FCA totake action. The FCA could take action, for example, under its consumer
protection objective for the purposes of protecting only one category of person who
falls within the definition of “consumer”. The FCA need not ensure that action taken
for the purposes of advancing this operational objective secures an appropriate degree
of protection for all persons who fall within that definition. In addition, the FCA may
take action in pursuance of this operational objective which has the effect of securing
an appropriate degree of protection for one or more categories of person within the
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definition of consumer and which also has the effect of protecting persons who fall
outside the definition.

New section 1D sets out the FCA’s “integrity” objective. The term “integrity of the
UK financia system” has a non-exhaustive definition (subsection (2)). For example,
the term includes, among other things, the soundness, stability and resilience of the
financial system. Examples of action which the FCA may take in pursuance of this
operational objective are: (i) the FCA may choose to exercise its powers make rules
banning the short-selling of afinancial instrument for the purposes of addressing athreat
to the stability of the UK financial system; (ii) the FCA may choose to make rules to
address risks of money laundering or the use of the financial system to fund terrorist
activity; and (iii) the FCA may make disclosure rules under Part 6 of FSMA imposing
requirementson listed issuers of financial instruments as to the information which must
be disclosed to the market.

New section 1E setsout the FCA’ s* competition” objective. The FCA may takeactionin
pursuance of thisoperational objectiveto promote effective competition in the interests
of consumers in the markets for services falling within the definition of “regulated
financia services’ (new section 1H(2)) and services provided by persons specified
as recognised investment exchanges under Part 18 of FSMA. Subsection (2) lists a
number of matters to which the FCA may have regard in considering the effectiveness
of competition in aparticular market. Thisisanon-exhaustive list of factorswhich may
berelevant to the assessment of the effectiveness of competition but highlightsanumber
of factors which are regarded as particularly indicative. These include: the ease with
which consumers may accessregulated financial services, including consumersin areas
affected by social or economic deprivation (subsection (2)(b)); the ease with which
customers can change the person from whom they obtain such services (subsection (2)
(©)); and the ease with which new entrants can enter the market (subsection (2)(d)).

New section 1F defines the term “relevant markets’ for the purposes of new
section 1B(2). New section 1G defines the term “consumer” for the purposes of new
sections 1B to 1E and new section 1H defines certain other terms for the purposes of
new sections 1B to 1G. New section 11 defines the term “the UK financial system” for
the purposes of FSMA.

New section 1J confers on the Treasury a power to make an order amending certain
definitions (for examplethe definition of “consumer” and “regul ated financial services”
used for the purposes of new section 1E(1)(a) and (b), new section 1G and new
section 1H(2) and (5) to (8)). This power could be used, for example, to amend the
definition of “consumer” by adding a new category of person to that definition in order
to ensure that the FCA could rely on its “consumer protection” operational objective
for the purposes of discharging its general functions (for example the power to make
rules) to protect consumers of the new regulated product or service. An order under this
section is subject to the affirmative procedure (see the amendments to section 429 of
FSMA made by section 49 of the Act).

New section 1K requires the FCA to include in general guidance issued under new
section 139A (inserted by section 24) guidance on how it intends to advance its
operational objectives in discharging its general functions in relation to different
categories of authorised persons or regulated activity. For example, the FCA must give
guidance as to how it proposes to regulate authorised persons who accept deposits
differently from authorised persons who effect or carry on contracts of insurance.

Subsection (1) of new section 1L provides that the FCA must maintain arrangements
for supervising authorised persons. The concept of “supervision” encompasses matters
such as monitoring the activities of authorised personsin light of the FCA’s abjectives,
forming aview on the person’s long term strategy for doing business, providing advice
and, where appropriate, warnings, monitoring compliance with regulatory requirements
and taking disciplinary action where appropriate.
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Subsection (2) of new section 1L requires the FCA to maintain arrangements designed
to enable it to determine whether people who are not authorised persons are complying
with regulatory requirements and, where appropriate, for enforcing compliance. For
example, the FCA must maintain arrangements to monitor whether people are carrying
on regulated activitiesin breach of the general prohibition in section 19 of FSMA and,
where appropriate, take action against such persons.

New section 1M imposes on the FCA a duty to make and maintain effective
arrangements for consulting practitioners and consumers on the extent to which its
general policies and practices are consistent with its general duties specified in new
section 1B such as the extent to which it has promoted competition in the interests of
consumers in accordance with its duty under new section 1B(4).

New section 1N makes provision for the FCA Practitioner Panel and new section 10
places on a statutory footing the Smaller Business Practitioner Panel. New section 1P
also establishes a Markets Practitioner Panel to represent the interests of personslikely
to be affected by the exercise by the FCA of its functions relating to markets. New
section 1Q makes provision for the Consumer Panel. New section 1R imposes on
the FCA a duty to consider representations made in accordance with arrangements
established under new section 1M.

New section 1S enables the Treasury to appoint an independent person to conduct a
review of the economy, efficiency and effectiveness with which the FCA has used its
resourcesin discharging itsfunctions. New section 1T specifiesthat a person conducting
a review under new section 1S has certain rights to access documents reasonably
required for the purposes of the review, and to require a person holding, or accountable
for, any such document to provide such information and explanations as are reasonably
necessary for the review.

Part 1 of new Schedule 1ZA (The Financial Conduct Authority) sets out requirements
for the FCA’s constitution and imposes certain obligations on the FCA. Part 2 deals
with the status of the FCA. Part 3 makes provision in relation to penalties and fees
and Part 4gives the FCA and those who work for it limited immunity from liability in
damages and makes other miscellaneous provisions such as specifying that any amount
required by rules to be paid to the FCA may be recovered as a debt due to the FCA.

Paragraphs 2 to 6 of new Schedule 1ZA make provision in relation to the constitution
of the FCA.

The FCA must have a governing body consisting of:
(a. achair and achief executive (both appointed by the Treasury),
(b. the Bank’s Deputy Governor for prudential regulation,

(c. two further members appointed jointly by the Treasury and the Secretary of State,
and

(d. at least one further member appointed by the Treasury.

The mgjority of the members of the governing body of the FCA are to be non-executive
members, including the chair (paragraph 2(3) and (4)). The appointment process and
terms of service for the appointed members (which are determined by the Treasury) are
designed to ensure the independence of the appointed members (paragraph 3(3) and
(4)). In addition, the Bank’s Deputy Governor for prudential regulation is not to take
part in any discussion by, or decision of, the FCA which relates to the exercise of the
FCA'’s functions in relation to a particular person, or a decision not to exercise those
functions (paragraph 6). (The terms of service of the Bank’s Deputy Governor in his
or her capacity as a member of the governing body of the FCA will be determined by
the FCA).
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Paragraph 5 provides for the acts of the FCA to be valid irrespective of a vacancy
in the office of the chair of the FCA, the chief executive of the FCA or the Bank’s
Deputy Governor for prudential regulation or a defect in the appointment of a person
to any of those offices or of any other person as an appointed member (as defined in
paragraph 2(6)). Thisisto prevent the FCA’s rules, and any action it takes in pursuit
of its functions, being rendered invalid purely as a result of such a vacancy or defect
in appointment.

Paragraph 8 allowsthe FCA’ sfunctions, with the exception of itslegislative functions,
to be delegated. However, the governing body must discharge the legislative functions
set out in sub-paragraph (3); these are: rule-making; issuing codes under sections 64
and 119 of FSMA; issuing statements of policy on, for example, financial penalties
and other disciplinary measures; and giving directions relating to exemptions from the
general prohibition. The governing body may delegate the function of issuing general
guidance to a committee or sub-committee but not to an individua officer or member
of staff (sub-paragraph (4)).

Paragraph 9 requires the FCA to maintain satisfactory arrangements for recording
decisions made in exercise of its functions and the safe-keeping of those records.

Paragraph 10 requires the FCA to publish a record of each meeting of its governing
body. The record must specify any decisionstaken at the meeting (including decisions
to take no action) and set out asummary of the deliberationsin relation to each decision.
Therecord isto be published within 6 weeks of the meeting unless no meeting has been
held in that period whereupon the record is to be published within 2 weeks of the next
meeting. This arrangement reflects the fact that the FCA’s governing body (which is
expected to approve the record of each meeting prior to publication) isexpected to meset
once amonth except in the summer when it islikely that there will be one month where
no meeting is held. The record is not expected to contain confidential firm-specific
information.

Paragraph 11 requires the FCA to report at least once a year to the Treasury on the
discharge of its functions, and on the extent to which it has acted compatibly with its
strategic objective and advanced its operational objectives. The FCA is also required
to report on how far it has complied with its “competition” duty referred to in new
section 1B(4); its consideration of its regulatory principles and theimportance of taking
action intended to minimise the extent to which it is possible for a business carried on
by an authorised person or a recognised investment exchange, or in contravention of
the general prohibition, to be used for a purpose connected with financial crime; and on
such other matters as directed by the Treasury. The report must be accompanied by a
statement setting out the remuneration of the members of the governing body, and any
other information or reports the Treasury may direct. It must aso include an account of
the how the FCA has complied with the general duty to coordinate (section 3D), the use
of the PRA powers of direction over the FCA (sections 3l and 3J), and how the FCA
has cooperated with regulatory bodies outside the UK. The Treasury isto lay the report
before Parliament. Paragraphs 12 and 13 require the FCA to hold a public meeting to
discuss its annual report, and to publish areport of the meeting.

Paragraph 14 provides that the Treasury may require the FCA to comply with any
provisions of the Companies Act 2006 dealing with accounts and audit which would
otherwisenot apply toit. A Treasury direction may modify provisionsof the Companies
Act 2006 dealing with accounts and audit in their application to the FCA.

Paragraph 15 providesfor the FCA’sannual accountsto be audited by the Comptroller
and Auditor Generd; the National Audit Office carries out audit functions of the
Comptroller and Auditor General. The Treasury must lay before Parliament the certified
accounts of the FCA and the report of the Comptroller and Auditor General on them.
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Paragraph 16 specifies that, in relation to any of its functions, the FCA is not to be
regarded as acting on behalf of the Crown and its members, officers and staff are not
be regarded as Crown servants.

The FSA isacompany limited by guarantee; prior to the Act coming into force, it was
exempt by virtue of paragraph 14 of Schedule 1 to FSMA from the need to use“limited”
as part of its name. Paragraphs 17 and 18 continue that exemption for the FCA.

Paragraph 19 providesthat in determining itspolicy with regard to thelevel of penalties
to impose under powers in the Act, the FCA may take no account of its expenses or
anticipated expenses, there is to be no link or incentive to fund the FCA by levying
penalties on the personsiit regulates.

Paragraph 20 provides that the FCA, in respect of each of its financia years, must
pay to the Treasury its penalty receipts after deducting and retaining its enforcement
costs. Sub-paragraph (2) defines “penalty receipts’ for this purpose as any amounts
received by the FCA by way of penalties imposed under FSMA. Sub-paragraph (3)
defines “ enforcement costs’ for these purposes as the expenses incurred by the FCA in
connection with the exercise or consideration of the exercise of its enforcement powers
(as defined by sub-paragraph (4)) in particular cases or the recovery of penalties.
The effect of this provision is that the FCA may retain from penalty receipts funds to
cover its enforcement costs. Sub-paragraph (6) provides that the Treasury may give a
direction to the FCA asto how it is to comply with its duty under sub-paragraph (1);
adirection may in particular specify what expenditure is or is not to be treated as an
enforcement cost (for example, the costs of employing staff or engaging third parties
to provide servicesto the FCA in connection with particular cases). Sub-paragraph (9)
provides that the Treasury must pay into the Consolidated Fund any sums received
under this paragraph.

Paragraph 21 requires the FCA to operate a scheme to ensure that penalty receipts
which the FCA is, under paragraph 20, entitled to retain are applied for the benefit
of regulated persons (as defined by sub-paragraph (2)). The scheme must ensure that
those who have become liable to pay a penalty to the FCA in any financial year do not
receive a benefit under the scheme in the following year.

Paragraph 22 requires the FCA to consult on these arrangements.

Paragraph 23 provides for a rule-making power for the FCA to raise fees to meet the
costsit incursin the discharge of its qualifying functions. Qualifying functions means
its functions under FSMA, the Act, the Banking Act 2009, the Insolvency Act 1986,
and certain EU legidlation. It may use the fees to meet its expenses, to repay borrowing
incurred and to meet expenses incurred in connection with the commencement of the
Act, and to maintain adequate reserves. Sub-paragraph (7) requires that the FCA may
not takeinto account any penaltieswhich it hasreceived, or expectstoreceive, in setting
the fees under FSMA.

Paragraph 24 providesthat fees may not be charged when aperson gives notice of their
intention to exercise EEA passporting rights under Schedule 3 to FSMA or where any
person whose application for approval under section 59 has been granted.

Paragraph 25 providesimmunity for the FCA and its members, officers and staff from
liability in damages except where the act or omission is shown to have been in bad
faith or where damages are sought under the Human Rights Act 1998. This immunity
applies where the FCA or its staff are exercising investigative powers by virtue of an
appointment by the PRA or the Bank under sections 166 to 169 of FSMA.

Paragraph 26 treats the actions of an accredited financia investigator (within the
meaning of the Proceeds of Crime Act 2002) who is an employee of the FCA or
undertaking an investigation for the FCA as being done in the exercise or discharge of
afunction of the FCA.
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Paragraph 27 provides that any amount (other than afee) whichisrequired by rulesto
be paid to the FCA may be recovered as a debt due to the FCA.

The PRA

131.

132.

133.

134.

135.

136.

137.

The PRA isalimited company formed under the Companies Act 2006. New section 2A
renames that company as the Prudential Regulation Authority, and provides for it to
havethe functions conferred on it under FSMA; referencesto itsfunctions, for example
in the application of its general objective (see new section 2B), include the PRA’s
functions under the Insolvency Act 1986, the Banking Act 2009, provisions of EU law
specified by order by the Treasury for this purpose and this Act; referencesto functions
of the PRA do not includeits functions under the |legislation relating to mutual societies
except to the extent that an order under section 50 so provides (see new section 2J(2)).

New section 2B requires the PRA to discharge its general functions in a way which
advances its general objective, which is the promotion of the safety and soundness
of PRA-authorised persons. The primary means by which the PRA is to advance
that objective are by seeking to ensure that the way in which the business of PRA-
authorised persons is carried on avoids any adverse effect on the UK financial system
(subsection (3)(a)), and by seeking to ensure that, if a PRA-authorised person fails, that
failure occursin as orderly amanner as possible (subsection (3)(b)). New section 2J(3)
provides further details about the meaning of “failure”. It includes: insolvency; being
taken for the purposes of thefinancia services compensation scheme asbeing, or being
likely to be, unable to meet claims against it; and having a stabilisation option under
Part 1 of the Banking Act 2009 implemented (for example transfer to a private sector
purchaser (section 11 of that Act), transfer to a bridge bank (section 12 of that Act),
or transfer to temporary public ownership (section 13 of that Act)). New section 2G
emphasi sesthat the PRA’ s objectives do not obligeit to ensure that no PRA-authorised
person fails.

New section 2C provides for the PRA to have an additional objective which will apply
if an order made under section 22A FSMA provides for certain activities relating to
insurance to be PRA-regulated activities. Where the PRA is discharging its general
functionsin relation to PRA-authorised persons who are insurers or reinsurers, it must
seek to advance its insurance objective; the insurance objective is contributing to the
securing of an appropriate degree of protection for policy holders (new section 2C).
Theinsurance objective and the general objective have the same legal status. When the
PRA is discharging its functions in relation to such PRA-authorised persons, it must
act compatibly with both the general objective and the insurance objectiveand act in a
way which the PRA considers most appropriate for advancing both objectives.

New section 2D providesthat further objectivesmay be specified inrelation to activities
that become PRA-regulated activities by order under section 22A of FSMA (see
commentary on section 9 below).

New section 2E requires the PRA to determine its strategy in relation to its objectives
and fromtimetotime (and at least every 12 months) review that strategy. The PRA must
consult the court of directors of the Bank on adraft of the strategy and any revisionsto
it. The strategy and any revised strategy must be published.

New section 2F makes provision for how referencesin FSMA to the PRA’ s objectives
should be interpreted. For example, a reference in FSMA to the PRA’s objectivesin
the context of afunction which is exercisablein relation to insurance (such asthe rule-
making power in new section 137E) isto be taken asareferenceto the general objective
and the insurance objective.

New section 2| requires the PRA to give guidance on how it intends to advance
its objectives in relation to different categories of PRA-authorised persons or PRA-
regulated activity. For example, the PRA must give guidance as to how it proposes to
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regul ate PRA -authorised persons who accept deposits differently from PRA -authorised
persons who effect or carry on contracts of insurance.

Definitionsrelevant to the PRA’ sgeneral duties are set out in new section 2J, including
alist of the PRA’s “general functions’.

New section 2K provides that the PRA must maintain arrangements for supervising
PRA-authorised persons. The concept of “supervision” encompasses matters such
as monitoring the safety and soundness of PRA-authorised persons, forming a view
on the person’s long term strategy for doing business, providing advice and, where
appropriate, warnings, monitoring compliance with regulatory requirements and taking
disciplinary action where appropriate.

New section 2L requires the PRA to make and maintain effective arrangements for
consulting those who are PRA-authorised persons or who appear to the PRA to
represent theinterests of such persons (for example, relevant industry associations), and
to consider representations made under those arrangements.

New section 2M provides that the arrangements maintained under section 2L must
include the establishment and maintenance of a panel of persons, to be known as
the PRA Practitioner Panel, to represent the interests of practitioners. The PRA must
appoint the chair of the Panel. The approval of the Treasury is required for the
appointment and removal of the chair.

New sections 20 and 2P make provision for the Treasury to arrange for an independent
review of the economy, efficiency and effectiveness with which the PRA has used its
resources, and access to documents and information for the purposes of such areview.

Part 1 of new Schedule 1ZB (The Prudential Regulation Authority) sets out
requirements for the PRA’ s constitution and imposes certain obligations on the PRA.
Part 2 deals with the status of the PRA. Part 3 makes provision in relation to penalties
and fees and Part 4gives the PRA and those who work for it limited immunity from
liability in damages and makes other miscellaneous provision.

Paragraphs 2 to 14 of new Schedule 1ZB make provision in relation to the constitution
of the PRA.

The PRA must have a governing body consisting of:
(a. the Governor of the Bank, who isto be the chair of the PRA,

(b. the Bank’s Deputy Governor for prudential regulation, who is to be the chief
executive of the PRA,

(c. the Bank’s Deputy Governor for financial stability,
(d. the chief executive of the FCA, and
(e. appointed members.

The appointed members are appointed by the court of directors of the Bank with
the approval of the Treasury. The appointment process and terms of appointment
are designed to ensure the independence of the appointed members (paragraph 11).
The majority of the governing body of the PRA are to be non-executive members
(paragraph 8). For the purposes of determining the balance of the board, and for
corporate governance purposes, the Governor of the Bank and the Deputy Governors,
and any board members who are PRA staff (whether employees of the PRA or
secondees from the Bank), are not to be treated as non-executive members (paragraph
9); this is to ensure a proper number of independent board members, and it is
those members who will undertake the corporate governance roles reserved to non-
executives. In addition, the chief executive of the FCA is not to take part in any firm-
specific decisions made by the PRA (paragraph 5).
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Paragraph 4 provides for the acts of the PRA still to be valid irrespective of avacancy
in the office of the ex-officio members of its governing body (those listed at (a) to
(d) above) or any defect in an appointment of an ex-officio member or an appointed
member. This is to prevent the PRA’s rules, and any action it takes in pursuit of its
functions, being rendered invalid purely as aresult of such avacancy or defect.

Paragraph 16 allowsthe PRA’ sfunctions, with the exception of itslegislative functions
and its functions in relation to the strategy under section 2E, to be delegated. The
legislative functions set out in paragraph 16(3) include: rule-making; issuing codesand
statements of principle under section 64 of FSMA; issuing statements of policy under
section 69 of FSMA relating to the imposition of penalties, suspensions and restrictions
on approved persons; issuing statements of policy under section 210 of FSMA relating
to theimposition of penalties, suspensionsand restrictionson authorised persons; giving
directions under section 316 of FSMA that the general prohibition or certain FSMA
provisions are to apply to members of Lloyds; giving directions under section 318 of
FSMA to the Council of Lloyds; and issuing guidance under section 21 of FSMA.

Paragraph 17 requires the PRA to maintain satisfactory arrangements for recording
decisions made in exercise of its functions and the safe-keeping of those records.

Paragraph 18 requiresthe PRA for each of itsfinancial yearsto adopt an annual budget.
The budget must be approved by the Bank. The PRA may, with the approval of the
Bank, vary its budget. The budget, and any variations to it, must be published.

Paragraph 19 requires the PRA to report at least once a year to the Treasury on the
discharge of itsfunctions; on the extent to which its statutory objectives have been met;
itsconsideration of itsregulatory principlesand the need to minimise any adverse effect
on competition in the relevant markets that may result from the manner in which the
PRA discharges its functions; and on such other matters as directed by the Treasury.
The report must be accompanied by a statement setting out the remuneration of the
members of the governing body, and any other information or reports the Treasury
may direct. It must also include an account of the how the PRA has complied with the
general duty to coordinate (section 3D), the use of the PRA powers of direction over the
FCA (sections 3l and 3J), and how it has cooperated with regulatory bodies outside the
UK. The Treasury isto lay the report before Parliament. Paragraphs 20 and 21 require
the PRA to consult publicly on its annual report; the PRA must publish areport on its
consultation, including an account of representations received.

Paragraph 22 provides that the Treasury may require the PRA to comply with any
provisions of the Companies Act 2006 dealing with accounts and audit which would
otherwisenot apply toit. A Treasury direction may modify provisionsof the Companies
Act 2006 dealing with accounts and audit in their application to the PRA.

