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FINANCIAL SERVICES
AND MARKETSACT 2000

EXPLANATORY NOTES

INTRODUCTION

1

These explanatory notes relate to the Financial Services and Markets Act 2000 (“the
Act”) which received Royal Assent on 14 June 2000. They have been prepared by HM
Treasury in order to assist the reader in understanding the Act. They do not form part
of the Act and have not been endorsed by Parliament.

The notes need to be read in conjunction with the Act. They are not, and are not meant
to be, a comprehensive description of the Act. So where a section or part of a section
does not seem to require any explanation or comment, noneis given.

SUMMARY

3.

The Act provides the framework within which a single regulator for the financial
services industry, the Financial Services Authority (“the Authority”), will operate. It
equips the Authority with a full range of statutory powers and creates the Financial
Servicesand Markets Tribunal (“the Tribunal”). The Act also establishesthe framework
for single ombudsman and compensation schemes to provide further protection for
consumers.

The Act makes provision, amongst other things, with respect to:
» theconstitution and accountability of the Authority;

» thedefinition of the scope of regulated activities;

» thecontrol of financial promotion;

» powersof the Authority to authorise, regulate, investigate and discipline authorised
persons;

» therecognition of investment exchanges and clearing houses;

* arrangements for the approval of controllers and the performance of regulated
activities;

» theoversight of financial services provided by members of the professions;

» regulation and marketing of collective investment schemes;

» certain criminal offences;

e powersto impose penalties for market abuse; and

» thetransfer tothe Authority of registration functionsin respect of building societies,
friendly societies, industrial and provident societies and certain other mutual
societies.
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5. An overview of the Act is set out below. A detailed description of each Part and the
sectionsis contained in the commentary. Terms used are defined in the text where they
first appear. Thereis aglossary of certain terms defined in the Act and certain other
terms which are used throughout these notes.

BACKGROUND

Financial Services Overview

6.

The UK financial services industry accounts for approximately 7 per cent of GDP,
employing over 1 million people in the City of London and across the country.

Businesses to be authorised and regulated under the Act include:
* Banks

* Building societies

e Insurance companies

* Friendly societies

* Credit unions

* Lloyds

e Investment and pensions advisers

»  Stockbrokers

* Professional firms offering certain types of investment services
e Fund managers

e Derivativestraders

Regulatory Framework

8.

The regulation of financial services has, historically, been the responsibility of arange
of different bodies:

e the Authority (formerly the Securities and I nvestment Board);

» the Sdf-Regulating Organisations (“SROs’): most recently the Personal
Investment Authority, the Investment Management Regulatory Organisation and
the Securities and Futures Authority;

» theformer Supervision and Surveillance Branch of the Bank of England,;
e the Building Societies Commission;

» theInsurance Directorate of the Treasury;

» theFriendly Societies Commission; and

» the Registry of Friendly Societies.

Following the Government’ s announcement of its proposals to introduce legislation to
reform the regulation of financial services in May 1997, steps were taken to transfer
responsibility for regulation to the Authority. Certain functions under the Banking
Act 1987 (“Banking Act”) were transferred by the Bank of England Act 1998. In
other cases, the Authority entered into contracts with the relevant bodies to perform
regulatory functions on their behalf. For example, the Treasury contracted with the
Authority for the performance of certain functions under the Insurance Companies Act
1982 (“ICA 1982"). Many relevant staff transferred to the Authority and relocated to
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its headquarters building. This process of integration will be completed when the Act
is brought into force.

The Act will broadly continue the regime for recognised investment exchanges and
clearing houses under the Financial Services Act 1986 (“FS Act 1986”), athough
the Authority’s powers under the Act will be widened as compared with those under
the predecessor legigation. The Authority will have powers to regulate the Lloyd's
insurance market, and have powers of direction over the Council of Lloyd's, although
the latter will retain its responsibilities under Lloyd's Acts for the superintendence and
governance of the Society of LIoyd's. Therecognised professional bodiesregime under
the FS Act 1986 will not continue. Professional firms (such as solicitors, accountants
and actuaries) carrying on mainstream regulated activities will be authorised and
regulated directly by the Authority. However, some categories of professional firmwill
benefit from an exclusion from the scope of regulation under the Act, subject to arms-
length oversight by and certain powers of the Authority. The Act does not affect the
professional bodies’ wider powersto regulate the professional activities of members of
their respective professions.

The Act is intended to coordinate and modernise financial regulatory arrangements
which are currently established under a number of different enactments:

e theCredit Unions Act 1979

the Insurance Companies Act 1982
* theFinancia Services Act 1986

e theBuilding Societies Act 1986

» theBanking Act 1987

e theFriendly Societies Act 1992

Those enactments are generally supplemented by secondary legislation or rules. It is
intended that the powers conferred by section 426 will be used so that the relevant
parts of that legidation, and rules and regulations made under it, will be substantially
repealed when the Act comesinto force. Certain other enactmentswill also berepealed,
or substantially repealed, including the Policyholders Protection Acts 1975-97, the
Industrial Assurance Acts 1923-48 and the Insurance Brokers (Registration) Act 1977.