Paragraph 23 providesfor the PRA’sannual accountsto be audited by the Comptroller
and Auditor Generd; the National Audit Office carries out audit functions of the
Comptroller and Auditor General. The Treasury must lay before Parliament the certified
accounts of the PRA and the report of the Comptroller and Auditor General on them.

Paragraph 24 specifies that, in relation to any of its functions, the PRA is not to be
regarded as acting on behalf of the Crown and its members, officers and staff are not
be regarded as Crown servants.

The PRA isacompany limited by shares; asitisnot ableto benefit from the exemptions
available in section 60 of the Companies Act 2006 from the requirement to include
“limited” in its name, paragraph 25 exemptsthe PRA from having to do so. Paragraph
26 provides for the Secretary of State to remove that exemption after consulting the
Treasury, if it isinappropriate for it to continue. Similar provision was made in respect
of the FSA by paragraphs 14 and 15 of paragraph 1 of Schedule 1 to FSMA.

Paragraph 27 providesthat in determiningitspolicy with regard to thelevel of penalties
to impose under powers in the Act, the PRA may take no account of its expenses or
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anticipated expenses; there is to be no link or incentive to fund the PRA by levying
penalties on the persons it regulates.

Paragraph 28 provides that the PRA, in respect of each of its financial years, pay
to the Treasury its penalty receipts after deducting and retaining its enforcement
costs. Sub-paragraph (2) defines “penalty receipts’ for this purpose as any amounts
received by the PRA by way of penalties imposed under FSMA. Sub-paragraph (3)
defines “enforcement costs” for these purposes as the expensesincurred by the PRA in
connection with the exercise of consideration of the exercise of its enforcement powers
(as defined by sub-paragraph (4)) in particular cases or the recovery of penalties.
The effect of this provision is that the PRA may retain from penalty receipts funds
to cover its enforcement case costs. The genera costs of the FCA’s enforcement
capability which are not attributable to case work (e.g. the cost of senior management
or enforcement policy work) would not be treated as an “enforcement cost”. Sub-
paragraph (6) provides that the Treasury may give adirection to the PRA asto how it
isto comply with its duty under sub-paragraph (1). Sub-paragraph (9) providesthat the
Treasury must pay into the Consolidated Fund any sums received under this paragraph.

Paragraph 29 requires the PRA to operate a scheme to ensure that penalty receipts
which the PRA is, under paragraph 28, entitled to retain are applied for the benefit of
PRA -authorised persons. The scheme must ensure that those who have become liable
to pay a pendty to the PRA in any financial year do not receive a benefit under the
scheme in the following year.

Paragraph 30 requires the PRA to consult on these arrangements.

Paragraph 31 provides for a rule-making power for the PRA to raise fees for what
it does in the discharge of its qualifying functions. Qualifying functions means its
functions under FSMA, the Act, the Banking Act 2009, the Insolvency Act 1986 and
certain EU provisions which have been specified for the purpose by the Treasury. It
may use the fees to meet its expenses, to repay borrowing incurred in connection with
the commencement of the Act, and to maintain adequate reserves. Sub-paragraph (6)
providesthat the PRA may not take into account any penaltieswhich it has received, or
expectsto receive, in setting the fees under FSMA. Thiswill ensure that penalty setting
policy is kept distinct from PRA budget setting.

Paragraph 32 providesthat fees may not be charged when a person gives notice of their
intention to exercise EEA passporting rights under Schedule 3 to FSMA, or to persons
approved under Part 5 of FSMA.

Paragraph 33 providesimmunity for the PRA and its members, officers and staff from
liability in damages except where they act in bad faith or where damages are sought
under the Human Rights Act 1998. This immunity applies where the PRA or its staff
are exercising investigative powers by virtue of an appointment by the FCA or the Bank
under sections 97, 166 to 169 or 284 of FSMA.

Paragraph 34 treats the actions of an accredited financial investigator who is an
employee of the PRA or undertaking an investigation for the PRA as being done in the
exercise or discharge of a function of the PRA. Financia investigators are accredited
by the National Policing Improvement Agency.

Further provisionsrelating to the FCA and the PRA

164.
165.

New sections 3A to 3S contain further provisions relating to the FCA and the PRA.

New section 3B lists the regulatory principles to which the regulators must have
regard when discharging their general functions, for example the principle of the
desirability of sustainable growth in the economy of the United Kingdom in the
medium or long term (subsection (1)(c)). These principles do not place burdens or
requirements on consumers or firms. They are matters which the regulators must
take into account when exercising their general functions. For example, the principle
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that consumers should take responsibility for their decisions, and the principle that
firms' senior management have responsibilities in relation to compliance with the
regulatory requirements (including those relating to consumers), makes clear that the
FCA and PRA should not aim for azero-failure regime, which would effectively obviate
consumers of their responsibility tolook after their owninterestsand of firmsto manage
their own business.

The Treasury may amend the definition of “consumer” in this context, by order; the
order must be approved in draft by each House of Parliament (see the amendments to
section 429 of FSMA made by section 49 of the Act).

New section 3C requirestheregulatorsto haveregard to generally accepted principles of
good corporate governance where relevant; for examplethe UK Corporate Governance
Code issued by the Financial Reporting Council and, where appropriate, the corporate
governance code for central government departments.

New section 3D requires the regulators to coordinate the exercise of the functions
conferred on them by or under FSMA for three purposes. to ensure that they consult
each other before exercising a function under FSMA in a way which may have a
material adverse impact on advancement by the other regulator of its objectives; to
ensure that they obtain advice and information from each other in connection with the
exercise of their functions under FSMA in relation to matters of common regulatory
interest (see subsection (3)), where the other regulator has relevant information or
expertise; and to ensure that, in relation to matters of common regulatory interest,
they have regard to the need to use resources efficiently and economically and to the
proportionality principle set out in section 3B(1)(b). The duty to coordinate may, for
example, require the regulators to coordinate requests for information from authorised
persons. The duty to coordinate does not, however, override the requirement that each
regulator discharge its general functionsin away which advancesits objectives, and it
does not apply where the burden on the regulators of coordinating the exercise of their
functions would outweigh the benefits (subsection (2)).

Under new section 3E, the regulators must prepare a memorandum setting out their
roles in relation to matters of common regulatory interest and how they will comply
with the duty to coordinate the exercise of their functions. The memorandum may
contain specific provision about the matters set out in subsection (2). Subsection (3)
sets out additional matters on which the memorandum must contain provision. The
memorandum is to be reviewed annually; the regulators must publish the current
memorandum and send a copy to the Treasury, which must lay it before Parliament.
Subsection (8) indicates that the memorandum need not relate to matters publication of
which would be against the public interest or which are technical or operational matters
which do not affect the public.

New section 3F provides that the FCA and PRA must prepare and maintain a
memorandum which sets out the role of each regulator in relation to the regulation
of with-profits insurers (as defined by subsection (5)) and how the regulators intend
to comply with their duty to coordinate such functions. The memorandum may be
combined with the memorandum required under section 3E. The section only applies
if the activity of effecting or carrying out of contracts of insurance is a PRA-regulated
activity. Subsection (6) enablesthe Treasury, by order, to amend the definition of “with-
profits policy” that applies for the purposes of this section.

New section 3G enables the Treasury by order to specify matters which are primarily
or solely the responsibility of one or other regulator. New section 3H provides that
such an order must be laid before Parliament in draft and approved by each House of
Parliament before being made; where the order contains a statement by the Treasury as
to its urgency, the order may be laid before Parliament after being made but ceases to
have effect unless approved by each House of Parliament within 28 sitting days (see
subsections (4) and (5)).
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New section 3I makes provision for the PRA, where the FCA proposes to exercise a
regulatory power in relation to PRA-authorised persons or a particular PRA-authorised
person, or to exercise an insolvency power in relation to a PRA-authorised person or
certain other persons, to direct the FCA not to exercise the power or not to exercise
it in a particular manner. The PRA may only give a direction if exercise by the FCA
of the power might threaten the stability of the UK financial system or result in the
failure of a PRA-authorised person in a manner that would adversely affect the UK
financial system and the PRA considers that giving a direction is necessary in order
to avoid that consequence. For example, the FCA could propose to cancel a firm's
deposit taking permission under Part 4A of FSMA. If the PRA determined that this
could lead to the sudden and disorderly failure of the firm, the PRA could, if it deemed
it necessary, give adirection under new section 3l to prevent the FCA from cancelling
the firm’s permission. The FCA is not required to comply with adirection to the extent
that compliance would be incompatible with an EU or international law obligation of
the United Kingdom (new section 31(8)). Certain functions of the FCA are excluded
from this power (those relating to the giving of consent to the giving of permission
under new section 55F or variation of permission under new section 55I).

New section 3J makes provision for the PRA, where the FCA proposes to exercise
a regulatory power (as defined in subsection (3)) in relation to the provision of
discretionary benefits by with-profits insurers, to direct the FCA not to exercise the
power or not to exercise it in a particular manner, where the PRA considers that
giving the direction is desirable in order to advance the PRA’s general objective or
insurance objective. The FCA is not required to comply with a direction to the extent
that compliance would be incompatible with an EU or international law obligation of
the United Kingdom (new section 3J(8)). Certain functions of the FCA are excluded
from thispower (thoserelating to the giving of consent to the giving of permission under
new section 55F or variation of permission under new section 551 and its functions in
relation to insolvency under Part 24 of FSMA).

New sections 3K and 3L make further provision in relation to directions under sections
3l or 3J. The PRA must consult the FCA before giving such adirection; and thedirection
must be published and, in the case of adirection under section 3I, laid before Parliament
unless the PRA after consulting the Treasury decides it would be against the public
interest to do so; the PRA must keep any such determination under review and publish
the direction if and when it is no longer against the public interest to do so (hew
section 3L(8)).

New sections 3M to 3P provide that one regulator may give the other a direction in
relation to the consolidated supervision of some or all of the members of agroup for the
purposes of relevant EU directives. The direction may require the regulator to exercise,
or not to exercise, its functions in a particular way. The direction may not require the
regulator to do something that it does not have the power to do. The regulator need
not comply with adirection it has received if compliance with the direction would not
be compatible with the EU abligations or other international obligations of the United
Kingdom. Certain functions of the regulators (including rule making) are excluded.

Theregulators are obliged to cooperate with the Bank in pursuit of itsfinancial stability
objective and the Bank’ s compliance with its duties under sections 54 and 55 of the Act
(duty to notify the Treasury of possible need for public funds). The duty to cooperate
includes the sharing of information (new section 3Q). This might include, for example,
the PRA collecting information from PRA -authorised persons and passing it to the FPC
for the purposes of its financial stability functions or the FCA informing the Bank that
there may be a need to provide public funds in connection with an authorised person
regulated only by the FCA.

New section 3R enables the regulators to make arrangements to provide services to
each other, to the Bank (or services from the Bank to the regulators), to the consumer
financial education body, the scheme manager of the financial services compensation
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scheme or the scheme operator of the financial ombudsman service on such terms as
may be agreed. This would allow, for example, the Bank to provide human resources
(staff) to the PRA and allow the FCA to collect fees payable to the PRA on the PRA’s
behalf. Subsection (5) enables the FCA to enter into arrangements with local weights
and measures authorities in England, Wales and Scotland or, in Northern Ireland, the
Department of Enterprise, Trade and Investment for the provision of servicesinrelation
certain types of regulated activity (for example, consumer credit). This would allow
the FCA to enter into a contract with a local weights and measures authority or that
Department so that the authority visits firms and carries out compliance checks on
behalf of the FCA. Theregulatorswill also be able, pursuant to powers under their own
constitution, to make arrangements with private sector entities for the private sector
entity to provide services to the regulator, for example legal advice or the analysis of
data.

New section 3Sprovides for the consumer financial education body to continue to have
the consumer financial education function. The consumer financial education function
isto enhance (a) the understanding and knowledge of members of the public of financial
matters (including the UK financial system), and (b) the ability of membersof the public
to managetheir own financial affairs. Subsection (4) isanon exhaustivelist of activities
that fall within the consumer financial education function. These largely restate the
activities currently set out in section 6A of FSMA. Paragraph (b) of subsection (4)
differs from the wording in section 6A of FSMA to make it clear that the consumer
financial education body is to promote awareness in relation to the whole life of a
product not just itsinitial supply; and paragraphs (f) and (g) are new. These paragraphs
makeit clear that the consumer financial education function includes assisting members
of the public with the management of debt and working with other organisations which
provide debt services.

Regulated activities

Section 7: Extension of scope of regulation

179.

180.

181.

182.

Section 7 amends section 22 of and Schedule 2 to FSMA to expand the scope of the
power conferred by section 22 on the Treasury to specify by order what activities are
“regulated” activities (and so subject to the general prohibition in section 19 of FSMA).

Subsection (1) inserts a new subsection (1A) to section 22 which enables the Treasury
to specify asaregulated activity an activity which is carried on by way of business and
which relates either to information about a person’ s financia standing or the setting of
a specified benchmark. “Benchmark” for these purposes is defined in subsection (6).

Subsections (3) and (4) amend Schedule 2 to FSMA,, which sets out in general termsthe
matters with respect to which provision may be made under section 22(1) (specification
of activities and investments which are regulated activities). Subsection (3) substitutes
paragraph 23, which currently relates to the provision of credit where the obligation of
the borrower is secured on land, with anew provision which relates to the provision of
credit (whether or not secured on land). Subsection (4) amends Schedule 2 to FSMA
to include a reference to rights under contracts for the hire of goods. The effect of
subsections (3) and (4) isto enable an order under section 22 to specify that activitiesin
relation to the provision of credit and contractsfor the hire of goods (which are currently
subject to regulation by the Office of Fair Trading under the Consumer Credit Act 1974)
areregulated activities for the purposes of FSMA.

New Parts 2A and 2B of Schedule 2 to FSMA, inserted by subsection (5) outlines,
in general terms, the matters with respect to which provision may be made under
section 22(1A). These amendments would enable being a credit reference agency or
the provision of credit information services (which are currently subject to regulation
by the Office of Fair Trading under the Consumer Credit Act 1974) to be specified
as aregulated activity for the purposes of FSMA. The amendments would also enable
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activities relating to setting and administering benchmarks such as LIBOR to be
specified as regulated activities for the purposes of FSMA.

Section 8: Orders under section 22 of FSMA 2000

183.

184.

Section 22 of FSMA providesthat an activity isaregulated activity for the purposes of
FSMA if it is an activity of akind specified by order made by the Treasury which is
carried on by way of business and relates to an investment of akind specified by order
made by the Treasury, or, in the case of an activity of akind which isalso specified by
order made by the Treasury, iscarried on in relation to property of any kind. Schedule 2
to FSMA makes further provision in relation to regulated activities.

Section 8 replaces paragraph 26 of Schedule 2 to FSMA, which provides for the
Parliamentary control of orders under section 22. The new paragraph 26 provides that
such an order which contains a statement by the Treasury that in their opinion the
effect of the proposed order would be to expand the scope of regulation must be laid
before Parliament in draft and approved by each House of Parliament before being made
unless the order contains a statement by the Treasury as to its urgency whereupon the
order may be laid before Parliament after being made but ceases to have effect unless
approved by each House of Parliament within 28 sitting days (see sub-paragraphs (2)
to (5)). (Paragraph 26 currently provides for the 28 day procedure to apply to al such
orders, even where there is no urgency.)

Section 9: Designation of activities requiring prudential regulation by PRA

185.

186.

187.

188.

Section 9 inserts new sections 22A and 22B. New section 22A provides for the Treasury
to specify, by order, the activities that are “PRA-regulated activities’ for the purposes
of FSMA. The order will determine the scope of regulation by the PRA and the persons
whom the PRA will regulate.

Subsection (2) sets out further provision as to what an order under section 22A may
include. In particular, such an order may confer powers on the Treasury, FCA or PRA.

The procedure for orders under new section 22A reflects that for orders made under
section 22 (regulated activities) as amended by section 8. New section 22B provides
that the first order under new section 22A must be laid before Parliament in draft and
approved by each House of Parliament before being made unless the order contains a
statement by the Treasury as to its urgency whereupon the order may be laid before
Parliament after being made but ceases to have effect unless approved by each House
of Parliament within 28 sitting days. The same procedure isto apply to any subsequent
order which, in the Treasury’ sopinion, makesaregulated activity into a PRA-regulated
activity or removes a regulated activity from the list of PRA-regulated activities or
which amends primary legislation. Other orders made under section 22A are subject to
the negative procedure.

A definition of “PRA-regulated activity” is inserted into section 417 FSMA
(definitions) by section 48 (see below).

Appointed representatives

Section 10: Permission to carry on regulated activities

189.

Section 10amends section 39 of FSMA (appointed representatives) to provide that a
person who has permission under FSMA only in relation to a qualifying activity may
also carry on other regulated activities as an appointed representative. “Qualifying
activity” means a regulated activity of a kind prescribed by the Treasury and which
relates to a loan or other form of credit (other than a loan secured on land) or to a
contract for the hire of goods.
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Permission to carry on regulated activities

Section 11: Permission to carry on regulated activities

190.

191

192.

193.

194.

195.

196.

197.

Section 11 replaces Part 4 of FSMA with anew Part 4A dealing with the application,
granting, limitation, variation and cancellation of permission to carry on regulated
activities (as defined in section 22 of FSMA). Part 4A replicates Part 4 with
modifications reflecting the replacement of the FSA by the new regulators.

New section 55A providesthat permission to carry on aregulated activity can be granted
to individuals, bodies corporate, partnerships and unincorporated associations.

Permission may cover a number of regulated activities. Subsection (3) prevents an
authorised person who already has permission under Part 4A from making a further
application: once permission is granted, it can be varied to include further (or exclude
certain) regulated activities (see sections 55H to 55J). Similarly, under subsection (4)
EEA firms who could exercise rights derived from the single market directives listed
in paragraph 1 of Schedule 3 to carry on regulated activities in the UK are precluded
from applying for permission.

Applications for permission are to be made to the “appropriate regulator”; this means
the FCA, unless the regulated activities to which the application relates are or include
PRA-regulated activities. Thus where any of the activities for which permission is
sought is a PRA-regulated activity, permission should be sought from the PRA.
The PRA is also the appropriate regulator where the applicant is a PRA-authorised
person otherwise than by virtue of permission under Part 4A (for example, an EEA
firm carrying on a PRA-regulated activity and qualifying for authorisation under
Schedule 3).

New section 55B specifies that the “threshold conditions’ are those set out in
Schedule 6 asread with any threshold condition code made by the regulators under new
section 1370. The threshold conditions are the minimum conditions which aregulator
must ensure that the person concerned (for example, the person making the application
for authorisation) will satisfy when the regulator makes a decision relevant to that
person under Part 4A. Where the person concerned is, or is seeking to become, a PRA-
authorised person, each regulator will be responsible for separate threshold conditions,
as provided for in Schedule 6. But the requirement to ensure that the person concerned
will satisfy the threshold conditions is not to prevent the FCA from taking steps to
advance any of its operational objectives (see new section 1B(3)) or the PRA from
advancing any of its objectives (see new sections 2B to 2D). For example, the PRA
might delay for ashort period the cancellation of the permission of adeposit taker which
does not satisfy itsthreshold conditions to allow preparations to be made to ensure that
the failure of the deposit taker is orderly.

New section 55C enables the Treasury by order to amend Schedule 6. Such an order
may in particular make provision in relation to the discharge of functions of each
regulator, provide for different conditions for different regulated activities and provide
for different provision in relation to persons who are or are seeking to, carry on PRA-
regulated activities.

Paragraph 5 of Schedule 20 requires the Treasury to make an order under new
section 55C prior to the commencement of section 11 which makes provision as to
which of the conditions set out in Schedule 6 are to relate to the discharge by each
regulator of its functions. In other words, the Treasury must, prior to commencement
of section 11, make an order which provides for separate threshold conditions for the
PRA and the FCA.

New section 55D makes provision for where aregulator is considering whether aperson
from outside the EEA is satisfying or will satisfy, and continue to satisfy, any one or
more of the threshold conditions for which that regulator is responsible, for example
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where a firm authorised in Singapore applies for permission to undertake regulated
activity in the UK. In that situation, new section 55D provides that the regulator can
have regard to a view of (for example) the Singaporean regulator which is relevant to
compliance with the threshold condition, such as a view on the adequacy of afirm’'s
resources. But, if the FCA or the PRA takestheview of anon-UK regulator into account,
it must, in considering how much weight to give that opinion, have regard to the nature
and scope of the supervision exercised in relation to the non-EEA firm by the overseas
regulator.

New sections 55E and 55F provides that the regulators may grant permission for all
the activities applied for, or just some of them, may impose limitations (for example,
limitations on the class of consumer to whom the authorised person may provide
servicesor limiting the type of insurance contracts that an authorised person could write
to a particular class) and may permit activities which are wider or narrower than the
activities as described in the application.

Although the FCA may give permission for aregulated activity which was not included
intheapplication, it may not give permission for such an activity if itisaPRA-regulated
activity. And the FCA must always consult the PRA if the application isfrom amember
of agroup which includes a PRA-authorised person.

The PRA requires the FCA’s consent to give permission in all cases. Thisis because
all PRA-authorised persons will also be regulated by the FCA. The FCA may makeits
consent conditional; for example, if the FCA has concerns about the applicant, it may
give consent conditional on the PRA imposing a limitation on the permission given
to the applicant that addresses those concerns. The PRA may not give permission that
results in the person being an authorised person who is not a PRA-authorised person.

New section 55G makes provision for special cases. Subsection (2) deals with the
situation where a person who is exempt from the general prohibition in section 19 (that
is, the prohibition on carrying on a regulated activity in the United Kingdom unless
the person in question is authorised or exempt) by virtue of an order under section 38
of FSMA or by virtue of being an appointed representative (see section 39 of FSMA)
makes an application for permission to carry on another regulated activity. Thisreflects
the existing principle that a person cannot be both exempt and regulated at the same
time. In those cases, the regulator isto treat the application as an application to carry on
all the regulated activitiesin question, that is both the activities from which the person
is exempt and the activities for which permission is applied for. This means that the
regulator must assess the ability of the firm to meet the threshold conditions for both
the exempt activity and the new (regulated) activity, rather than just the new activity.
This might happen if an appointed representative who gives mortgage advice wishes
to provide advice on other matters (for example entering into contracts of insurance).
If the appointed representative’s principal firm does not have permission to carry on
the activity of providing advice on entering into contracts of insurance, or does not
want to alow the appointed representative to do so, the appointed representative would
have to apply for permission from the FCA. If the application were granted, the person
would cease to be an appointed representative. In such cases, the person is treated
as applying for permission to carry out both the activity which he carries out as an
appointed representative (mortgage advice) and the additional activity he wishes to
carry out (advice on entering into contracts of insurance), and will be assessed for its
ability to do both activities as part of the authorisation process.

Subsection (3) provides that recognised investment exchanges and recognised clearing
houses which make an application for permission to carry on a regulated activity are
assessed only in respect of the application and not asto their activities as an investment
exchange or clearing house (in relation to which they are exempt from the general
prohibition). Subsection (4) makes similar provision in respect of members of Lloyd's.
Subsection (6) deals with cases where an application was made to the wrong regul ator,
or made to the right regulator but refused, and a similar application is subsequently
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submitted: it requires the regulator dealing with the new application to have regard to
the desirability of minimising the additional work and processing timefor the applicant.

New sections 55H and 55| make provision for authorised person to apply for avariation
or cancellation of their permission, in terms parallel to the provisions dealing with
applications for permission. Thus under new section 55H an authorised person who
is not a PRA-authorised person may apply to the FCA to vary his permission either
by adding aregulated activity (other than a PRA-regulated activity) to the permission,
removing a regulated activity from permission or varying the description of regulated
activity for which permission has been given. An application may also be made to
cancel the permission. The FCA may refuse an application if it considers it desirable
to do so to advance one of its operational objectives. The FCA must consult with the
PRA on an application if the applicant is a member of a group which includes a PRA-
authorised person.

New section 551 makes similar provision for the PRA to vary or cancel the permission
on the application of a PRA-authorised person. The PRA may only vary permission in
such cases with the consent of the FCA and must consult the FCA before cancelling
permission. An authorised person who is not a PRA-authorised person may apply to the
PRA for avariation of hispermission to add a PRA-regulated activity to hispermission.
The PRA must obtain the consent of the FCA before granting such an application.

New sections 55J and 55K permit the regulatorsto vary or cancel permission without an
application from the authorised person. This* own-initiative variation power” may only
be exercised by the regulator: if the authorised personis not satisfying or islikely not to
satisfy the threshold conditions for which that regul ator isresponsible; if the authorised
person hasnot carried onfor at least 12 monthsaregulated activity within its permission
(so the regulators can remove permission for a regulated activity which the authorised
person is no longer undertaking); or if desirable to advance the regulator’ s objectives.
For example, the FCA might vary afirm’s permission on its own initiative to prevent
a firm taking new deposits relating to a particular product, where in the FCA’s view
the firm in question does not have adequate processes in place to protect consumers
purchasing these products.

New sections 55L to 55P permit the regulators to impose or vary reguirements on an
authorised person, including requirements relating to the holding or disposal of assets.
The PRA must always consult the FCA before imposing arequirement. The FCA must
consult the PRA before imposing or varying a requirement on a person who is (or will
become) a PRA-authorised person or is the member of agroup which includes a PRA-
authorised person. Unlike the power to vary permission on theregulator’ sown initiative
(dealt with under section 55J), this* own-initiative requirement power” may be used to
impose requirements which do not relate to the regulated activity which an authorised
person has permission to carry on. For example, the PRA might requireafirm to dispose
of a particular loan portfolio, where retention of that portfolio might undermine the
firm’ s safety and soundness. The power replicates the power in section 43 of FSMA to
impose requirements as part of permission, with the exception of the new provisions
in new section 55N. Subsection (4) expressly reflects the effect of the current law (that
is that a requirement may, but need not, be expressed to expire at the end of a period
specified by the regulator imposing it). Subsection (5) enables a requirement to refer
to the past conduct of the person concerned. This could be used by either regulator to
require an authorised person to carry out areview of its past conduct (for example, to
identify customers who have been treated unfairly).

New section 55Q providesthat the own-initiative variation and requirement powers may
also be exercised at the request of an overseas regulator.

New section 55R provides that the regulators may have regard to rel evant relationships
of an authorised person or an applicant for permission when exercising their powers
under Part 4A, for example other members of the authorised person’s group. In
circumstances prescribed in regul ations by the Treasury, the regulator must also consult
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the home state regulator of any EEA firm in the applicant’s or the authorised person’s
group (except where the EEA firm is an insurance intermediary or a reinsurance
intermediary).

Where an EEA firm or Treaty firm has permission under Part 4A in addition to
qualifying for permission under Schedule 3 or 4, new section 55S provides that, in
considering the exercise of own initiative powers in relation to the permission granted
under Part 4A, the regulators must take account of the relevant EU law and of the
home state authorisation of the person concerned. Such consideration may inform the
regulator’ s view on whether the firm or schemeisfit and proper to continue to hold the
additional permissionsin question, or itsview onwhether the cancellation or variation it
proposesisappropriatein light of thewider assessment of the firm which the home State
regulator is responsible for making. The FCA must also take these matters into account
in exercising its own initiative power in relation to an additional Part 4A permission of
a collective investment scheme operator, trustee or depositary.

New section 55T provides that in exercising their functions in relation to a particular
person to protect theinterests of another person, there need not be arel ationship between
the particular person and the person whose interests are being protected. For example,
where authorised person Y isrefusing to provide services to authorised person Z which
are necessary for the continued provision of financial services to Z’'s customers, the
FCA could impose arequirement on Y to protect the interests of the customers of Z.

New sections 55U to 55W make provision relating to the making and content of
applications for permission, the timescale for determining applications (which is six
months from the date of receipt of the application where the application is a complete
application), and for the PRA to notify the FCA of the receipt or withdrawal of
an application for permission or an application for the variation or cancellation of
a permission or a requirement. New section 55V(4) confirms that an applicant may
withdraw an application at any time, and new section 55V(5) requires the regulator to
issue a written notice when it grants an application for permission, an application for
avariation or cancellation of permission or an application for the imposition, variation
or cancellation of aregquirement.

New section 55X requires the regulators to give a warning notice where they propose
to refuse an application, or where they propose to grant the application but with
requirements, with limitations, or with adescription of regulated activity different from
that specified in the application. No warning notice need be given if the applicant is an
EEA firm which could exercise an EEA right to carry on the activity (see Schedule 3
to FSMA). The issue of awarning notice provides an opportunity for the applicant to
make representations to the regulator if the applicant wishes to do so. Subsection (4)
requires the regulator to issue a decision notice where it grants or varies permission in
response to an application but with requirements, with limitations, or with adescription
of regulated activity different from that specified in the application; the regulator must
also issue a decision notice where it refuses the application. In addition, the FCA must
issue a warning notice if it proposes to impose a requirement on an applicant whose
application was made to the PRA, and must issue a decision notice when it imposes
the requirement.

New section 55Y sets out the procedural requirements relating to the exercise of the
regulators own-initiative powers. The variation of permission, or the variation or
imposition of a requirement, may take effect immediately or on a specified date if the
regulator considersit necessary for it to do so having regard to the ground on which the
regulator is exercising the power. If the regulator does not specify a date, the variation
will take effect only after the time for referring the matter to the Tribunal has expired
and any reference and further appeal has been finally determined (see the definition of
“open to review” in section 391(8) of FSMA). The regulator must give the authorised
person a written notice which gives the details of the variation, the date on which it
takes effect, the reasons for the variation and for the choice of date. The notice must
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also inform the person of his right to make representations to the regulator within a
specified period, and to refer the matter to the Tribunal. Subsections (7) to (11) require
the regulator to give further written notice of its response to any representations which
are made. This can be a decision not to proceed with the variation (or to cancel it if it
has aready taken effect), to propose a different variation (in which case the original
notice procedure must be repeated), or to proceed with the variation (in which case the
person concerned has a further right to refer the matter to the Tribunal).

New section 55Z requires the regulator to issue warning and decision notices regarding,
respectively, the proposal to cancel permission and the cancellation of a permission.

New sections 55Z1 and 5572 require a regulator to notify the relevant European
Supervisory Authority when giving or cancelling arelevant permission.

New section 5523 confers aright to refer to the Tribunal matters under Part 4A, such
as a decision to refuse an application for permission, to impose conditions or to vary
apermission other than in the way requested. On such areference, the applicant is not
limited to challenging the regulator which has taken the decision which the applicant
is concerned about. Thus on a reference in relation to a refusal by the PRA to give
permission, the applicant may challenge the decision of the FCA to refuse to give
consent to the grant of permission.

Passporting
Section 12 and Schedule 4: Passporting: exercise of EEA rightsand Treaty rights

217.

218.

2109.

220.

221.

Section 12 introduces Schedule 4 which amends sections 34 and Schedule 3 (EEA
passport rights), section 35 and Schedule 4 (Treaty rights) and Part 13 of FSMA
(incoming firms: powers of intervention). Section 34 and Schedule 3 provide that EEA
firmswhich are authorised by their home state regulator in accordance with the relevant
single market directive (see paragraph 1 of Schedule 3) may establish a branch or
provide services in the UK without requiring permission under Part 4A; thisis known
as " passporting”. Section 35 and Schedule 4 make similar provision in relation to EEA
persons where there is no such right under a single market directive but the law of
their home state affords equivalent protection or there is European Community law
providing for coordination or harmonisation of Member States' lawsand administrative
procedures in relation to the activity in question.

Paragraphs 2 to 8 of Schedule 4 make amendments to Schedule 3 to FSMA which
relate to the exercise of passport rights by EEA firms under the single market directives
(defined in paragraph 1 of Schedule 3 to FSMA).

Notices in relation to the exercise of passport rights to establish a branch or provide
services in the UK must be given to the “appropriate UK regulator”. The United
Kingdomwill specify which of the PRA and FCA isthe appropriate regulator inrelation
to each of the single market directives listed in paragraph 1, by the provision of notice
to the European Commission. The PRA must pass all noticesiit receivesin relation to
the exercise of passporting rightsto the FCA; the FCA must pass copies of such notices
it receivesto the PRA in prescribed circumstances. The circumstances to be prescribed
will, for example, relate to the activities described in the order under section 22A. The
FCA will supervise all incoming EEA firms; the PRA will have to supervise incoming
EEA firms which are PRA-authorised persons or intend to undertake PRA-regulated
activities.

Paragraphs 9 to 21 make amendments to Schedule 3 to FSMA which relate to the
exercise of passport rights under the single market directives by UK firms.

Noticesin relation to the exercise of passport rights must be given to the “appropriate
UK regulator”. Where the authorised person is a PRA-authorised person, the
appropriate regulator isthe PRA. In other cases, the appropriate regulator is the FCA.
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The amendments made by paragraph 10(3) to paragraph 19 of Schedule 3 and the
amendments made by paragraph 11(3) to paragraph 20 of Schedule 3 deal with
coordination between the regulators. Where the PRA is the appropriate regulator, it
must consult the FCA before deciding whether to give a consent notice in connection
with the exercise of passporting rights (except in relation to the establishment of a
branch under the insurance mediation directive). Where the FCA is the appropriate
regulator and the immediate group of the authorised person includes a PRA-authorised
person, the FCA must consult the PRA. New paragraph 24A of Schedule 3, inserted by
paragraph 17 makes further provision for coordination. It enables the PRA and FCA
to make arrangements about how they will consult with each other when required. The
arrangements may provide for one regulator to be required to obtain the consent of the
other before giving a consent notice or exercising functions in relation to the ongoing
supervision of such UK firms.

Paragraphs 22 to 26 make amendments to Schedule 4 to FSMA which relate to the
exercise of Treaty rights. Notifications by incoming Treaty firms are to be made to
the FCA or PRA. The PRA must give a copy of any notifications it receives to the
FCA. The FCA must give a copy of notifications it receives to the PRA where the
notification relates to a permitted activity which is a PRA-regulated activity, a PRA-
authorised person, a person whose immediate group includes a PRA-regulated activity
or in circumstances specified by the Treasury. The powers and duties in relation to
Treaty firms are conferred on the PRA where the firm is a PRA-authorised person or
carrying on a PRA-authorised person, and on the FCA in other cases.

Paragraphs 27 to 43amend sections 34 and 35 and Part 13 of FSMA (powers of
intervention). Where the incoming firm is a PRA-authorised person, both the PRA
and FCA may exercise the powers of intervention. In other cases, only the FCA may
exercise the powers of intervention. By virtue of section 196 of FSMA as substituted
by paragraph 36, the FCA must consult the PRA before exercising its powers of
intervention under Part 13 in relation to a PRA-authorised person or a member of a
group which includes a PRA-authorised person. The PRA must consult the FCA before
exercising its powers of intervention under Part 13 in all cases.

Performance of regulated activities

Section 13: Prohibition orders

225.

Section 13 makes amendments to sections 56 and 57 of FSMA consequential on the
replacement of the FSA by the new regulators. It also imposes requirements for the
FCA to consult the PRA (where a PRA-authorised person, or aperson who isan exempt
personinrelationto aPRA-regulated activity, is concerned), and for the PRA to consult
the FCA, before issuing a warning notice to an individual that it proposes to make a
prohibition order, and before revoking or varying such an order.

Section 14: Approval for particular arrangements

226.

227.

Section 14 makes amendments to sections 59, 63 and 64 of FSMA consequential on the
replacement of the FSA by the new regulators; it also inserts new sections 59A and 59B.

Section 59 provides that authorised persons must take reasonable care not to allow
persons to perform certain functions without the approva of the regulator; a person
in respect of whom approval is given is an “approved person”’. The effect of the
amendments made by section 14 isthat each regulator will specify in rulesthefunctions
in respect of which approval must be sought from that regulator. Both regulators
may specify “significant-influence functions’ (defined in new subsection (7B) of
section 59) but only the FCA may specify “customer-dealing functions’ (defined in
new subsection (7A) of section 59). The PRA may only give approval in relation to a
significant-influence function specified by the PRA with the consent of the FCA (but
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see new section 59B, below). Also, the PRA may only specify functions performed in
relation to the carrying on of regulated activities by a PRA-authorised person.

228. New section 59A requires the regulators to consult each other before specifying
significant-influence functions and for the FCA to keep its power to specify such
functions under review and to exercise that power in a way designed to minimise the
need for aperson to be approved by both regulators. Thusthe FCA should generally not
specify as a significant-influence function a function which has already been specified
by the PRA. Where the PRA specifies a function which the FCA has specified as a
significant-influence function, the FCA should generally revoke its specification of that
function.

229.  New section 59B providesthat the regulators may enter into arrangements under which
the PRA does not need to obtain the consent of the FCA before giving approval to a
person to carry on asignificant-influence function under section 59. Such arrangements
must be in writing, and the regulators must publish them. Thiswill allow the regulators
to dispense with the requirement to obtain FCA consent where the FCA hasinsufficient
interest in the performance of the function to justify the PRA obtaining the FCA’s
consent.

230. Under section 63 (as amended by subsection (3)), either regulator may withdraw
approval from a person who is carrying on a significant-influence function in
connection with aPRA-authorised person, regardless of which regul ator gave approval.
Only the FCA can withdraw approval to carry on a customer-dealing function.

231.  Under section 64 (as amended by subsection (4)) both regulators may issue statements
of principle with respect to the conduct expected of persons who have been given
approval (from either regulator) to perform a significant-influence function in relation
to the carrying on of a regulated activity by a PRA-authorised person. Only the FCA
can issue statements of principle about the conduct expected of other approved persons.

Section 15 and Schedule 5: Further amendments relating to performance of
regulated activities

232.  Section 15 introduces Schedule 5, which makes amendments to Part 5 of FSMA
(performance of regulated activities) consequential on the replacement of the FSA by
the new regulators.

233.  Paragraph 2of Schedule 5 makes consegquential amendments to section 58 of FSMA
(prohibition orders).

234,  Paragraphs 3to 18 amend sections 59 to 70 of FSMA (approval). The amendments are
primarily consequential on the amendments made by section 14.

235.  Paragraph 5(6) amends the timetable for determining an application for approval set
out in section 61 of FSMA. The amendment providesthat where the application ismade
by a person who is also applying for permission under Part 4A, the application must be
determined by the date by which the application for permission must be determined (see
new section 55V) or 3 months after the application is received, whichever isthe later.

236. Paragraph 7amends section 63 of FSMA (withdrawal of approval) to ensure that both
regul ators may withdraw approval. The withdrawal does not haveto be by the regul ator
that gave the approval provided that the application for approval could have been made
to that regulator.

237.  Paragraph 13amends section 65 of FSMA (statementsand codes: procedure) to require
the FCA and PRA to consult each other before issuing a statement or code under
section 64. The definition of “cost benefit analysis’ in section 65(11) is also amended
so that the regulator need only provide an analysis of the costs and benefits arising from
the proposal rather than an estimate of those costs and benefits where the regulator
is of the opinion that the costs or benefits cannot be reasonably estimated or it is not
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reasonably practicableto produce an estimate; where that isthe case, the regulator must
include in a statement with an explanation of its opinion.

Paragraph 14amends section 66 of FSMA (disciplinary powers) to provide that a
person is guilty of misconduct for the purposes of each regulator (and so amenable
to action by that regulator under section 66) if a person has failed to comply with a
statement of principle issued by that regulator. Thus each regulator may take action
only in relation to a breach of its own statement. In addition, each regulator may take
actionif the approved person isknowingly concerned in acontravention by the relevant
person of regquirements under FSMA or EU provisions specified by the Treasury.

Official listing

239.

240.

Part 6 of FSMA sets out the regime under which the “competent authority” is
responsible for: (a) maintaining the official list of securities admitted to trading on
a regulated market in the UK (the “Official List”); (b) regulating the admission
of securities to the Official List; and (c) monitoring compliance with requirements
imposed on issuers of securities (and other relevant persons) by or under the Part or by
directly applicable European measures. Currently, the FSA isthe* competent authority”
and is known in this context as the UK Listing Authority (“UKLA”).

Part 6 has been substantially amended as a result of a nhumber of developments in
European law. For example, in addition to performing the functions as the competent
authority for listing, the UKLA now has responsibility for making the prospectus rules
(section 84) and the disclosure and transparency rules (section 89A and 96A) which are
derived from Directive 2003/6/EC on insider dealing and market manipulation (market
abuse) and Directive 2003/71/EC on the prospectus to be published when securities are
offered to the public or admitted to trading.

Section 16: FCA to exercise functions under Part 6 of FSMA

241.

242.

243.

At the time FSMA was enacted it was unclear whether the FSA would undertake, on a
permanent basis, some or all of the functions as the competent authority under Part 6.
Therefore Part 6 was prepared as a self-contained Part and Schedule 7 to FSMA makes
modifications to that Act inits application to the FSA as the competent authority under
Part 6. Paragraph 2 of Schedule 7 carves out the FSA’ s functions under Part 6 from the
application of the FSA’s general duties (which are specified in section 2 of FSMA).
In addition, Schedule 8 to FSMA (transfer of functions under Part V1) confers on the
Treasury a power to confer on another body some or al of the functions under Part 6.

Under the new regulatory arrangements, the FCA is to undertake all of the FSA’s
functions under Part 6. Therefore section 16(2) to (12) changes the references in that
Part from the “competent authority” to the “FCA”. In addition, the power to confer
on any other body some or al of the functions under Part 6 of FSMA is removed
(subsection (13)(1)), as are other provisions which are no longer needed; for example,
bespoke arrangements relating to fees and penalties (subsection (13)(c) and (d)) are
omitted as the general provisionsin FSMA relating to the FCA will now extend to the
functions under Part 6.

The FCA'’sgeneral duties, including the requirement to act compatibly with itsstrategic
objective (specified in new section 1B) apply when discharging the rule and guidance-
making functions under Part 6.

Section 17: Discontinuance or suspension at the request of the issuer: procedure

244,

Section 77 of FSMA (as amended by section 16(5)) provides that the FCA
may discontinue or suspend the listing of securities where there are specid
circumstances which preclude normal regular dealings with them. (* Discontinuance”
and “suspension” are defined in section 78(13) and (14).) Section 78 describes the
procedural arrangements which apply where the FCA, of its own doing, proposes
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or decides to discontinue or suspend the listing of securities. Section 78A sets out
the procedure to be followed where the issuer applies to the FCA for listing to be
discontinued or suspended.

The requirement imposed by section 78A(2) to issue a written notice where the FCA
decides to discontinue or suspend the listing of securities at the request of the issuer is
onerous in practice as the FCA may wish to act very quickly in response to the request.
Therefore section 17(2)makes some minor and technical changes to section 78A to
enable the FCA to give notice in writing or orally where the FCA decides to take the
action requested by the issuer. Subsection (2)(c) substitutes section 78A (3) and sets out
the information which should be included in a notification.

Subsection (3) makes a consequential change to section 395 which sets out provision
in relation to the procedural arrangements which must be put in place by the FCA so
that an oral notification under section 78A constitutes a “ supervisory notice” for the
purposes of that section.

Section 18: Listing rules: disciplinary powersin relation to sponsors

247.

248.

249.

250.

251.

Section 88(1) enables the FCA to make listing rules requiring issuers to make
arrangements with “sponsors’ for certain purposes. A “sponsor” is a person who is
approved for the purposes of the rules and whose role, in broad terms, is to advise an
issuer on the listing and disclosure requirements imposed by or under Part 6.

Subsection (2)(a) extends the provision which may be made in listing rules such that
the rules may specify that the FCA may grant approval, or make an existing approval,
subject to such limitations or other restrictions as may be specified by the FCA. The
rulesmay al so specify that the FCA may agreeto suspend (rather than cancel) aperson’s
approval asasponsor. An approval may be suspended, for example, where aperson has
not undertaken a certain form of transactional work for some considerabletime (and is
not considered to have the relevant up-to-date expertisein aparticular area) and will last
until the sponsor has demonstrated the competencies necessary to undertake this work.

If the FCA proposes to impose limitations or other restrictions to which a person’s
approval relates (in accordance with rules made under the new section 88(3)(€)), the
FCA must issue a warning notice. If the FCA decides not to impose such limitations
or restrictions following consideration of any representations received from the person
concerned, it must issue awritten notice. If the FCA decidesto impose such limitations
or restrictions, the FCA must issue a decision notice. Subsection (2)(h) inserts a new
subsection (8) into section 88 which lists the different forms of application which may
be made under “sponsor rules’. For example, where the FCA has imposed a limitation
or other restrictionin relation to aperson’ sapproval asasponsor, that person may apply
for thewithdrawal or variation of such limitation or restriction. Subsection (3) provides
that the power for the FCA to impose limitations or other restrictions on the services
to which an approval relates is available in relation to persons who were approved as
sponsors prior to the coming into force of subsection (2)(a).

Section 89 of FSMA (public censure of a sponsor) enables the FSA to make provision
in listing rules enabling it to issue a public censure where the sponsor has been found
to have contravened arequirement imposed by rules under section 88(3)(c). Subsection
(4) substitutes for section 89 new sections 88A, 88B, 88C, 88D, 88E and 88F.

New section 88A(1) and (2) extend the types of disciplinary sanction that may be
imposed on sponsors and the circumstances in which such action may be taken. New
section 88A(4) to (6) make provision in relation to suspensions or restrictions imposed
by way of a disciplinary measure and section 88A(7) makes clear that the FCA may
not take disciplinary action in relation to a contravention once the limitation period has
expired; thelimitation period isthreeyears starting on the day that the FCA first knew of
the contravention (subsections (8) and (9)). A suspension or restriction imposed under
this section is not to have effect for a period of more than 12 months (subsection (3)).
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This is consistent with the provision made in relation to suspensions or restrictions
of a person’s authorisation to conduct regulated activities (section 206A of FSMA
(suspending permission to carry on regulated activities etc)).

New section 88B specifies the procedure which the FCA must follow before taking
action against a sponsor under new section 88A. In the event that the FCA decides to
take any of the forms of action specified in new section 88A(2), the person subject to
the measure has the right to refer the matter to the Tribunal (subsection (9)). These
arrangements are consistent with the procedure to be followed in rel ation to disciplinary
measures imposed on authorised persons (see sections 205 to 208 of FSMA).

New section 88C requires the FCA to prepare and issue a statement of its policy with
respect to theimposition of penalties, suspensions, or restrictions under new section 88A
to which it must have regard in exercising or deciding whether to exercise its powers
under new section 88A. A copy of the statement must be given to the Treasury.
Subsection (2) specifiesthe matters to which the FCA must have regard in determining
itspolicy with respect of the action. A statement issued under this section can be altered
and replaced (subsection (3)) and the FCA may charge a reasonable fee for providing
copies of a statement (subsection (7)).

New section 88D sets out the procedures to be followed by the FCA in respect of
statements issued under new section 88C. In particular, before a statement isissued it
must be published in draft and a response given to any representations made about it.

New section 88E confers a new power on the FCA to suspend, for such period as it
considersappropriate, asponsor’ sapproval, or toimpose, for such period asit considers
appropriate, such limitations or other restrictions in relation to the performance of
services to which the sponsor’s approval relates. The power can be used where the
FCA considers it appropriate to do so for the purposes of advancing one or more of its
operational objectives.

New section 88F sets out the procedure to be followed where the FCA proposes
or decides to take action under the power conferred by new section 88E. Under
subsection (1)(a) action may take effect immediately or on such later date as may be
specified in awritten notice. This aligns with the procedure to be followed in relation
to variations of an authorised person’s permission to carry on regulated activities.

Section 19: Primary information providers

257.

258.

259.

Section 19 inserts new sections 89P, 89Q, 89R, 89S, 89T, 89U and 89V into Part 6 of
FSMA.

New section 89P enables the FCA to make rules which may require the issuers
of financial instruments to use primary information providers for the purposes of
disseminating information to the market. A “primary information provider” is defined
in subsection (2) as a person approved by the FCA for the purposes of section 89P.
Subsection (4) specifies that Part 6 rules made by virtue of subsection (1) may provide
for the FCA tomaintain alist of providers, impose requirementson aprovider inrelation
to the giving of information or information of a specified description and other matters.
Subsections (5) to (9) make similar provision to that made by section 88 (as amended
by section 18(2)) in relation to sponsors.

New sections 89R to 89V make similar provision in the case of primary information
providers to that made by new sections 88A to 88F, which confer on the FCA new
supervisory and disciplinary powersin relation to sponsors.

Section 20: Penalties for breach of Part 6 rules

260.

Section 91 of FSMA specifiesthe types of penaltieswhich may beimposed by the FCA
in relation to a breach of Part 6 rules. Section 91(6) provides that the FCA may not
take action against a person for a breach of Part 6 rules after the end of the period of
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two years following the date on which the FCA knew of the contravention. Proceedings
are treated as having been begun within that period when a warning notice is given
under section 92 (procedure). The amendment made by this section extends the period
to three years. Thisisin order to achieve consistency with section 66(4) which deals
with penalties imposed on approved persons.

Section 21: Repeal of competition scrutiny power

261.

Section 21 repeal ssection 95 of FSMA. The power conferred by that sectionisno longer
needed as the provisions in Chapter 4 of Part 9A (inserted by section 24) will apply.

Control of businesstransfers

262.

Part 7 of FSMA setsacourt process which enablesinsurance business, banking business
or reclaim fund business to be transferred from one person to another without requiring
the approval of al those who may be affected by the transfer (e.g. the consent of all
relevant policyholders or account holders). The process is compulsory for insurance
business transfer schemes (section 104 (control of business transfers)) but remains
optional in the case of banking business transfer schemes and reclaim fund business
transfer schemes (the different types of “scheme” are defined in sections 105, 106 and
106A respectively) as aresult of the partial commencement of section 104.

Section 22 and Schedule 6: Control of business transfers

263.

264.

265.

266.

Section 22(1)omits certain words fromsection 104(control of businesstransfers), which
has (at the date of publication of these notes) been brought into force only in relation
to insurance business transfers. The effect of the partial commencement of section 104
isthat the Part 7 procedure must be used in relation to insurance business transfers but
need not be used in relation to banking business or reclaim fund businesstransfers. Itis
undesirable to continue to rely on the partial commencement of a provision of FSMA.
Therefore the amendment made by subsection (1) preserves the position that the Part
7 procedure is only mandatory in relation to insurance business transfer schemes. The
effect of section 107 (application for order sanctioning transfer scheme) isthat the Part
7 process can be used in relation to banking business transfer schemes or reclaim fund
businesstransfer schemes or, alternatively, other processes (such as a Private Act) may
be used.

Subsection (2) introducesSchedule 6which makes a number of amendments to Part 7
of, and Schedule 12 to, FSMA.

Paragraph 2 of Schedule 6inserts a new section 103A into FSMA which defines the
term “the appropriate regulator” for the purposes of Part 7. The effect of thischangeis
that wherethetransfer scheme concernsbusinessto betransferred from atransferor (the
“authorised person concerned”) who is a PRA-authorised person, the PRA isto be the
appropriate regulator; in any other case, the FCA isto be “the appropriate regulator”.

Paragraph 3 amends section 109 (scheme reports) to specify that an application to
court made under section 107 in relation to an insurance business transfer scheme
must be accompanied by areport on the terms of the scheme which has been prepared
by a person appearing to the “appropriate regulator” to have the appropriate skills
to produce the report or has been nominated or approved by the regulator for the
purpose of producing the report. As such, where the authorised person concerned is a
PRA-authorised person the PRA will be responsible for nominating or approving the
person to conduct the report (and the form of the report). However, as a result of the
amendments made to the section (sub-paragraph (3)), before nominating or approving
a person to produce the report or approving the form of the report the PRA is required
to consult the FCA (new subsection (4)). Where the FCA is“the appropriate regul ator”
it is required to consult the PRA where the transferee is a PRA-authorised person or
where the authorised person concerned or the transferee has in its immediate group a
PRA-authorised person (new subsections (5) and (6)).
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Paragraph 4amends section 110 (right to participate in proceedings) such that the
“appropriate regulator” has the right to participate in court proceedings concerning a
transfer scheme in relation to which an application to court has been made. Where the
authorised person concerned is a PRA-authorised person or a person who is regulated
only by the FCA but hasin itsimmediate group a PRA -authorised person (or where the
transferee is a PRA-authorised person or has in its immediate group a PRA-authorised
person) both the FCA and the PRA may participate in the proceedings. In other cases
the FCA may participate in the proceedings.

If an insurance business or banking business transfer scheme is sanctioned by the
court, the transferee is required to deposit two copies of the court order with the
Authority within 10 days of the making of the order albeit that the Authority may extend
that period (section 112(10) and (11)) (effect of order sanctioning a business transfer
scheme).Paragraph 5amends the references to “the Authority” in subsections (10) and
(11) torefer to “the appropriate regulator”. Paragraph 6inserts new section 112ZA after
section 112 which requiresthe appropriate regulator to give acopy of any order received
under section 112(10) to the other regulator in certain cases (for example, where the
authorised person concerned is a PRA-authorised person the PRA must give a copy of
the order to the FCA).

Paragraph 7 replaces the references to “the Authority” in section 113 (appointment
of an actuary in relation to the reduction of benefits). The amendments to this
section enable the PRA and the FCA to apply to a court for an order appointing an
actuary to investigate the business transferred under a scheme and to report to the
relevant regulation on any reduction in benefits payable in relation to policies entered
into by the transferor that, in the opinion of the actuary, ought to be made. Sub-
paragraph (3) inserts a new subsection (3) which makes clear the circumstances in
which an application may be made by the PRA.

Section 111 (sanction of the court for businesstransfer schemes) providesthat the court
may only sanction atransfer scheme where it is satisfied that the relevant certification
(specified in Schedule 12 to FSMA (transfer schemes: certificates)) has been obtained
and that, in all the circumstances, it is appropriate to sanction the scheme. Paragraph
8 amends section 115 (certificates for the purposes of insurance business transfers
overseas) to replace thereferenceto “the Authority” with areferenceto “the appropriate
regulator” .Paragraphs 9 to 19 amend the references to “the Authority” in Schedule 12
such that the “ appropriate regulator” or (where appropriate) the prudential regulator of
the transferee is specified as being the authority responsible for providing the relevant
certification under that Schedule.

Hearings and appeals

Section 23: Proceedings before Tribunal

271.

272.

Many provisions of FSMA confer on a person subject to certain decisions of the FSA
the right to refer the matter to the Tribunal (defined in section 417(1) of FSMA as the
Upper Tribunal). For example, section 92(7) confers such aright on a person subject to
adecision of the FSA to impose afinancial penalty in respect of abreach of rules made
under Part 6. Part 9 of FSMA makes provision for proceedings before the Tribunal.
Section 133(5) specifies that, in relation to a reference or appeal, the Tribunal must
determine what (if any) is the appropriate action for the decision-maker (that is, the
FSA) to take in relation to the matter referred or appealed to the Tribunal. This means
that the Tribunal may substitute for the opinion of the FSA itsown view asto the precise
nature of regulatory action, such as a variation of a permission to carry on regulated
activities under Part 4, which the FSA should take.

Subsection (2)(a) makes consequential amendments to section 133(1)(a) as a result of
the conferral of functions on the FCA and the PRA.
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Subsection (2)(b) replaces section 133(5) and (6) with new subsections (5) to (6A),
and subsection (2)(c) inserts new subsection (7A). These amendments have the effect
of preserving the arrangements under FSMA as regards the consideration of certain
types of decisions of the FCA, the PRA and the Bank and the determinations which
may be made by the Tribunal in respect of such decisions. The decisions within
this category are decisions concerning punitive measures designed to discipline a
person for a contravention of arelevant requirement (see the new subsections (5) and
(7A)). For example, a person subject to a decision by the FCA to impose a penalty
under section 206 (financial penalties) may refer the matter to the Tribunal which, on
determining the matter and deciding that the FCA’ sdecision should not be upheld, must
remit the matter to the FCA with such directions (if any) asit considers appropriate for
the purposes of giving effect to its determination asto the action which should be taken
by the FCA. These directions could, for example, specify that, in light of new evidence
put before the Tribunal, the most appropriate course of action would be for the FCA
to impose afinancial penalty of £150,000 in respect of a contravention, rather than the
£100,000 set out in the decision notice referred to the Tribunal.

In relation to other matters which may be referred or appeal ed to the Tribunal, the scope
of the determinations which may be made by the Tribunal is more limited (see new
subsections (6) and (6A)). For example, in relation to a decision by the PRA to vary
a person’s permission to carry on regulated activities, the Tribunal will no longer be
able to reach its own view as to the precise nature of the variation which should be
made by the PRA. Instead, if the Tribunal were not to uphold the PRA’s decision, the
Tribunal would berequired to remit the matter to the PRA with adirection to reconsider
the matter and reach a decision in accordance with the findings of the Tribunal. Such
findings may only concern certain matters (listed in the new subsection (6A)) such
as issues of fact or law. This distinction is drawn between “disciplinary” and other
measures, as in line with the new judgement-based approach to supervision, the FCA,
the PRA and the Bank are best placed to form a view as to the precise nature of
supervisory action taken in pursuance of wider public-policy aims such as financial
stability in the case of the PRA and the Bank or consumer protection, market integrity
and competition in the case of the FCA.

Subsections (3) to (5) make consequential changes to various provisions of Part 9.

Rules and guidance

Section 24: Rules and guidance

276.

277.

Section 24 replaces Part 10 of FSMA with a new Part 9A which re-enacts Part 10 with
amendments. Chapter 1 of new Part 9A sets out the general rule-making powers of the
FCA and the PRA; Chapter 2 deals with the modification, waiver and contravention
of rules, and procedural provisions, Chapter 3 makes provision for the FCA to issue
guidance; Chapter 4 makes provision for competition scrutiny; and Chapter 5 makes
provision for consequential amendments of referencesto rules and guidance in primary
and secondary legidlation.

New section 137A provides for the FCA to issue general rules applying to authorised
persons. The rules may relate to the carrying on of regulated activities, and to
the carrying on of activities which are not regulated; for example, rules may
restrict authorised persons, or a particular description of authorised person (see new
section 137T) from engaging in aparticular activity. Any rules made by the FCA under
this section must appear to the FCA to be necessary or expedient to advance one or more
of its operational objectives. However, there need not be a direct relationship between
the authorised persons to whom the rules apply and the persons whose interests are
protected by the rules. Examples might be rulesthat address afirm’ s behaviour towards
its competitors, potential clients or its beneficiaries.
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New section 137B makes provision about general rules which relate to the handling of
clients' money.

New section 137C provides that the FCA’s power to make general rules includes a
power to make rules in relation to the total cost or duration of credit agreements. The
rules may prohibit authorised persons from entering into regulated credit agreements
what provide for the payment by the borrower of charges of a specified description.
“Charges’ is defined in subsection (2) to mean all charges payable in connection with
the provision of credit under the regulated agreement. It is immaterial whether the
charge isimposed under the agreement itself or whether they are payable to a party to
the agreement. The rules may also prohibit authorised persons from imposing charges
of a specified description or which exceed a specified amount on a borrower under a
regulated credit agreement or from entering into a regulated credit agreement that is
(taken alone or with connected agreements) capable of remaining in force after the end
of aspecified period. The exercise of rights under aregulated credit agreement in such
away as to enable the agreement to remain in force beyond the period specified in the
rules or to enable the imposition of excessive charges may also be prohibited.

Subsection (4) provides that the rules may provide that in relation to an agreement
entered into, or obligation imposed, in contravention of the rules, that the agreement or
obligation is unenforceable; provide for the recovery of money or other property paid
under the agreement; or provide for the payment of compensation. The application (or
non-application) of this provision does not affect any other rights or remedies that the
consumer may have under other legislation.

Subsection (6) defines “regulated credit agreement” as an agreement for the provision
of credit (other than credit secured on land) where the entering into or administration of
the agreement, or the exercise of rights of the lender under the agreement, isaregulated
activity.

New section 137D providesthat the FCA’ s power to make general rulesincludes power
to make rules that prohibit or restrict authorised persons from exposing consumers to
an economic interest in specified products (“product intervention rules’). The power is
limited to being exercised where the FCA considers that it is necessary or expedient to
do so, for the purpose of securing an appropriate degree of protection for consumers or
promoting effective competition or, if the Treasury so provides by way of order made
under subsection (1)(b), theintegrity objective. The procedure for making such an order
is set out in new section 137E. New section 9P(2)(d) of the Bank of England Act 1998
(inserted by section 4) provides that the FPC may give the Treasury recommendations
about the exercise of this order making power. Section 137D does not limit the general
rule making power in section 137A (see section 415A of FSMA).

New section 137D(2) liststhethingsthat the FCA can specify asprohibited initsproduct
intervention rules. These include: entering into specified agreements with any person
or specified person; entering into specified agreements with any person or specified
person unless requirements specified in the rules have been satisfied; doing anything
else that might result in (@) the entering into of specified agreements by persons or
specified persons or (b) the holding by them of a beneficia or other kind of economic
interest in a specified agreement; or doing anything else unless certain requirementsin
therules are met.

The power isintended to enable the FCA to impose restrictionsin relation to specified
products, or to ban them outright, where the FCA considers this is necessary or
expedient to advance the consumer protection or the competition objective. The
restrictions may include mandating the inclusion or exclusion of specific product
features. They may also include specifying aclass of consumer who may not be exposed
to a particular product, or should only be exposed to it if certain conditions are met.
When exercising this power the FCA must also have regard to the regulatory principles
in new section 3B, including that the principle that a burden or restriction should be
proportionate to the benefits which are expected to result from it. In accordance with
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these principles, the FCA would, for example, consider whether it is more appropriate
to place restrictions on products than to ban them outright.

Subsection (7) provides that the FCA may attach specific provisions to such rules
as to the effect of contravention of such rules including that agreements entered into
in breach of rules made under this provision are rendered unenforceable against a
consumer. These provisionswould only apply to contracts entered into after the product
intervention rules had come into force; they would not apply to contracts entered into
before that date.

Consumers who have entered into agreements concerning “products’ that are later
“banned” or “restricted” would not be able to rely on new rules (that postdate their
contracts) in order for their contracts to be rendered unenforceable against them and
to establish their automatic entitlement to a refund or compensation. However, such
consumers may seek redress from existing provisions of FSMA or rules made under the
powersin FSMA. For example the FSA Handbook would apply to agreements entered
into prior to product intervention rules coming into force.

Section 137F provides that the power of the FCA to make general rules includes power
to make rules requiring authorised persons to take specified steps in connection with
the setting by a specified person of a specified benchmark, for example rules requiring
participation in the setting of a benchmark specified in the rules. The rules may in
particular make ambulatory referencesto any code or other document published by the
person responsible for the setting of the benchmark (that is, rules that refer to the code
or document as it may be amended from time to time). The FCA may provide that
specified requirements are to be met in relation to the code or document (for example,
that amendments to it must be the subject of prior consultation with the FCA).

The PRA may make general rules under new section 137G. The PRA’s general rules
may only apply to PRA-authorised persons, but may relate to the carrying on of both
regulated activities and activities which are not regulated. Any rules made by the PRA
under this section must appear to the PRA to be necessary or expedient to advance any
of itsobjectives. However, there need not be adirect rel ationship between the authorised
persons to whom the rules apply and the persons who are protected by the rules.

General rules made by either regulator can impose restrictions on the remuneration of
staff and others (new section 137H), and may provide (i) that provisionsin an agreement
which breach the restrictions are void and (ii) for the recovery of payments made or
property transferred under avoid provision.

Genera rules may aso require authorised persons to have and comply with a
remuneration policy (new section 1371). If rules contain arequirement for such apolicy
the Treasury may direct the regulator to review the compliance by a specified authorised
person, or description of authorised persons, with the rules on remuneration policies. If
there is non-compliance, the regulator must take such steps as it considers appropriate
to deal with the non-compliance, for example requiring the authorised person to review
its remuneration policy.

Part 1 of the Banking Act 2009 establishes a special resolution regime (SRR),
providing statutory toolsto deal with banksand building societiesthat get into financial
difficulties. General rules made by either regulator under FSMA may require those
in respect of whom the SRR may be exercised (such as banks and building societies)
to prepare recovery plans. Recovery plans are plans setting out action to be taken to
secure the carrying on of the business, or information to facilitate the carrying on of the
business. Action described in the plan may include the restructuring, scaling back or
sale of certain businesslines or assets of the authorised person in question. The purpose
of arecovery plan is not to help an authorised person to avoid getting into difficult
circumstances, but to plan what they can do to enable them to recover should they
encounter such circumstances.
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New section 137J provides that, before they prepare rules about recovery plans, the
regulators must consult the Treasury and the Bank, both of whom have roles under Part
1 of the Banking Act 2009.

Similarly, new section 137K provides that the PRA must consult the Treasury and
the Bank before making general rules requiring the preparation of resolution plans. A
resolution planisaplan setting out (i) stepsto betaken in the event of it becoming likely
that the businesswill fail or in the event of it failing, and/or (ii) information to facilitate
anything that falls to be done in consequence of the failure of the business. Resolution
plans might include provisions to ensure that a “data room” can be set up quickly and
effectively, or contain information about the simplification of legal structures ahead
of aresolution being triggered. Subsection (6) confirms that information that would
facilitate planning by the Treasury and the Bank for the exercise of their powers under
the Banking Act 2009 is eligible for inclusion in aresolution plan. Where the PRA has
made rules requiring the preparation of resolution plans, new section 137M requires it
to consult the Treasury and the Bank about the adequacy of the plans prepared.

New section 137N makes further provision in respect of recovery plans and resolution
plans. To prepare a recovery or resolution plan, an authorised person or a skilled
person appointed under section 166A is likely to need to obtain information from
variousother persons. Subsection (1) facilitatestheflow of information to the authorised
person, or the skilled person, for the purposes of preparing a recovery or resolution
plan, for example other companies in the group, or persons such as service providers,
without there being a breach of any duty or obligation of confidence. Subsection (2)
provides that an authorised person that has received confidential information under
subsection (1) may, for example, include such information inits recovery or resolution
plan and submit it to the relevant regul ator without having to seek the consent of athird

party.

New section 1370 enables each regulator to make rules (to be known as “threshold
condition codes’) which supplement the threshold conditions which are set out in
Schedule 6 and expressed to be relevant to the discharge of that regulator’ s functions.
Under new section 55B, references to the “threshold conditions” means the conditions
set out Schedule 6 as read with any threshold condition code made by the regulators
in relation to those conditions. Subsection (3) provides that a threshold condition
code may in particular specify requirements a person must satisfy to be regarded as
satisfying a particular condition and specify matters which are, or are not, relevant in
determining whether a particular condition is satisfied. Subsection (5) provides that
a threshold condition code cannot be enforced otherwise than by reference to the
threshold conditions. For example a financia penalty could not be imposed on an
authorised person by reference to a contravention of threshold condition code.

New section 137P provides that the regulators may make rules about the disclosure and
use of information held by an authorised person. These rules are commonly known as
“Chinese walls’ rules. Chinese walls are barriers in the form of procedures, systems,
management and physical separation which firms may employ in order to ensure that
information obtained by one part of a firm is not communicated in inappropriate
circumstances to another part of the firm (for example, where it would advantage one
client at the expense of another). Under subsection (2)(a) and (c), rules may require
that information be withheld or not used for a customer’s benefit where it would
otherwise have to be disclosed or used, while subsection (2)(b) and (d) provide that
rules may specify circumstancesin which an authorised person may withhold or not use
information which would otherwise have to be disclosed or used. This means that, if
an authorised person maintains Chinese wallsin accordance with rules made under the
section, then the authorised person will not be subject to obligations asto the disclosure
and use of information that would otherwise apply.
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New section 137Q confers a power on the FCA to make rules specifying when and how
authorised persons may take steps to stabilise the price of investments, and are to be
treated as acting in accordance with price stabilising rules.

Section 21 of FSMA prohibits financial promotion (the communication, in the course
of business, of an invitation or inducement to engage in investment activity) other than
by or with the approval of an authorised person. New section 137R confers a power
on the FCA to make rules applying to authorised persons in relation to the regulation
of financial promotion. Subsection (7) enables the Treasury to restrict this rule-making
power.

New section 137S enables the FCA to direct a firm to withdraw afinancial promotion
that the FCA considers has breached or islikely to breach its rules concerning financial
promotions, and to disclose the fact that it has done so. This provision is intended to
enable the FCA to take swift action to minimise consumer detriment. It includes power
to take action in relation to a financial promotion, if it was made or approved by an
authorised person. The FCA can direct the firm to refrain from making a promotion, to
withdraw a promotion, to publish details of it, or to do anything else the FCA directs
it to do in relation to the promotion. It is envisaged this might include, for example,
contacting consumers who have acted upon the promotion. Subsection (3) is intended
to prevent firms from making promotions that are materially the same as the promotion
in relation to which a direction aready exists.

The FCA must give the person to whom written notice of a direction under
subsection (5) is addressed an opportunity to make representations, during which time
the fact of the notice cannot be published by the FCA. After this period, the FCA will
amend (subsection (7)), revoke (subsection (10)) or confirm (subsection (8)) itsoriginal
direction. At this stage, the FCA may publish such details of the action it hastaken as it
considers appropriate. Thereis nothing to prevent afirm from publishing details about
the matter from the moment the FCA makes the direction. A firm must publish any
details about the promotion that the FCA requiresit to under subsection (2)(c).

New section 137T makes supplementary provisionin relation to the rule-making powers
of the FCA and the PRA, including provision permitting rules of one regulator to cross-
refer to rules of the other regulator.

New sections 138A and 138B provide for the regulators to give directions waiving
or modifying rules applicable to an authorised person, at the request of an authorised
person or with their consent; but threshold condition code, trust scheme rules and
scheme particular rules may not be waived or modified. Subsection (4) of new
section 138A sets out the conditions which must apply for each regulator to give
a direction. Waivers or modifications of rules can have indefinite effect, or can be
revoked or varied. New section 138B provides that the regulator should publish the
direction unlessiit is inappropriate or unnecessary: subsection (3) sets out the factors
the regulator must consider in determining whether publication of the direction is
inappropriate or unnecessary. Those factors include consideration of whether a breach
of the rule in question would give rise to a right of action by a person under new
section 138D: persons affected by the modification or waiver will include clients of the
authorised person, and other authorised personswho might wish to benefit from similar
arrangements.

New section 138C enables the regulators to disapply in relation to specific rules the
normal consequences of contravention, such as the disciplinary provisions in Part
14 of FSMA. For example, a PRA rule on capital requirements could provide that
contravention of the rule does not lead to the disciplinary consegquences that would
normally attach to breach of that rule, provided that contravention may be relied on as
tending to establish contravention of another specified PRA rule. The regulators may
not, however, disapply the normal consequences of a breach of threshold condition
code or rules made under new section 192J (provision of information by parent
undertakings).
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New section 138D sets out the circumstances in which persons who suffer loss as a
result of the breach of arule by an authorised person have aright of action for damages
for resulting losses. It does not remove any common law cause of action which aperson
might otherwise have. Breach of an FCA rule (unless the rule provides otherwise)
will give private persons who suffer loss as a result of the breach a right of action for
damages:. they will need only show that there has been a breach of a rule as a result
of which they have suffered loss rather than having to rely on that breach as evidence
of negligence. PRA rules may provide for the same effect. There is a presumption that
persons other than private persons do not have aright of action for damages, although
the Treasury may by regulations specify that breaches of certain rules are actionable by
non-private persons. “ Private persons’ will be defined by the Treasury by regulations.
The section does not apply to listing rules, threshold condition code, short selling rules,
rules made under new section 192J (provision of information by parent undertakings)
or capital adequacy rules.

New section 138E provides that a breach of rulesis not an offence, and that it does not
make a transaction unenforceable or void. This provision does not apply to rules made
by the FCA under section 137C (rules on the cost or duration of credit agreements) or
section 137D (product intervention rules).

If either regulator makes, amends or revokes any rules, it must immediately notify the
Treasury and the Bank in writing (new section 138F).

New section 138G providesthat rules must be made in writing and specify the provision
under which they are made. Each regulator must publishitsrules; if a person can show
that arule had not been made available at the time they are alleged to have contravened
it, subsection (6) provides that the person is not to be taken as having contravened the
rule.

New section 138l provides that, before the FCA makes any rules, it must consult the
PRA and then publish adraft of the rules accompanied by various materials, including a
cost benefit analysis, an explanation of the rules and an explanation of how making the
rules is compatible with its objectives and with the regulatory principles set out in new
section 3B. It must invite representations on the draft rules. A “ cost benefit analysis’ is
an analysis of the costs and of the benefitsthat will result from the rule being made and
the analysis should include an estimate of the costs and of the benefits where possible.
If the FCA isof the opinion that it is not possible to produce an estimate of the costsand
benefits, it must publish a statement with an explanation of that opinion. The FCA must
have regard to any representations it receives on the draft rules, and publish an account
of those representations and itsresponse to them. If theissued rules differ from the draft
rules, the FCA must publish details of the differences and afurther cost benefit analysis.

New section 138J makes corresponding provision for rules made by the PRA.

New section 138K provides that, where arule proposed by the FCA or PRA isto apply
both to mutual societies (as defined in subsection (5)) and other authorised persons, the
regulator must publish with the draft rule a statement of its opinion as to whether the
rule will affect mutual societies significantly differently from other authorised persons
and, if so, how. It must also publish a statement when the ruleismade if therule differs
fromthe draft rule. In this case the statement must explain the effect of the differenceon
mutual societies, and on mutual societies as compared with other authorised persons.

Where delay would prejudice the interests of consumers, new section 138L provides
that the FCA does not need to observe certain procedural requirements (though it must
always consult the PRA); and where there would be no or minimal increase in costs,
the FCA does not need to publish a cost benefit analysis. Similarly, where delay would
prejudice the safety and soundness of PRA authorised personsor, where new section 2C
(theinsurance objective) applies, the appropriate degree of protection for policyholders,
the PRA does not need to observe certain procedural requirements. Again, the PRA
must in all cases consult the FCA.
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New sections 138M to 1380 specify the circumstances in which an exemption
can be made from the obligation to consult and prepare a cost-benefit analysis on
proposed rules where the FCA proposes to make product intervention rules under new
section 137D. This provision enables the FCA to intervene more quickly in relation to
a product where it considers it necessary or expedient not to do so for the purposes of
advancing its consumer protection or competition objective (or its integrity objective,
if the Treasury so provides by order). Any rules made pursuant to these provisions are
temporary and must cease to have effect within 12 months of the day on which they
come into force. It is open to the FCA to revoke any such rules before the 12 month
period expires. But the FCA may not within the following year make further temporary
product intervention rules which are substantially the same as temporary rules which
have |apsed.

New section 1380 requires the FCA to issue a statement of policy with respect to
the making of temporary product intervention rules. Thiswill describe, amongst other
things, the circumstancesin which the FCA might make temporary product intervention
rules and the factors that it will generally consider before doing so. Under new
section 1380 the FCA must consult on any such statement before it issues it (and it
followslogically that, unlessthere are exceptional circumstances, it should do so before
it may make temporary product intervention rules). The FCA is expected only to make
temporary product intervention rules that fall within the limits set out in a statement
issued under new section 1380.

The FCA may give guidance under new section 139A about the operation of FSMA
or specified parts of it, and of any rules the FCA has made. The FCA may aso give
guidance in relation to the FCA’s functions (which new section 1A(6) of FSMA,
inserted by section 6 of the Act, defines as including functions under the Act, the
Insolvency Act 1986, the Banking Act 2009 and provisions of EU law specified by
order by the Treasury for this purpose) or any other matter the FCA considers relevant.
The guidance need not be published, though the FCA may do so; and if the FCA gives
guidance in response to a request, it may make a reasonable charge for that guidance
(subsection (6)).

If the FCA intendsto give guidance onits rulesto FCA-regulated persons generaly or
to aclass of FCA-regulated persons (“general guidance”), it must consult the PRA and
then publish adraft of the guidance, inviting representations on it. The FCA must have
regard to any representations received and publish an account of those representations
and its response to them (subsections (3) and (4)). Aswith the making of rules, the FCA
does not need to observe these procedural requirementsif doing so would prejudice the
interests of consumers. New section 139B requires the FCA to notify the Treasury if it
issues, amends or revokes its general guidance.

New sections 140A to 140H relate to the scrutiny of theregulators' regulating provisions
and practices by the competition authorities (the Office of Fair Trading (“OFT”) and
the Competition Commission).

Under new section 140B and 140G, where the OFT gives advice to the PRA or FCA
under section 7 of the Enterprise Act 2002, being advice stating that the OFT considers
that the regulating provisions or practices of either regulator (or acombination of both)
may cause or contribute to the prevention, restriction or distortion of competition in the
supply or acquisition of goods and services in the United Kingdom or that a feature
of the market that could be dealt with by regulating provisions or practices of either
regulator (or both) has that effect, the regulator is required to respond to the advice
within 90 days. Similar provision applies where the Competition Commission makes
a recommendation to the regulator in a report under section 136 of the Enterprise
Act 2002 (reports on market investigation references). The regulator is not required
to accept and act on the advice but must have regard to the advice and state, with its
reasons, how it proposesto deal with the advice. Any response from the regulator must
be published.
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Under new section 140H if, having considered the response of the regulator, the OFT
or Competition Commission continues to consider that the regulating provisions or
practices of either regulator (or a combination of both) may cause or contribute to the
prevention, restriction or distortion of competition in the supply or acquisition of goods
and services in the United Kingdom, the OFT or Competition Commission may refer
thematter to the Treasury. The Treasury may, having considered the advice given by the
competition authority and the regulator’ s response and having consulted the regulator,
give adirection to the regulator requiring the regulator to take specified action.

New section 141A confers on the Treasury and the Secretary of State an order-making
power to amend legislation which makes reference to rules of either regulator or to
guidance issued by the FCA. This power only alows the Treasury or the Secretary
of State to amend such references where the regulator has altered or revoked its rules
or guidance. Under section 429 of FSMA, such orders will be subject to the negative
procedure.

Short selling

Section 25: functionsrelated to short selling

320.

Section 25(1) amends Part 8A of FSMA so as to confer on the FCA the FSA’s powers
under Part 8A.

Control over authorised persons

321.

322.

Part 12 of FSMA is primarily designed to implement European requirements in
respect of acquisitions or increases of control over certain types of firm such as credit
ingtitutions, investment firms and insurance undertakings. In summary, Part 12 requires
aperson (the“ section 178 notice-giver”) who decidesto acquire or increase control over
a UK authorised person to give notice to the FSA before making the acquisition (the
“section 178 notice™) (section 178(1) (obligation to notify the Authority: acquisitions
of control)).

“Acquiring control” isdefined in section 181 of FSMA and includes casesin which the
notice-giver intends to hold 10% or more of the shares of an authorised person or 10%
or more of the shares in the parent undertaking of the authorised person. “Increasing
control” is defined in section 182 of FSMA as a circumstance in which a person
increases the percentage of shares or voting power in the authorised person above
certain thresholds (for example, a person who decides to move from a shareholding of
19% to 22 % is required to give a section 178 notice). A notice is also required to be
submitted where aperson reduces control (asdefined in section 183 of FSMA) or ceases
to have control (section 191D(1)). Part 12 also confers certain powers to take action
where, for example, a person breaches the requirement to give a section 178 notice.

Section 26: Control over authorised persons

323.

324.

325.

Section 26(2) amends the references in Part 12 to the “ Authority” to references to the
“appropriate regulator”. Subsection (3) inserts into section 178 a hew subsection (2A)
which provides that the PRA, as the prudential regulator of a PRA-authorised persons,
is the “appropriate regulator” in cases concerning the change of control over PRA-
authorised persons. The FCA is the “appropriate regulator” in other cases. Therefore,
in the case of a person who wishes to acquire control in a PRA-authorised person, that
person would need to submit a section 178 notice to the PRA.

Subsection (4) amends section 179 (requirementsfor section 178 notices) with the effect
of imposing on the PRA and the FCA arequirement to publish alist of requirements as
to the form, information and accompanying documents for a section 178 notice.

Subsection (5) amends section 187 (approval with conditions) by inserting a new
subsection (2). Paragraph (a) of new subsection (2) replicates the effect of the existing
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subsection (2) which specifiesthat aregulator may grant approval of achange of control
subject to conditionswhere, if it were not to impose those conditions, it would propose
to object to the application (on the grounds specified in section 185 (assessment:
general)). Paragraph (b) is new and provides that the appropriate regulator may grant
conditional approval whereit is required to do so by virtue of adirection issued by the
other regulator under new section 187A(3)(b) or the new section 187B(3) (as the case
may be).

Subsection (6) inserts new sections 187A to 187C into FSMA.

New section 187A(1) requiresthe PRA to consult the FCA beforeapproving or objecting
to an acquisition of control over a PRA-authorised person and to supply to the FCA
relevant information. These requirements ensure that the FCA can consider and, if
necessary, make representations to the PRA concerning the acquisition of control over
afirm regulated by the FCA on a conduct of business basis. Subsection (3) confers a
power on the FCA, where it considers there are reasonable grounds for objecting to
the acquisition on the basis of the assessment criteria specified in section 186(f) (this
provision concernsthe risk of money laundering or terrorist financing being committed
or attempted), to direct the PRA (a) to object to the acquisition; or (b) to grant approval
subject to any conditions specified by the FCA. The FCA, in its capacity as the conduct
of businessregulator, will be best placed to make this assessment. If the PRA is subject
to adirection from the FCA under subsection (3) the PRA must indicate to the notice-
giver any representations received from the FCA. The effect of subsection (7) is that
the PRA could exerciseits power under new section 3l or new section 3J to prevent the
FCA from giving adirection under subsection (3).

New section 187B(1) requires the FCA to consult with the PRA before approving or
objecting to an acquisition of control where (a) the firm to which the section 178 notice
relates has a PRA -authorised person as a member of its“immediate group” (defined in
section 421ZA (inserted by section 48(2))) or (b) the section 178 notice-giver isa PRA-
authorised person. Subsection (2) enables the PRA to make representations to the FCA
on any of the matters set out in section 185(2) and section 186 (the criteriaagainst which
anotice must be assessed). Subsection (3) confers on the PRA apower (a) to direct the
FCA to object to the acquisition; or (b) to direct the FCA to grant approval subject to
any conditions specified by the PRA. This power is avail able where the PRA considers
that, on the basis of “relevant matters’ (defined in subsection (4) and including the
ability of the firm to meets its prudential requirement following the acquisition) there
are reasonable grounds to object to the acquisition.

New section 187C provides that where one regulator has directed the other to impose
conditions, it may direct the variation or cancellation of those conditions; and the other
regulator may not vary or cancel conditions other than in accordance with the direction
without first consulting the regulator which gave the direction.

Subsection (7) inserts a new subsection (4A) and (4B) into section 191A which require
the PRA and FCA to consult with one another before giving awarning notice objecting
to the acquisition of control in certain cases. Subsections (8) and (9) make similar
amendments in relation to sections 191B and 191C, which deal with restriction notices
and applications to court for orders for the sale of shares.

Subsection (10) requires the PRA and the FCA to provide each other with a copy of a
notice received under section 191D (regarding a disposition of control) in certain cases.

Subsections (11) and (12) make minor amendments to section 191E and 191G.

Section 27: Powers of regulatorsin relation to parent undertakings

333.

Section 27 confers powers on the regulators in relation to unregulated parent
undertakings. It inserts a new Part 12A comprising of sections 192A to 192N into
FSMA.
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New section 192A defines a “qualifying authorised person” as a body corporate
incorporated in the UK, which is a PRA-authorised person or an investment firm.
Subsections (4) to (9) make provision for the Treasury to amend aspects of this
definition by order.

New section 192B defines “qualifying parent undertaking” for the purposes of new Part
12A. To be aqualifying parent undertaking, the person must be the parent undertaking
of aqualifying authorised person or recognised investment exchange (which is not an
overseas investment exchange as defined by section 313(1) of FSMA (interpretation of
Part 18)); must beincorporated inthe UK or haveaplaceof businessinthe UK; must not
be an authorised person, recognised investment exchange or recognised clearing house
(see section 286 of FSMA); and must be afinancia institution of akind prescribed by
the Treasury by order.

New section 192C provides that the FCA or PRA may give adirection to a qualifying
parent undertaking if one of two conditions are satisfied. The first condition, set out in
subsection (2), is that the regulator considersthat it is desirable to give the direction to
advance, in the case of the FCA, one or more of its operational objectives and in the
case of the PRA, any of itsobjectives. The second condition, set out in subsection (3), is
that the regulator concerned is under EU law responsible for consolidated supervision
of the members of a group which contains a qualifying authorised person and the
regulator considersthat giving the direction is desirable for the purpose of the effective
consolidated supervision of the group. This condition might be met where, for example,
the acts of the qualifying parent undertaking are having an adverse effect on the ability
of the regulator to carry out effectively consolidated supervision of persons who are
not authorised persons (for example, subsidiaries established in other Member States).
Subsection (5) requiresthe regulator to consider whether it could use powersin relation
to authorised persons or recognised investment exchanges rather than this power, and
to have regard to the principle that a burden or restriction which isimposed should be
proportionate to the benefits, considered in general terms, that are expected to result.

New section 192D gives more detail as to the requirements that may be imposed under
section 192C.

New section 192E sets out the procedural requirements relating to the giving of
directions. If the regulator proposes to give a direction, it must first issue a written
notice to the qualifying parent undertaking and to any authorised person or recognised
investment exchange it thinks will be significantly affected, giving the details set out
at subsection (5). The direction may take effect immediately or on a specified date if
the regulator considers it necessary for it to do so. If no date is specified in this way,
the direction will take effect only after the time for referring the matter to the Tribunal
has expired and any reference and further appeal has been finally determined (see the
definition of “open to review” in section 391(8)). Subsections (7) and (8) require the
regulator to give further written notice of its response to any representations which are
made to the proposed direction. The regulator can decide not to give the direction (or
to cancel it if it has already taken effect), to propose adifferent direction (in which case
the original notice procedure must be repeated), or to proceed with the direction (in
which case the person concerned has afurther right to refer the matter to the Tribunal).
New section 192F also requires consultation between the regulators (and the Bank of
England where the direction isto be given to a person who is also a parent undertaking
of arecognised clearing house) before the issuing of notices under new section 192E.

New section 192G confers aright to refer to the Tribunal an exercise of aregulator’'s
powers in relation to the issuing of directions.

New section 192H requires each regulator to publish a statement of policy on the
exercise of its powers to issue directions, and to give a copy of the statement to
the Treasury. Under new section 1921, before publishing a statement of policy, the
regulators must first consult each other and the Bank of England and publish a draft
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for public consultation; they must also publish an account of what representations they
received and their response to them.

New section 192J enables the FCA and PRA to make rules requiring qualifying parent
undertakings (as defined by new section 192B) to provide information or documents
to the regulator.

New section 192K enables the FCA and PRA to impose penalties on, or publish a
statement of censure in relation to, a qualifying parent undertaking who has breached
adirection given under new section 192C or rules made under new section 192J. Such
action may not be taken outside the limitation period (as defined in subsection (5)).

New section 192L sets out the procedure the FCA and PRA must follow before taking
action under section 192K. Subsection (7) provides that a person who has received a
penalty or been the subject of astatement of censure may refer the matter tothe Tribunal.

New section 192M requires a regulator to provide a copy of any statement of censure
to certain persons (including the person in respect to whom it is made).

New section 192N requires the FCA and PRA to prepare a statement of policy with
respect to the imposition of, and amount of, penalties under new section 192K. The
regul ator must have regard to any such statement when exercising its power toimposea
penalty. The procedural requirements set out in section 1921 (including the requirement
to consult on adraft of the policy) apply.

Recognised investment exchanges and clearing houses

346.

347.

Part 18 of FSMA sets out the regime under which “recognised clearing houses’ and
“recognised investment exchanges’ (together “recognised bodies’) are regulated. A
person specified as arecognised body is exempt, for certain purposes, from the general
prohibition in section 19 of FSMA from carrying on regulated activities (section 285
(exemption for recognised investment exchanges and clearing houses)).

Under the new arrangements, the Bank is to be responsible for the regulation of
recognised clearing houses and the FCA is to be responsible for the regulation of
recognised investment exchanges. The Bank’ sfinancial stability objective (asamended
by section 2) will apply to its functions under Part 18.

Section 28: Exemption for recognised investment exchanges and recognised
clearing houses

348.

349.

Section 28 makes amendments to section 285 of FSMA. Section 285 defines
“recognised investment exchange” and “recognised clearing house” for the purposes
of FSMA and also describes in subsections (2) and (3) the exemption which each type
of recognised body has from the general prohibition specified in section 19 of FSMA
(the prohibition from carrying on regul ated activities without authorisation). Subsection
(2), for example, provides that a recognised investment exchange is exempt from the
general prohibition as respects any regulated activity whichis (a) carried on asa part of
the exchange' s business as an investment exchange; or (b) which is carried on for the
purposes of, or in connection with, the provision of clearing services by the exchange.
(Asaresult, prior to the amendments made by the Act coming into effect, arecognised
investment exchange need not be separately recognised as a recognised clearing house
in order to provide clearing services.)

Subsection (2) replaces subsection (2)(b) (the second limb of the exemption for
recognised investment exchanges which is referred to in the preceding paragraph).
Subsection (3) makes provision in relation to subsection (3) (the exemption for
recognised clearing houses). The general effect of these amendments is that a
recognised investment exchange will need to apply for the status of, and be specified
by the Bank of England as, a recognised clearing house in order to have a Part 18
exemption to provide clearing services. However, recognised investment exchanges
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will continue to benefit from an exemption in relation to any regulated activities carried
on for the purposes of facilitating the provision of clearing services by another person.
Recognised clearing houses will also (expressly) benefit from this exemption. An
example could be where clearing services are provided by arelated company (which
might be regulated outside the UK) and the UK recognised clearing house or recogni sed
investment exchange routes trades not arranged using itsfacilitiesto a separate clearing
house.

Subsection (4) inserts a new subsection (4) into section 285 which confers on the
Treasury a power to amend new subsection (2)(b) and new subsection (3)(b) from time
to time (for example, to expand or narrow the activities for which a recognised body
has exemption from the general prohibition). Section 49(2)(a) amends section 429 of
FSMA (Parliamentary control of statutory instruments) to provide that ordersunder this
subsection can only be made where a draft of the order has been laid before Parliament
and approved by aresolution of each House.

Section 29 and Schedule 7: Powersin relation to recognised investment exchanges
and clearing houses

351.

352.

353.

354.

355.

Section 29(1) inserts new section 285A. New section 285A providesthat for the purposes
of Part 18, the FCA isthe “appropriate regulator” in relation to recognised investment
exchanges, and that the Bank is the “appropriate regulator” in relation to recognised
clearing houses. Subsection (2) inserts new Schedule 17A to FSMA as set out in
Schedule 7 to the Act.

Paragraph 1 of new Schedule 17A requires the Bank and the FCA to prepare and
maintain a memorandum describing how they will work together in exercising their
functions in relation to recognised bodies. Sub-paragraph (2) specifies the matters
which must be included in the memorandum. Sub-paragraph (3) provides that a
reference in paragraph 1 to a “function” of the Bank and FCA means any function
however conferred. For example, it may be the case that a person specified as a
recognised investment exchange is also the operator of a recognised payment system
under Part 5 of the Banking Act 2009. In such a case the person would be regulated
by both the Bank (under Part 5 of the Banking Act 2009) and the FCA (under Part
18). Therefore it is appropriate that the memorandum makes provision to ensure the
authorities cooperate effectively whether in the discharge of functions under Part 18 of
FSMA or, for example, under directly applicable European measures.

Paragraph 2 requires the Bank, the FCA and the PRA to enter into a memorandum
setting out how they will work together in exercising their functions in relation to
persons who are recognised bodies and who are also PRA-authorised persons, or are
members of a group in which a member is a PRA-authorised person. The exemption
from the requirement to be authorised to carry on regulated activities, whichisconferred
on a person as a result of recognition under Part 18, extends only to activities which
are carried on for the purposes of, or in connection with, a person’s business as an
investment exchange or a person’ s business which consists of the provision of clearing
services. Therefore, if a person wishes to carry on a regulated activity which is not
part of such business that person will need to seek authorisation from the FCA (or
PRA and FCA as the case may be) and may be regulated by more than one body. This
memorandum ensures the effective coordination of the regulation of such persons.

Paragraph 3 requires the Bank and the FCA (and, if relevant, the PRA) to review
a memorandum entered into under paragraph 1 or paragraph 2 at least once each
calendar year. Each memorandum made under these paragraphs (and any revised
memoranda) must be sent to the Treasury (paragraph 4) and made public (paragraph
6). The Treasury are required to lay before Parliament a copy of each memorandum
they receive under paragraph 4 (paragraph 5).

Paragraph 7 requires the FCA to notify the Bank where it has issued a direction under
section 128 (suspension of investigations) to arecognised clearing house to suspend or
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to refrain from conducting an inquiry under its rules. Such a direction may be given
where the FCA considers it desirable or expedient in connection with the exercise or
possible exercise of a power relating to market abuse.

Paragraph 8 requires the FCA to notify the Bank of any requirement imposed on a
recognised clearing house under section 313A (power to reguire suspension or removal
of financial instruments from trading).

Part 2 of the new Schedule 17A applies certain provisions of FSMA to the Bank in
its capacity as the regulator of recognised clearing houses. These powers are available
to the FCA in relation to the regulation of recognised investment exchanges and are
therefore explicitly made avail able to the Bank in relation to recognised clearing houses
subject to certain modifications (including as made by paragraph 9(2)).

Paragraph 10 applies certain provisions of the new Part 9A (rules and guidance) in
relation to rules made by the Bank under any provision made by or under FSMA, for
example in relation to rules made under section 293(1) (notification requirements) or
under any power conferred by the Treasury in regulations made under section 286 (as
modified by section 30 (recognition requirements: power of FCA and Bank to make
rules). For example, sub-paragraph (1)(i) applies new section 138J, subject to the
omission of certain provisions, which will require the Bank to consult before making
rules unless the Bank considers that the delay in complying would be prejudicial to
financial stability (sub-paragraph (4)).

Paragraph 11 makes available to the Bank the powers conferred by section 165(1)
and (3), to require a recognised clearing house, or a person connected to a recognised
clearing house, to provide specified information and to produce specified documents
which are reasonably required in connection with the exercise by the Bank of the
functions conferred on it under Part 18, any of its other functions in pursuance of its
financial stability objective (so the Bank could require a recognised clearing house to
provide information reasonably required by the FPC) (sub-paragraph (2)) or which
would facilitate the discharge by the FCA of its regulatory functions.

Paragraph 12 makes avail able to the Bank the power conferred by section 166 in order
that it may require a recognised clearing house to provide a report to the Bank on any
matter in relation to which the Bank may require information under section 165 as
applied by paragraph 11.

Paragraph 13 makes available to the Bank the power to appoint persons to carry out
investigations into the nature, conduct or state of the business of arecognised clearing
house, a particular aspect of that business, or the ownership or control of arecognised
clearing house. Sub-paragraph (2) provides that a person appointed as an investigator
is to have the powers conferred by section 172 (additional power of person appointed
as aresult of section 168(1) and (4)) and 173 (powers of persons appointed as a result
of section 168(2)). For example, an investigator may require a person who is not the
subject of the investigation or is not connected with the person under investigation to
attend a meeting with the investigator.

Paragraph 14 makes available to the Bank the power to appoint investigators under
section 168(5) in particular cases, for example if there are circumstances suggesting
that a clearing house, in the context of an application to be arecognised body, has given
the Bank false or misleading information.

Paragraph 15 provides that an overseas regulator may request the Bank to require
information to be provided (in exercise of the power conferred by section 165 as applied
by paragraph 11).

Paragraph 16 applies section 176 (entry of premises under warrant) such that ajustice
of the peace may issue a warrant if satisfied that there are reasonable grounds for
believing that a person on whom an information requirement has been imposed by the
Bank, or by a person appointed by the Bank, has failed to comply with it.
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Paragraph 17 applies, with certain modifications, new sections 192C to 192N (inserted
by section 27) to the Bank such that the Bank may issue a direction to a qualifying
parent undertaking of a recognised clearing house which is not an overseas clearing
house (within the meaning of section 313(1) of FSMA) where it considers that it is
desirable to give the direction for the purpose of the effective regulation of one or
more recoghised clearing houses in that group. As a result of the application of new
section 192J, the Bank may make rules requiring qualifying parent undertakings of
recognised clearing housesto provide specified information or to produce documents of
a specified description and makes available the disciplinary powers under new sections
192K to 192N. Sub-paragraph (6) imposes on the Bank a requirement to consult the
FCA or the PRA before issuing directions under section 192E in certain cases (for
example where the parent undertaking concerned is also the parent undertaking of a
PRA-authorised person).

Paragraphs 18 to 21 apply sections 342 to 344 and 345A to 345E inrelation to auditors
of recognised clearing houses or persons with close links to such persons.

Paragraph 18 applies section 342 (information given by an auditor to a regulator)
such that a person who is, or has been, an auditor of a recognised clearing house
does not contravene any duty to which he is subject merely because he or she gives
to the Bank information on a matter on which he has, or had, become aware in his
capacity as an auditor of a recognised clearing house, or his opinion on any such
matter. Section 342(5) (asapplied) confers on the Treasury apower to make regul ations
prescribing the circumstances in which an auditor must communicate matters to the
Bank. Paragraph 19 applies section 343 (information given by auditor: person with
close links) which makes similar provision in relation to auditors of personswith close
links with recognised clearing houses (as defined in subsection (8) as applied, for
example, a parent undertaking of a recognised clearing house).

Paragraph 20 applies section 344 (duty of auditor resigning to give notice) such that
an auditor of arecognised clearing house is required to give notice to the Bank where
he resigns from office, or is removed from office by the recognised clearing house
concerned.

Paragraph 21applies new sections 345A to 345E (inserted into FSMA by paragraph
6 of Schedule 13) so as to make available to the Bank (in the event that an order
is made by the Treasury under section 345A(1)) disciplinary powers in relation to
relevant auditorswho have, for example, failed to comply with arequirement to disclose
information prescribed in regulations made by the Treasury under section 342 (as
applied by paragraph 18).

Paragraph 22 applies section 347 (as amended by paragraph 37 of Schedule 8) to
require the Bank to maintain arecord of every recognised clearing house.

Paragraph 23 applies sections 348 (restriction on disclosure of confidential information
by Authority etc) to 350 (disclosure of information by Inland Revenue) and 353
(removal of other restrictions on disclosure) in relation to any information received by
the Bank. This has the effect, for example of requiring the Bank to keep information
received in the discharge of its functions under Part 18 in confidence, save where
specified gateways are available.

Paragraph 24applies to the Bank in its capacity as regulator of recognised clearing
houses various powers conferred by Part 24 of FSMA upon the regulator of authorised
persons and recognised investment exchanges in the event of an authorised person’s/
recognised investment exchange’ sinsolvency. These powers are as follows: the power
to participate in court proceedings relating to a voluntary arrangement in connection
with any recognised clearing house (section 356); the power to participate in court
proceedings relating to trust deeds for creditors in Scotland in connection with
any recognised clearing house (section 358); the power to make an application for
administration of a recognised clearing house (section 359); the power to participate
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in proceedings where another person has made an administration application in respect
of arecognised clearing house (section 362); the power to participate in receivership
proceedings relating to a recognised clearing house (section 363); the power to
participate in proceedings relating to the voluntary winding up of arecognised clearing
house (section 265); the power to petition for the winding up of arecognised clearing
house (section 371). Paragraph 24 also makes provision applying section 362A, with
the effect that the Bank’ s consent will be required to the appointment of an administrator
in respect of arecognised clearing house.

Paragraph 25 confers on the Bank the power to apply for an order under section 423
of the Insolvency Act 1986 where arecognised clearing house has entered transactions
at an undervalue while carrying on a recognised activity for the purposes of, or in
connection with, the provision of clearing services.

Paragraph 26 gives the Bank the power to make an application to court under
section 380(1), (2) or (3) for an injunction, for example, in the event that the Bank
consider it reasonably likely that arecognised clearing house will contravene arelevant
requirement (which is defined in sub-paragraph (2)).

Paragraph 27 makes available to the Bank the power to apply to the court for an order
requiring aperson to make apayment whereit is satisfied that a person has contravened
a relevant requirement and that profits have accrued as a result of the contravention.
The definition of “relevant requirement” for this purposeis set out in paragraph 26(2).

Paragraph 28 givesthe Bank the power to require arecognised clearing house to make
a payment where the condition in sub-paragraph (2)(a) or (b) is met.

Paragraph 29 applies the provisions of Part 26 (notices) in relation to warning
or decision notices given by the Bank under new section 192L (qualifying parent
undertakings) (inserted by section 27), and under new section 312G (proposal to issue
apublic censure or impose afinancial penalty) and new section 312H (decision to issue
a public censure or impose a financial penalty) (inserted by section 33). For example,
section 387 sets out the matters which must be included in awarning notice.

Paragraph 30 applies section 398 such that it is an offence for a person, who,
in purported compliance with a requirement listed in that paragraph knowingly or
recklessly gives the Bank information which is false or misleading.

Paragraph 31 provides that the Bank may initiate proceedings with regard to the
prosecution of certain offences under the Act (as specified in sub-paragraph (1)).

Paragraph 32 applies paragraph 17 of Schedule 1ZB which has the effect of requiring
the Bank to put in place arrangements for the recording of decisions made by the Bank
in the exercise of its functions relating to recognised clearing houses.

Paragraph 33 applies paragraph 19 of Schedule 1ZB and has the effect of requiring the
Bank to produce an annual report concerning the discharge of its functions relating to
recognised clearing houses. The Bank is required to provide the Treasury with a copy
of the report, which the Treasury must lay before Parliament.

Paragraph 34 requires that the Bank must be given notice of (1) any application for
an administration order; (2) any petition presented for a winding up order; (3) any
proposed resolution for a voluntary winding up order or (4) any proposa to appoint
an administrator in respect of a UK clearing house. The term “UK clearing house” is
defined for the purposes of Part 18 of FSMA in section 313 of FSMA, as amended by
paragraph 36 of Schedule 8. A copy of the notice given to the Bank is required to be
filed (in Scotland, lodged) with the court. Once the Bank has received any such notice,
the application for the relevant order, resolution or appointment may not be determined
until two weeks have elapsed from the day upon which the Bank received the notice
unless the Bank has informed the person who gave the notice that it has no objection to
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the application and does not intend to exercise a stabilisation power under Part 1 of the
Banking Act 2009 in respect of the UK clearing house concerned.

383.  Paragraph 35 confers on the Bank the power to direct persons appointed asinsolvency
practitionersin relation to acompany which is, or which has been a UK clearing house.
Before giving any direction under this power, the Bank must (1) be satisfied that it is
desirable to give the direction, having regard to the public interest in protecting and
enhancing the stability of the UK financial system; protecting and enhancing public
confidencein the stability of the UK financial system and maintaining the continuity of
central counterparty clearing services, and (2) consult with the Treasury, the FCA, and
where the UK clearing house in question is a PRA-authorised person, the PRA. The
term “central counterparty clearing services’ is defined for the purposes of Part 18 of
FSMA section 313 of FSMA, as amended by paragraph 36 of Schedule 8.

384. Any direction given to an insolvency practitioner pursuant to paragraph 35 would
have to be compatible with the statutory provisions governing corporate insolvency
proceedings; and sub-paragraph (4) provides that the directions are enforceable by
an injunction (or in Scotland by an order for specific performance under section 45
of the Court of Session Act 1988). When acting (or taking no action) in accordance
with a direction under paragraph 35, the insolvency practitioner will not be liable for
damages, provided that the practitioner’s action (or inaction) was not in bad faith or in
contravention of section 6(1) of the Human Rights Act 1998.

385.  Paragraph 36 provides that the Bank may require recognised clearing houses to pay
fees in connection with the discharge of its qualifying functions including functions
under or as aresult of Part 18.

386. Paragraph 37 provides that any fees owed to the Bank under paragraph 36 may be
recovered as a debt due to the Bank.

Section 30: Recognition requirements. power of FCA and Bank to make rules

387.  Thissection inserts anew subsection (4F) into section 286 of FSMA (qualification for
recognition) which confers on the Treasury a power to make regulations setting out the
requirements which must be satisfied by an investment exchange or aclearing housein
order for it to qualify as arecognised body. Subsection (4F) provides that the Treasury
may, in regul ations made under section 286, confer on the Bank or the FCA (asthe case
may be) the power to make rules for the purposes of the regulations or any specified
provision made by the regulations. This power will enablethe Treasury to confer on the
appropriate regulator the power to make rules relating to the recognition requirements
whether those requirements are specified under directly applicable European regulation
(and only referred to in the domestic regulations) or are set out in the domestic
regulations. This enables further, or more prescriptive requirements (for example,
concerning what constitutes “ adequate resources’), to be imposed if necessary.

Section 31: additional power to direct UK clearing houses

388.  Section 31 inserts a new section 296A which confers an additional power of direction
on the Bank over UK clearing houses. (The term “UK clearing house” is defined for
the purposes of Part 18 of FSMA in section 313 of FSMA, as amended by paragraph
36 of Schedule 8.) This additional power of direction may only be used where the Bank
is satisfied that it is necessary to do so, having regard to four public interest criteria:
(2) protecting and enhancing the stability of the UK financial system; (2) maintaining
public confidence in the stability of the UK financial system; (3) maintaining the
continuity of the central counterparty clearing services provided by the clearing house
and (4) maintaining and enhancing the financial resilience of the clearing house.

389.  There are limitations on the purposes for which a direction under this power may be
given: The power may not be used to require a clearing house to take steps to comply
with any recognition requirements provided for in regulations made under section 286

42


http://www.legislation.gov.uk/id/ukpga/2012/21/section/30
http://www.legislation.gov.uk/id/ukpga/2012/21/section/30/4F
http://www.legislation.gov.uk/id/ukpga/2012/21/section/31
http://www.legislation.gov.uk/id/ukpga/2012/21/section/31
http://www.legislation.gov.uk/id/ukpga/2012/21/schedule/8/paragraph/36
http://www.legislation.gov.uk/id/ukpga/2012/21/schedule/8/paragraph/36
http://www.legislation.gov.uk/id/ukpga/2012/21/schedule/8

390.

These notes refer to the Financial Services Act 2012
(c.21) which received Royal Assent on 19 December 2012

of FSMA, any other obligation imposed upon it by or under FSMA, or any obligation
imposed upon it by any directly applicable EU regulation specified (or of a description
specified) inan order made by the Treasury pursuant to section 296. The power also may
not be used for the purpose of compelling a UK clearing house to accept any transfer
to it of the property, rights or liabilities of another clearing house.

Where the procedural requirements of section 298 (as amended by paragraph 16 of
Schedule 8) applicable to the giving of directions under new section 296A are not
followed (i.e. where the direction is given in reliance on section 298(7)), the Bank is
required to give reasons as to (1) why the direction was given, and (2) why no prior
notice that the direction was to be given was given.

Section 32: Recognised bodies. procedure for giving directions under s.296 etc

391.

392.

393.

394.

Section 32 sets out the procedural arrangements to be followed before the Bank or the
FCA (asthe case may be) may (a) give directions to arecognised body or (b) revoke a
recognition order. These changes are designed to simplify the powers.

Subsection (2) omitsparagraphs (b) and (c) of subsection (1) of section 296 of FSMA; as
aresult, the Bank and the FCA will no longer need to take stepsto bring to the attention
of the members of the recognised body, and any other persons which it considers are
likely to be affected, its proposal to issue a direction or revoke a recognition order.
Subsections (3) and (5) make provision consequential on the change to subsection (1).

Subsection (4) replaces subsection (4) such that the minimum period for making
representations in response to a notice issued by the Bank or the FCA (as the case may
be) setting out its intention to issue a direction is such period as is specified in the
notice, rather than a minimum period being set out on the face of the legidation. This
will enable the appropriate regulator to prescribe a shorter period than is currently the
case under FSMA (which prescribes a minimum period of two months), for example,
where the Bank needs to act urgently in the interests of addressing a potential threst
to financial stability.

Subsection (6) amends subsection (7) so as to enable the appropriate regulator to give
adirection without following the procedure set out in section 298 where it reasonably
considers it necessary. This aligns the circumstances in which the power can be used
with thosein which the PRA and the FCA may vary, with immediate effect, aperson’s
permission to carry on authorised activities (see new sections 55J and 55Y(3) inserted
by section 11).

Section 33: Power to take disciplinary measures against recognised bodies

395.

396.

397.

398.

Section 33 insertsinto FSMA new sections 312E to 312K. New sections 312E and 312F
confer on the Bank and the FCA new disciplinary powers.

New section 312E confers on the FCA and the Bank the power to publish a statement
that a recognised body has contravened arelevant requirement (defined in subsections
(2) and (3) respectively). Thisis consistent with the power available to the FCA and
the PRA to publish similar statements in relation to authorised persons (section 205
(public censure)).

New section 312F conferson the Bank and the FCA the power toimpose on arecognised
clearing house or recognised investment exchange (as the case may be) a financial
penalty. Thisis consistent with the power available to the FCA and the PRA in relation
to authorised persons (section 206 (financial penalties)).

New section 312G requires the Bank and the FCA, before publishing a statement
under section 312E, or imposing a financial penalty, to issue a warning notice. This
is consistent with the requirement imposed on the PRA and the FCA (section 207
(proposal to take disciplinary measures)). If, after considering any representations
received in response to the warning notice, the Bank or the FCA decide to take
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the proposed disciplinary step, the relevant regulator must issue a decision notice in
accordance with the requirement imposed by the new section 312H. Again, this is
consistent with the requirement imposed on the FCA and the PRA in relation to a
decisions to take disciplinary measures in relation to authorised persons (section 208
(decision natice)). A person who receives a decision notice under this section has the
right to refer the matter to the Tribunal (subsection (4)).

New section 3121 requiresthe Bank and the FCA (asthe case may be) to provide a copy
of a statement published under section 312E to the recognised body concerned, and to
any person to whom acopy of the decision notice was given under section 393(4) (third
party rights).

New section 312J requires the Bank and the FCA to prepare and issue a statement of
policy with respect to the imposition of financial penalties under new section 312F and
theamount of penaltiesunder that section. The policy asregardsthe amount of apenalty
must include having regard to the seriousness of the contravention in question and the
extent to which the contravention was deliberate or reckless. Before i ssuing astatement
of policy under this section, the Bank and the FCA are required to publish acopy of the
statement in draft form and conduct a consultation exercise (new section 312K).

Section 34: Repeal of special competition regime

401.

402.

403.

Section 34 omits Chapter 2 (competition scrutiny) and Chapter 3 (exclusion from the
Competition Act 1998) of Part 18.

Chapter 2 of Part 18 makes provision for the scrutiny by the OFT and the Competition
Commission of regulatory provisions issued by arecognised body and sets out various
roles for the Treasury and Chapter 3 disapplies certain provisions of the Competition
Act 1998.

Chapter 2 is now considered to be redundant, particularly as a result of the coming
into force of section 290A (refusal of recognition on ground of excessive regulatory
provision), which permits the appropriate regulator to refuse to make a recognition
order if it appears that an existing or proposed regulatory provision of the applicant (in
connection with relevant business) imposes or will impose an excessive requirement
on aperson affected directly or indirectly by it. The repeal of Chapter 2 meansthereis
no need to maintain the exclusions from the Competition Act 1998 in Chapter 3.

Section 35 and Schedule 8: Sections 28 to 34: minor and consequential
amendments

404.

405.

406.

407.

Section 35 introduces Schedule 8 which makes minor amendments to FSMA in
consequence of the conferral of the functions under Part 18 on the Bank (in relation
to recognised clearing houses) and the FCA (in relation to recognised investment
exchanges).

Paragraphs 2 to 36 of Schedule 8make amendments toPart 18mainly to amend
references to the FSA to the Bank or the FCA (as appropriate). The effect of the
amendments made byparagraphs 11, 14(3)(b) and 15(3)(c) is that the Bank and the
FCA (as the case may be) may take certain forms of action to enforce such directly
applicable requirements (specified in European law) as are specified in an order made
by the Treasury.

Paragraph 37 makes amendments to section 392 (warning and decision notices:
application of provisions relating to third party rights and access to evidence) so that
sections 393 (third party rights) and 394 (access to material of the relevant regulator)
apply where a warning notice or decision notice is given under the new section 312G
or 312H.

Paragraph 38 makes amendments to section 412A of FSMA (approval and monitoring
of trade-matching and reporting systems) to transfer to the FCA the FSA's functions
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under that section and paragraph 39makes similar amendments to section 412B
(procedure for approval and suspension or withdrawal of approval).

Suspension and removal of financial instruments from trading

Section 36: Suspension and removal of financial instruments from trading

408.

400.

Section 36 makes amendments to Part 18A of FSMA to confer on the FCA the FSA’s
functions under that Part.

Part 18A implements certain requirements set out in the Markets in Financia
Instruments Directive (Directive 2004/39/EC). The power conferred under Part 18A
will enablethe FCA torequire an institution to suspend or remove afinancial instrument
from trading in order to protect the interests of investors or the orderly functioning of
the financial markets (section 313A).

Discipline and enfor cement

Section 37 and Schedule 9: Discipline and enforcement

410.

411.

412.

413.

Section 37(1) introduces Schedule 9 which contains various amendments to FSMA
which confer powers relating to disciplinary and enforcement measures. Section 37(2)
enables the Treasury to amend and to repeal various provisions of FSMA as amended
by the Act: see the paragraphs below dealing with paragraph 30 of Schedule 9.

Part 2 of Schedule 9amends section 20 (authorised persons acting without permission).
The effect isthat a person who is authorised by the FCA to carry on regulated activities,
and who carrieson aregulated activity or purportsto do so otherwisethan in accordance
with the permission, is to be taken to have contravened a regquirement imposed by the
FCA. This means that the FCA could, for example, take disciplinary action under Part
14 of FSMA (see below) in relation to that contravention. Also, a PRA-authorised
person who carries on a regulated activity or purports to do so otherwise than in
accordance with the permission is to be taken to have contravened a requirement
imposed by the FCA and the PRA, which means that either regulator could take
disciplinary action in relation to the contravention.

Paragraph 3amends section 23 (contravention of the general prohibition) so as to
provide that an authorised person is guilty of an offence if that person carries on a
credit-related regulated activity in the UK or purports to do so without the appropriate
permission. “Credit-related regulated activity” means a regulated activity of a kind
designated by the Treasury. The Treasury may only designate a regulated activity if it
involves a person entering into, administering or being able to exercise therights of the
lender under a credit agreement or enforcing debts under such an agreement. By virtue
of new section 23A inserted by paragraph 4, the first order under section 23(1B) and
any subsequent order which specifiesan additional credit-related regulated activity (and
so extends the scope of the criminal offence) is subject to the affirmative procedure.

Paragraph 5inserts section 26A of FSMA. This makes provision for agreements
made by an authorised person in contravention of section 20 where the entry into
the agreement involves the carrying on of a credit-related regulated activity. Such
agreements are unenforceable against the other party. The other party is entitled to
recover any money or property paid or transferred under the agreement and to recover
compensation for any loss sustained as a result. Subsections (4) and (5) provide that if
the administration of an agreement or taking steps to procure payments of debts is a
credit-related regulated activity, the agreement may not be enforced by a person who
does not have permission to carry on such an activity. These provisions would not
prevent the agreement being enforced by another person who did have the appropriate
permission.
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Paragraph 8 inserts sections 28A and 28B of FSMA. These sections make further
provision for credit-related agreements rendered unenforceable by section 26, 26A or
27 including that the person may apply to the FCA (rather than the court) for a notice
to allow the agreement to be enforced or money paid or property transferred under the
agreement to be retained. The FCA may only give such a notice where satisfied that it
isjust and equitable to do so in the circumstances of the case.

Part 3 of Schedule 9makes certain amendmentsto Part 8 of FSMA (market abuse). Part
8 confers powers on the FSA to impose penalties for market abuse (see section 118)
and to publish the Code of Market Conduct (section 119). Under the new arrangements,
the FCA isto assume the FSA’ s functions under Part 8; therefore, paragraph 9 of the
Schedule amends FSM A and replaces references to the “ Authority” with references to
the“FCA” in the relevant places.

Part 4 of Schedule 9amends Part 14 of FSMA (disciplinary measures). Part 14
confers powers to issue a statement that a person has contravened a requirement
(section 205), impose a financial penalty (section 206) or suspend, or impose a
restriction on, a person’s authorisation under Part 4 of FSMA to carry on regulated
activities (section 206A)) These powers may be exercised where, currently, the FSA
considersthat an authorised person has contravened arequirement imposed by or under
the Act or by any directly applicable Community regulation made under the marketsin
financia instruments directive (Directive 2004/39/EC).

The amendments give the PRA and the FCA powers to take action in relation to
contraventions of requirements imposed by or under the Act or a qualifying EU
provision (see new section 425C, inserted by section 48). New section 204A sets out
when the powers are available to the FCA and when they are available to the PRA.

Part 5 of Schedule 9makes amendments to Part 25 of FSMA (injunctions and
restitution). Paragraph 19 amends section 380 (under which the court may grant an
injunction where, for example, it is satisfied that thereisareasonablelikelihood that any
person will contravene a relevant requirement) to enable the PRA (in specified cases)
and the FCA (in other cases) to make an application to court for an injunction.

Paragraph 20 amends section 381 which confers a power to apply for an injunction
to prevent threatened or continuing market abuse, to require a person to remedy the
consequences of market abuse or to prevent the disposal of assets. As the FCA isto
assume the FSA’s functions under Part 8 relating to market abuse, the powers under
section 381 are aso transferred to the FCA.

Paragraph 21 amends section 382 to enable the PRA and the FCA (asthe case may be)
to apply to the court for an order requiring a person to pay a sum by way of restitution.
Section 382 (asamended) enabl estherel evant regul ator to apply to the court for an order
requiring a person to pay to the regulator concerned such sum as the court considers
to be just having regard to (@) the profits appearing to have accrued as a result of a
contravention of arelevant requirement; (b) the extent of theloss or other adverse effect
arising asaresult of the contravention. Any amount received by the regulator asaresult
of an order issued by the court under subsection (2) must be paid to such qualifying
person (for example a consumer who suffers loss as a result of the contravention) as
the regulator may direct. Section 383 provides for applications for restitution ordersin
cases of market abuse so powers under this section are transferred to the FCA.

Paragraph 23 amends section 384 so as to enable the PRA and the FCA (as the
case may be) to require a person to make payments by way of restitution where the
relevant regulator is satisfied that the person has, for example, contravened a relevant
requirement (defined in section 384(7)) and: () that profits have accrued to that person
as aresult of the contravention; or (b) that one or more persons have suffered loss or
have been otherwise adversely affected as aresult of the contravention. Paragraphs 24
and 25 make consequential changes to sections 385 and 386.
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Part 6 of Schedule 9 makes amendmentsin relation to Part 26 of FSMA (nhotices). Part
26 makes provisionin relation to the different types of noticeswhich are required to be
givenin specified circumstances under the Act (for example, where arelevant regulator
proposes to impose on a person afinancial penalty).

Section 387 sets out the matters which must be included in a warning notice (for
example, the notice must specify the period in which the subject of the notice may
make representations to the relevant regulator regarding the proposed action described
inthe notice). Section 388 makes similar provision in relation to decision noticeswhich
are required to be given where the relevant regulator has decided to take the action
described in the warning notice. In the event that a regulator decides not to take the
action set out in the warning notice, or the action to which a decision notice relates, a
“notice of discontinuance” must be issued (section 389). Section 390 makes provision
for final notices which are required to be given where a decision notice has been given
and the matter has not been referred to the Tribunal within the time limit specified in
the notice, or where the matter has been referred to the Tribunal and has been dealt with
in accordance with any directions of the Tribunal.

Paragraphs 26 to 29 make consequential changes so that the requirements regarding
notices under these sections are to apply to the PRA and the FCA (as the case may
be). In addition paragraph 26(4) changes the minimum time period within which a
person must have an opportunity to make representations to the FCA or the PRA (as
the case may be) concerning matters referred to in a warning notice (such period may
be extended by the relevant regulator). This period is to be reduced from 28 days to
14 daysin order to enable the regulators to take disciplinary action more expeditiously
(for example, in relation to contraventions which have been admitted by an authorised
person), albeit that each regulator may extend this period on a case-by-case basis. A
corresponding reduction in the period in which representations may be made is made
in section 393 (third party rights).

Section 391 of FSMA imposes a general prohibition on the FSA against publishing
a warning notice or details concerning the notice. Paragraph 30(2)replaces
section 391(1) and relaxes the general prohibition on the publication of information
about warning notices given under the sections referred to in the new subsection (1ZB)
such that the FCA or the PRA (as the case may be) may publish information about
warning notices givenin certain cases. Before publishing such information, the relevant
authority must consult the person to whom the noticeis given or copied, and must be of
the view that the publication of the information would not, for example, be unfair to the
person with respect to whom the action is proposed to be taken (see new subsection (6)
and (6A)). Section 395 (as amended by paragraph 34) makes further provision as to
the procedure to be followed when the regulator is determining whether publication
of information about a warning notice is appropriate. Section 37(2) gives the Treasury
the power, by order subject to the affirmative procedure, to amend section 391(1) to
reimpose ageneral prohibition against publishing awarning notice or detailsconcerning
the notice, if the Treasury considersit isin the public interest to do so; the order may
also make certain repealsin consequence of such an amendment.

Paragraphs 32 and 33 make consequential amendments to sections 393 and 394 in
order to apply them to the FCA and the PRA (as the case may be). Section 393 imposes
arequirement to give acopy of awarning notice or decision notice to which the section
appliesto athird party where any reasons set out in the notice relate to a matter which
identifies that person and where, in the opinion of the relevant authority, any of those
reasons are prejudicial to thethird party. A person who receives acopy of the notice has
certain rights (see, for example, subsections (3) and (12)). Section 393 confers aright
on aperson who has received awarning or decision notice to which section 394 applies
to access the material on which the relevant authority has relied in taking the decision
which gave rise to the notice; and any secondary material, which, in the opinion of the
relevant regulator, might undermine that decision.
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427.  Section 395 deals with how the procedure to be followed in relation to the giving of
supervisory notices (defined in subsection (13)), warning notices and decision notices
isto be determined. Section 395 currently prohibits procedures which permit a person
who has been involved in gathering evidence for a decision to be involved in making
that decision. Paragraph 34(3) and (4) make amendments to section 395 so as to
permit the regulators to adopt procedures which allow decisions of a kind described
in section 395(1)(a) to (c) (decisions which give rise to a duty to give a supervisory
notice, a warning notice or a decision notice) to be taken by a person who has been
directly involved in establishing the evidence on which the decision is based provided
that at least one person is involved in making the decision who was not directly
involved in establishing the evidence. The amendments also provide that a decision
under section 391(1)(c) to publish information about the matter to which a warning
notice relates must be taken by a person other than the person by whom the decision
to publish was first proposed and in accordance with a procedure which is, so far as
possible, the same as the procedure applicable to the decision to issue the warning
notice.

428.  Paragraph 34 also makes consequentia changesto section 395 so that it appliesto both
the FCA and the PRA. Paragraph 35 makes consequential changes to section 396.

429. Part 7 of Schedule 9 makes provision in relation to specific offences which, currently,
the FSA has the power to prosecute.

430. Paragraph 36 makes consequential amendments to section 398 (misleading the
Authority: residual cases) such that a person who, in purported compliance with a
requirement imposed by or under FSMA knowingly or recklessly gives the PRA or
the FCA (as the case may be) information which is false or misleading in a material
particular istaken to have committed an offence.

431. Paragraph 37provides that references to offences in section 400 include an offence
under Part 7 of the Financial Services Act 2012.

432.  Paragraphs 38 to 40 make amendments to sections 401, 402 and 403 and specify the
circumstances in which the PRA and the FCA have the power to prosecute offences
under FSMA andin certain other cases. These provisionsare al so applied to the offences
under Part 7 of the Financial Services Act 2012.

433.  Part 8 of Schedule 9inserts new section 415B which requires the PRA and the FCA (as
the case may be) to consult with the other authority before taking certain qualifying
steps (specified in subsection (3) of that section).

Financial Services Compensation Scheme

Section 38 and Schedule 10: The Financial Services Compensation Scheme

434.  Section 38 and Schedule 10 amend Parts 15 and 15A of FSMA (the Financial Services
Compensation Scheme and other schemes). The amendments to section 213 provide
for the regulators to make rules covering persons who have assumed responsibility for
liabilities arising from acts or omissions of relevant persons (“successors’) in cases
where they are unable, or likely to be unable, to satisfy claims against them that are
based on those acts or omissions. They also provide for the Treasury to make an order
specifying the cases in which the FCA may, or may not, make rules and the cases in
which the PRA may, or may not, make rules. The order must be approved in draft by
each House of Parliament (see section 429 of FSMA).

435. Each regulator must consult the other before making scheme rules. And new
section 3E(3)(c), inserted by section 6, requires the regulators to set out in their
memorandum how they will exercisetheir functionsin relation to the Financial Services
Compensation Scheme (FSCS).
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These notes refer to the Financial Services Act 2012
(c.21) which received Royal Assent on 19 December 2012

New section 217A provides for the FCA, PRA and the scheme manager of the FSCS
to cooperate with each other in relation to the FSCS. The regulators and the scheme
manager must also prepare and maintain a memorandum describing how they will do
this. The memorandum must be published by the scheme manager.

New section 217B requires the scheme manager to prepare and publish an annual plan.

The amendments to section 218 of FSMA (annua report) allows the Treasury to direct
the scheme manager to comply with provisions of the Companies Act 2006 dealing
with accounts and audit which would otherwise not apply to it. The direction may
modify provisions of the Companies Act 2006 dealing with accounts and audit in their
application to the scheme manager.

New section 218ZA providesfor the accounts of the FSCSto be audited by the National
Audit Office. The National Audit Office carries out audit functions of the Comptroller
and Auditor General. The Treasury must lay before Parliament the certified accounts
of the FSCS and the report of the Comptroller and Auditor General on them.

Section 38(2) makesaconsequential amendment to section 224F of FSMA, in respect of
the power to make rules in connection with the exercise by the FSCS scheme manager
of functionsin respect of relevant schemes (as defined in section 224B).

Financial ombudsman service

Section 39 and Schedule 11: The financial ombudsman service

441.

442.

443.

445,

446.

Section 39 and Schedule 11 amend the provisions of FSMA relating to the Financial
Ombudsman Service (FOS).

Section 228(6) of FSMA provides that a complainant is treated as having rejected
an ombudsman’s determination if the complainant does not accept or reject the
determination by a date specified by the ombudsman. New subsection (6A) enables a
complainant to accept adetermination after the deadline has passed, if certain conditions
are met. It isintended that the scheme operator of the FOS will make rules specifying
the circumstances in which complainants will not be treated as having rejected a
determination.

New section 230A places a duty on the scheme operator of the FOS to publish reports
of determinations. However, areport (or part of areport) must not be published if the
ombudsman making the determination informs the scheme operator that publication of
the report (or part of it) isinappropriate. The report of a determination will not include
the name of the complainant or any particulars which the scheme operator deemslikely
to identify the complainant, unless the complainant agrees.

New section 232A requires the scheme operator of the FOS to disclose information to
the FCA in circumstanceswhere it considersthat the information might be of assistance
to the FCA in advancing one or more of its operational objectives.

New section 1C(2)(h) (see section 6) places a duty on the FCA to have regard to any
information which the scheme operator of the FOS has provided to the FCA pursuant
to new section 232A (in considering what degree of protection for consumers may be
appropriate, for the purposes of securing the FCA’s consumer protection objective).

Paragraph 12 inserts a new section 234B. This provision provides that a “successor
firm” that takes over liability for the acts or omissions of a predecessor firm can be
a respondent to a complaint made under the FOS regarding a predecessor firm. The
aim of this provision is not to require a firm which acquires the business of another to
accept liability for subsequent FOS claims but to ensure that where the firm has agreed
to accept such liability, it also becomes a potential respondent to a complaint before the
ombudsman scheme. The amendment applies equally to businesses that fall under the
consumer credit jurisdiction and the voluntary jurisdiction.
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These notes refer to the Financial Services Act 2012
(c.21) which received Royal Assent on 19 December 2012

Paragraph 16 inserts a new paragraph 3A into schedule 17 FSMA (the ombudsman
scheme). Thisprovidesfor cooperation between the scheme operator of the FOS and the
FCA inthe exercise of their separate functions. It reflectsthe fact that some cooperation
is necessary for the FCA and the scheme operator of the FOS to each carry out their
functions as effectively and as efficiently as possible. It makes cooperation compul sory
but is silent as to the form that cooperation should take (except for the requirement to
prepare and maintain a memorandum).

Paragraph 18 allows the Treasury to direct the scheme operator to comply with
provisions of the Companies Act 2006 dealing with accounts and audit which would
otherwise not apply to it. The direction may modify provisions of the Companies Act
2006 dealing with accounts and audit in their application to the scheme operator.

Paragraph 19 provides for the accounts of the scheme operator to be audited by the
National Audit Office. The National Audit Office carries out audit functions of the
Comptroller and Auditor General. The Treasury must lay before Parliament the certified
accounts of the scheme operator and the report of the Comptroller and Auditor General
on them.

Lloyd’'s

Section 40: Lloyd's

450.

451.

452.

453.

454.

Section 40 amends Part 19 of FSMA which imposes duties and confers powers on the
FSA inrelation to Lloyd s of London. The effect of section 40 isto impose these duties
and confer these powers on both the FCA and the PRA.

Subsection (2) amends section 314 to require the FCA and PRA to keep themselves
informed about the way in which the Council of Lloyd's supervises and regul ates the
market at Lloyd' s and the way in which regulated activities that the regulator regul ates
are being carried on in that market. The duty only appliesin so far asit is appropriate
for the purpose of, for the FCA, advancing its operational objectives and, for the PRA,
for advancing its general objective and insurance objective (if effecting or carrying out
of contracts of insuranceis a PRA-regulated activity such that new section 2C applies).

Subsection (3) inserts new section 314A which modifies the application of the PRA’s
objectives and related provisions such as new section 3| (power of PRA to require
FCA to refrain from specified action) so that the reference to PRA-authorised persons
includes a reference to the Society of Lloyd's and its members, taken together,
notwithstanding the fact that the members of Lloyd' s are not authorised persons. Thus
the general objective applies to require the PRA to promote the safety and soundness
of the Society and its members, taken together, and the power in section 31 may be
exercisable where the PRA is of the opinion that the exercise by the FCA of aproposed
power may result in thedisorderly failure of the Society and its memberstaken together.

Subsection (4) substitutes section 315 of FSMA. It provides that if an activity carried
on by the Society isaregulated activity, the order made under section 22 of FSMA may
make provision disapplying any requirement of FSMA which relates to the registered
office of abody corporate.

Subsection (5) amends section 316 of FSMA. The effect of theamendmentsisto provide
that either the PRA or FCA may exercise the power of direction if it considersthat it is
necessary or expedient to do so for the purpose of advancing its operational objectives
(inthe case of the FCA) or general objectiveor, if applicable, insurance objective (inthe
case of the PRA). The subsection also inserts new subsection (1B) which provides that
if adirection would apply the general prohibition to members of Lloyd's (i.e. require
members of Lloyd's to be authorised persons), it may be given only with the consent
of the other regulator.
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These notes refer to the Financial Services Act 2012
(c.21) which received Royal Assent on 19 December 2012

Subsection (7) amends section 318 FSMA.. The effect of the amendmentsisto provide
that either the PRA or FCA may exercise the power of direction to the Council or
Society if it considers that it is necessary or expedient to do so for the purpose of
advancing its operational abjectives (in the case of the FCA) or general objective or, if
applicable, insurance objective (in the case of the PRA).

Subsection (8) amends section 319 (consultation in connection with the exercise of
the powers under section 316 and 318). Each regulator must consult the other before
exercising apower of direction under section 316 or 318. Provisionismadeto allow the
regulator to dispense with the duty to consult publicly on a proposed direction (in the
case of the FCA, on the basis that to comply with the duty would be prejudicial to the
interests of consumers, and in the case of the PRA, on the basis that to comply with the
duty would be prejudicial to the safety and soundness of the Society and the members
of the Society, or if applicable, itsinsurance objective). Subsection (8) also amendsthe
definition of “cost benefit analysis’ in section 319(10).

Subsection (9) amends section 320 (former underwriting members). The power to
impose requirements on former underwriting membersis conferred on the PRA (unless
the activity of effecting or carrying out of contracts of insurance is not a PRA-
regulated activity in which case the power is exercisable by the FCA). Subsection (10)
makes related amendments to section 321 (procedure for requirements imposed under
section 320) including requiring the PRA to consult the FCA before giving notice under
section 320.

Subsection (11) amends section 322 (rules applicableto former underwriting members).
The power to make rules imposing requirements on former underwriting membersis
conferred on the PRA (unless the activity of effecting or carrying out of contracts of
insurance is not a PRA-regulated activity in which case the power is exercisable by
the FCA).

Information

Section 41 and Schedule 12: Information, investigations, disclosure etc.

450.

460.

461.

Section 41 introduces Schedule 12 which makes various amendments to FSMA
including amendmentsrel ating to information gathering and investigations (Part 1) and
the public record, disclosure of information and cooperation (Part 2)).

Paragraphs1to 5 of Schedule 12 amend sections 165 to 166 of FSMA, transferring the
information gathering powers of the FSA under these sections to the new regulators,
or to the relevant regulator as the case may be (for example, the FCA in certain of
the amendments to section 165(7) made by paragraph 1(6), or the PRA in relation to
the power to obtain information relating to financial stability under sections 165A and
165B as amended by paragraphs 2 and 3). The power in section 166 to require an
authorised person to appoint a“ skilled person” to produce areport is aso extended so
that the regulators may appoint such a skilled person directly and recover the cost from
the authorised person in question.

Paragraph 4 amends section 165C of FSMA. This relates to the making of an order
by the Treasury under section 165A(2)(d) of FSMA to prescribe persons in relation
to whom the PRA may impose a requirement to provide information or produce a
document in connection with financia stability. The amendment provides that, in
addition to the existing basis on which this power may be exercised (the activities
carried on by the person pose or would be likely to pose a serious threat to the stability
of the UK financial system), the Treasury may make such an order to implement a
recommendation made by the FPC under section 9P of the BoE Act. Section 9P(4)
of that Act (as inserted by section 4) provides that the FPC may only give such a
recommendation if it considersthat the making of an order under section 165A (2)(d) of
FSMA inthe manner recommended isdesirablefor the purposes of the FPC’ sfunctions.
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These notes refer to the Financial Services Act 2012
(c.21) which received Royal Assent on 19 December 2012

Paragraph 6 inserts a new section 166A which confers a power on the regulators
to require an authorised person to appoint a “skilled person” to collect or update
information which the authorised person was required (but failed) to collect or maintain
under rulesimposed by that regulator, for example in relation to recovery plans; it also
confers a power for the regulators to make the appointment directly and to recover the
cost from the authorised person. Aswith new section 137N, new section 166A facilitates
the collection of confidential information from others (for example, other members of
the authorised person’s group) (subsection (7)) and enables the authorised person to
disclose confidential information if required (subsection (8)).

Paragraphs 7 to 14amend sections 167 to 176 of FSMA, transferring powers of the
FSA under these sections to the new regulators, or the relevant regulator as the case
may be, including powersin relation to investigations, information and documents, and
entry to premises under warrants.

Paragraph 13(3) also amends section 175 to provide that where a regulator or
investigator has obtained documents under information-gathering powers set out in Part
11 of FSMA, they may retain the originals for aslong as necessary for the purpose for
which they were requested, or until any legal proceeding are concluded. The effect of
paragraph 14(3) is to place on a statutory footing in a uniform way across the United
Kingdom the provisionsrel ating to the execution of warrantsand the powersexercisable
by those accompanying the constable in the execution of the warrant, for example FCA
or PRA staff who accompany a constable in entering and searching premises under
a warrant. And paragraph 15 inserts new section 176A which provides for original
documents seized under a warrant to be retained as long as may be necessary, but for
the owner to be able to apply for a court order requiring their return; this replaces the
three month limit for retention set out in section 176(8) (though that limit is extended
if criminal proceedings are commenced within that period).

Section 347 of FSMA requires the FSA to maintain a publicly available record of
certain details about authorised persons (and other categories of persons set out in
subsection (1)), including details of the services provided by authorised persons,
their addresses, and any other information the FSA thinks is appropriate. Paragraph
16transfers the function of maintaining the record of authorised persons (including
PRA-authorised persons) to the FCA; the public record to be maintained by the FCA
will not include recognised clearing houses (sub-paragraphs (2) and (3)).Paragraph
17 inserts a new section 347A, which requires the PRA to give the FCA information
needed to maintain the record.

Paragraphs 18 to 23make consequential amendments to sections 348, 349, 350, 351,
351A and 353 of FSMA, replacing references to the FSA with references to the new
regulators; these sectionsdeal with restrictions on disclosure of information. Paragraph
20 aso amends section 350 so that HMRC may provide information to the FCA and
the PRA for any of the FCA’ s or the PRA’ sfunctions, rather than only for the purposes
of an investigation under section 168.

Paragraph 24inserts new section 353A which protects information about monetary
policy, financial stability operations and private banking services that has been
provided by the Bank of England. The regulators must not disclose this information
(subsection (1)) though they may, for example, disclose such information to each other
(subsection (6)(a)) and to investigators (subsections (7) and (8)).

Section 354 of FSMA imposes a duty on the FSA to cooperate with various bodies.
Paragraph 24 replaces section 354 with new sections 354A and 354B, impaosing duties
on the new regulators to cooperate with the persons listed in those new sections.

New section 354C requires the PRA to provide information to the Bank to assist the
Bank in achieving its financial stability objective set out in section 2A(1) of the Bank
of England Act 1998, which (as amended by section 2) is to protect and enhance the
stability of the financial system of the United Kingdom.
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Auditorsand actuaries

Section 42 and Schedule 13; Auditors and actuaries

470.

471.

472.

473.

474.

475.

476.

Section 42 introduces Schedule 13 which amends Part 22 of FSMA (auditors and
actuaries).

Paragraph 2 of Schedule 13 inserts new section 339A. This requires the arrangements
that the PRA maintains to supervise PRA-authorised persons to include arrangements
for the sharing with auditors of PRA-authorised persons of information and the
exchange of opinions with such auditors. The PRA must issue and maintain a code of
practice outlining how it will comply with this duty.

Paragraph 3confers on the PRA and FCA the FSA’s existing powers. to make rules
requiring the appointment of an auditor or actuary; to impose duties on auditors and
actuaries; and to require authorised persons to produce periodic financial reports, and
to have them reported on by an auditor or actuary. The PRA is required to make rules
imposing on auditors of PRA-authorised persons a duty to cooperate with the PRA in
connection with the supervision by the PRA of PRA-authorised persons. The FCA may,
but is not required to, make such rules.

Paragraphs 4 and 5 make consequential amendments to sections 342 and 343 of
FSMA, so that auditors and actuaries may provide information to the PRA and the FCA
that is relevant to their functions, notwithstanding ordinary duties of confidentiality.
Amendments are also made to subsections (1) and (3) of those sections to extend the
provision to auditors of recognised investment exchanges such that auditors of such
bodies (or persons with close links to such bodies (see the amendments to section 343
(information given by auditor or actuaries: persons with close links) (paragraph 5))
may discloseinformation to the FCA without breaching confidentiality requirementsto
which they are subject. Paragraph 6 makes consequential amendments to section 344,
so that auditors and actuaries who resign, who are removed from office or who are not
reappointed must give notice to the FCA or the PRA as appropriate.

Paragraph 7 replaces the existing power in section 345 for the FSA to disqualify an
auditor or actuary from acting for any authorised person or class of authorised person or
recognised investment exchange as the case may be. New section 345 establishes that
where an auditor or actuary has failed to comply with a duty imposed by FCA rules,
or to passinformation to the FCA when required under FSMA to do so, the FCA may
disgualify them from acting for any authorised person or class of authorised person or
recognised investment exchange or class or recognised investment exchange, impose
afine, or publicly censure them.

The PRA will be able to exercise equivalent powers under new section 345A. But these
powerswill only be exercisable if an order made by Treasury provides for the relevant
provisions to have effect. The power of the PRA to disqualify an auditor or actuary
will be limited to disqualification from acting for any PRA-authorised person or class
of PRA-authorised person. But where a PRA disqualificationisin force, the FCA will
be able under new section 345(3) to widen the disgualification to any FCA-authorised
person or class of FCA-authorised person.

New section 345B provides for warning notices and decision notices to be issued
in respect of the exercise of powers conferred by new sections 345 and 345A; the
procedural provisionsin Part 26 will apply to such notices; and the auditor or actuary
will have aright to appeal to the Tribunal (new section 345B(7). New sections 345D
and 345E require the regulators to consult on, and publish, a statement of policy on the
imposition of penalties. Paragraph 8 brings the disciplinary powers over auditors and
actuaries within sections 393 and 394 (third party rights and access to evidence).
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These notes refer to the Financial Services Act 2012
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Consumer protection and competition

Section 43: Provision about consumer protection and competition

477.

478.

479.

480.

481.

Section 43 inserts new Part 16A (new sections 234C to 234H) into FSMA. These
provisions relate to complaints and references which may be made to the FCA in
relation to competition or matters which adversely affect the interests of consumers.

New section 234C enabl es bodies which represent the interests of consumers and which
have been designated by the Treasury to make a complaint to the FCA that afeature of
the market in the United Kingdom for financial servicesor combination of featuresisor
appears to be significantly damaging to the interests of consumers. Sections 425A and
425B (meaning of “consumers’) apply for the purposes of this section but those who
are authorised persons are not to be treated as consumers for this purpose. This means
that bodies which primarily represent the interests of authorised persons cannot be
designated for these purposes. This provision is similar to the mechanism in section 11
of the Enterprise Act 2002 for designated consumer bodiesto make “ super-complaints”
to the Office of Fair Trading.

New section 234D enables the scheme operator under Part 16 of FSMA (the Financial
Ombudsman Scheme) or “regulated persons’ (which is defined as authorised persons
and certain other financial institutions) to make areferenceto the FCA. References may
be made on two separate bases. First a reference may be made where it appears that
there may have been regular failure by one or more regulated persons to comply with
requirements and as a result consumers have suffered, or may suffer, loss of damage
in respect of which aremedy or relief could be obtained in legal proceedings. Second
a reference may be made where it appears that one or more regulated persons has on
aregular basis acted in such away that were a complaint made under the ombudsman
schemeit islikely that the complaint would be determined in favour of the complainant
and also that the ombudsman would be likely to make an award or give a direction
in favour of the complainant (provided the ombudsman has power to make awards or
give directions). In either case, where the reference is made by aregulated person, the
reference must relate to his own failure. New section 234E deals with the response
by the FCA to a complaint under section 234C or a reference under section 234D.
The FCA must within 90 days publish a response stating how it proposes to deal with
the matter and in particular whether it has decided to take any action. There may be
a range of responses open to the FCA. For example, the FCA could indicate that it
proposes to consult on making rules on a particular matter or that it is still considering
the matter and proposes to carry out further analysis of the matter referred to in the
complaint or reference. The FCA may also wish to set out atimetable for taking action
which would allow the Financial Ombudsman Service to consider how to proceed
with complaints which have been made to it which relate to the subject matter of the
reference. Alternatively, it may be that having examined the issue it does not consider
that it merits detailed investigation.

The response must include a copy of the complaint or reference and must state the
FCA’sreasonsfor its proposals.

New section 234F provides for a limited exception to the duty to respond where a
reference has been made under new section 234D by a regulated person. The FCA
need not respond in the manner provided for in new section 234E if the FCA considers
that the reference is frivolous, vexatious or has been made in bad faith. For example,
where a reference has been made by a regulated person with the deliberate intention
of frustrating or delaying action that the FCA is, or is proposing to, take in relation to
the regulated person for breach of a regulatory requirement, the FCA might consider
that it is inappropriate to provide a response to the reference under new section 234E.
Similarly, it may be appropriate for the FCA to decide not to provide aresponse under
section 234E where the reference has been made with the intention of delaying or
frustrating the determination by the ombudsman service of complaints made to it.
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New section 234G requires the FCA to give guidance under section 139A of FSMA
about the presentation of a complaint under section 234D or a reference under
section 234D.

New section 234H enables the FCA to ask the OFT to consider whether a feature of
the market in the United Kingdom for financial services may prevent, restrict or distort
competition in the United Kingdom. The OFT is required to respond within 90 days
explaining how it proposes to respond to the request. The OFT is not however required
to take any specified action in response to the request. The FCA might make such a
request where, for example, it did not have the powers to address the potential problem
in the market or where the FCA considered that the matter would benefit from the
competition expertise of the OFT.

| nsolvency

Section 44 and Schedule 14: I nsolvency

484.
485.

486.

Section 44 introduces Schedule 14 which amends Part 24 of FSMA (insolvency).

The provisionsto instigate or take part in insolvency proceedings are applied, in respect
of PRA -authorised persons, to both the FCA and the PRA. In respect of other authorised
persons, the provisions are applied to the FCA aone. However, the power to appoint
an actuary under section 376 (continuation of contracts of long-term insurance where
insurer in liquidation) is transferred to the PRA under paragraph 24 (or the FCA, if
the activity of effecting or carrying out long-term insurance is not a PRA-regulated
activity). Paragraphs 8 and 9 of Schedule 14amend sections 362 and 362A to refer to
partnerships, as well as companies, in the provisions relating to administration.

Paragraphs 3(2), 5(2), 6(2), 8(2)(b), 10(2), 12(2), 14(2)(b)and 19(2)(b) expand the
scope of Part 24 of FSMA so that its provisions apply to the insolvency of arecognised
investment exchange in addition to the insolvency of an authorised person.

Miscellaneous amendments of FSM A 2000

Section 45 and Schedule 15: The consumer financial education body

487.

488.

480.

490.

491.

Section 45 introducesSchedule 15 which amends Schedule 1A to FSMA (further
provision about the consumer financial education body).

Paragraph 5 of Schedule 15 amends paragraph 4 of Schedule 1A by referring to new
section 3S. New section 394) lists a number of activities covered by the consumer
financial education function.

Paragraph 7 insertsthree new paragraphs (paragraphs 6, 6A and 6B) into Schedule 1A.
New paragraph 6 requires the CFEB to have regard to the FCA’s duty to advance
its operational objectives when discharging its function. New paragraph 6A provides
for the CFEB and the FCA to cooperate with each other in the exercise of their
functions under FSMA. The CFEB and the FCA must also prepare and maintain a
memorandum describing how they will do this. The memorandum must be published
by the CFEB. New paragraph 6B requiresthe CFEB to discloseinformation to the FCA
in circumstances where it considers that the information might be of assistance to the
FCA in advancing one or more of its operational objectives.

New section 1C(2)(g) (see section 6) places a duty on the FCA to have regard to any
information which the CFEB has provided to the FCA pursuant to new paragraph 6A
(in considering what degree of protection for consumers may be appropriate, for the
purposes of securing the FCA’s consumer protection objective).

Paragraph 10 amends paragraph 9 of Schedule 1A. This amendment allows the
Treasury to direct the CFEB to comply with provisions of the Companies Act 2006
dealing with accounts and audit which would otherwise not apply to it. The Treasury
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may modify the application of any provision of the Companies Act 2006 covering
accounts and audit in their application to the CFEB.

Paragraph 11 inserts a new paragraph 9A into Schedule 1A. New paragraph 9A
providesfor the CFEB’ s annual accountsto be audited by the Comptroller and Auditor
General; the National Audit Office carries out audit functions of the Comptroller and
Auditor General. The Treasury must lay before Parliament the certified accounts of the
CFEB and the report of the Comptroller and Auditor General on them.

Section 46 and Schedule 16: Members of the professions

493.

494,

495.

496.

497.

Section 46 introduces Schedule 16 which makes amendments to Part 20 of FSMA
(provision of financial services by members of the professions). Part 20 provides that
members of aprofession may, subject to certain conditions, carry on regulated activities
without authorisation where the activity is incidental to the provision of professional
services which are supervised and regulated by a professional body which has been
designated by the Treasury (see section 327, which disapplies the general prohibition
in section 19, that is, the prohibition from carrying on regulated activities unless the
person in question is authorised or exempt).

Paragraph 1 of Schedule 16 amends section 325 of FSMA to require the FCA to keep
itself informed about the way in which designated professional bodies supervise and
regulate the carrying on of exempt regulated activities by their members and the way
in which such members are carrying on exempt regulated activities.

Paragraph 2amends section 328 (directions in relation to the general prohibition) to
enablethe FCA to direct that the exemption under section 327 isnot to apply; adirection
under section 328 may be given in relation to different classes of person or different
descriptions of regulated activity; and where adirection isin force, any class of person
specified in the direction would need authorisation under Part 4A of FSMA to carry
on any activities specified in the direction.Paragraph 4makes related amendments to
section 330 (consultation on directions under section 328). Paragraph 4 aso amends
the definition of “cost benefit analysis’ in section 330(10).

Paragraph 3amends section 329 (ordersin relation to the general prohibition) to enable
the FCA to make an order disapplying section 327 (disapplication of the general
prohibition) in relation to a person whom the FCA considers is not fit and proper to
carry on regulated activitiesin accordance with section 327. Paragraph 5Smakes rel ated
amendments to section 331 (procedure on making or varying orders under section 329).

Paragraph 6amends section 332 (rules relating to persons to whom the genera
prohibition does not apply) to enable the FCA to make rules applicable to persons to
whom, as aresult of section 327, the general prohibition does not apply.

Section 47: International obligations

498.

490.

Section 47 amends section 410 of FSMA. Section 410 enables the Treasury to direct
“relevant persons’ not to take proposed action if it appears to the Treasury that action
would be incompatible with European Union obligations or any other international
obligations of the United Kingdom. The Treasury may also direct a relevant person to
take action which that person has power to take where that action is required for the
purpose of implementing any such obligation.

The effect of section 47 isto provide that the FCA, the PRA and the Bank of England
when exercising functions conferred on it by Part 18 of FSMA are “relevant persons’
for this purpose and so can be the subject of adirection under section 410.

Section 48: Interpretation of FSMA 2000

500.

Subsection (1) amends section 417 of FSMA (definitions). In particular, definitions of
“the FCA", “Part 4A permission”, “the PRA”, “PRA-authorised person” and “PRA-
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regulated activity” are inserted. Subsection (2) inserts new section 421ZA which
provides adefinition of “immediate group”. Subsection (3) inserts a new section 425C
which defines “qualifying EU provision”.

Section 49: Parliamentary control of statutory instruments

501.  Section 49 amends section 429 of FSMA to make provision for the Parliamentary
control of statutory instruments made under powers created by the Act. Where no
express provision is made in section 429 or in other provisions of FSMA as to
the procedure that applies, the negative procedure applies (which means that the
instrument will be subject to annulment by resolution of either House of Parliament:
see section 429(8) of FSMA).
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