The Act also providesfor thetransfer of the remaining functions, including for example
functions relating to the registration of mutual societies, of the Building Societies
Commission, the Friendly Societies Commission and the Registry of Friendly Societies.

Consultation and scrutiny

14.

15.

In July 1998, the Treasury published a paper entitled Financial Services and Markets
Bill: A Consultation Document which explained its policy in detail and included a draft
of the Bill. That consultation exercise attracted comments from over 220 firms and
bodies interested in the regulation of financial services, including those representing
consumers. The Treasury aso published a number of relevant consultation papers,
including drafts of secondary legidation to be made under the Act. Copies of relevant
documents, including consultation papers and press notices, were made available at the
Treasury’s website (www.hm-treasury.gov.uk).

The draft Bill was subject to pre-legislative scrutiny prior to its introduction into
the House of Commons. The Treasury Committee published its third report of
Session 1998-1999 on Financial Services Regulation in February 1999 (Financial
Services Regulation, Volumes | and II; House of Commons 73 | — II). The
Government’ s response was published in March 1999 (Financial Services Regulation:
The Government’s Response to the Third Report from the Committee of Session
1998-99; House of Commons 347).
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A Joint Committee of both Houses of Parliament was also established to consider
aspects of the draft Bill. That committee was also able to consider the Treasury’s
Progress Report published in March 1999. The Joint Committee published its first
report on 29 April 1999 (Draft Financial Servicesand MarketsBill: First Report; House
of Lords, 50 | —Il; House of Commons, HC328 | — 1) and its second report on 2 June
1999 (Draft Financial Services and Markets Bill: Second Report; House of Lords, 66;
House of Commons, HC465). The Government response to the reports of the Joint
Committee on Financia Services and Markets was published in June 1999.

The Bill was introduced into the House of Commons on 17 June 1999 and given its
second reading on 28 June 1999. The Bill was the first public Bill to be carried over
from session of Parliament to the another, under a new procedure recommended by
the Select Committee on Modernisation of the House of Commons. The Bill was
scrutinised in Standing Committee A between 6 July 1999 and 9 December 1999 (35
sessions). Report Stage took place on 27 January 2000 and on 1 and 9 February
2000. TheBill also received its third reading in the House of Commons on 9 February
2000.

The Bill was introduced into the House of Lords on 10 February 2000. It received its
second reading on 21 February 2000. There were five Committee days, between 16
and 30 March 2000, followed by three days on Report, on 13 and 18 April 2000 and on
9 May 2000. The Bill received itsthird reading on 18 May 2000.

While the Bill was before the House of Lords, the Treasury also submitted a number of
memoranda on the powers to make del egated | egidl ation under the Bill to the Del egated
Powers and Deregulation Committee. The Committee reported itsview in anumber of
published reports. The relevant reports were the Seventh Report (16 February 2000),
Eighth Report (8 March 2000), Tenth Report (15 March 2000) Twelfth Report (12 April
2000) and Sixteenth Report (17 May 2000). The Treasury’s memorandum in each case
was annexed to the report.

The Bill returned to the Commons for consideration of Lords Amendments on 5
June 2000. It was subsequently returned to the Lords for consideration of Commons
amendmentson 12 June 2000. Thiscompleted the Bill’ s Parliamentary passage. Royal
Assent was given on 14 June 2000.

The Authority consults widely on the way it proposes to use its powers and carry out
functions under the Act in accordance with the requirements under the Act. Full details
of the Authority’s consultation papers are available on its website (www.fsa.gov.uk)
from where copies of current documents can be downloaded.

INTERPRETATION

22.
23.

24,

25.

26.

There are many defined words and expressions in the Act.

Most of the definitionsare for the purpose only of the section or Schedulein which they
areused. So, for example, the three words defined in subsections (13), (14) and (15)
of section 21 are defined only for the purposes of that section.

Where there is no indication that a definition is intended to apply to a group of
provisions, a Part of the Act or the Act as awhole, it applies only for the purposes of
the section or Schedule in which it appears.

Many of these single-provision definitions are just drafting devices to avoid clumsy
repetition which would make an aready long Act even longer. For example, in
section 38 the word “ specified” isused on its own on five occasions. The definitionin
subsection (4) is there to save repeating the words “in an exemption order” each time
itisused.

Some of thewordsand expressionsthat are defined just for the purposes of the particular
provision in which the definition occurs are used (and defined separately) in other
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provisions — where they may have a different meaning. For example “consumers’
is defined separately for the purposes of sections 5(3), 10(7), 14(5) and 138(7) (the
definition in section 10(7) differing from the others).

The Act consists of alarge number of separate Parts. Where aparticular Part dealswith
a self-contained subject there may be a separate interpretation section within the Part
(for example section 193, which deals with the interpretation of Part XI11).

For the Act as a whole, Part XXIX contains a group of nine sections which deal
with expressions used in a number of provisions and other matters which bear on the
interpretation of provisions of the Act.

Thepurpose of thisglossary isto providethe reader with aguidetowordsor expressions
which are defined generally and so liable to be met in provisions which do not
themselves contain the definition.

Expression Where defined (references
areto sections, unless

otherwise specified)

appointed representative 39(2)

approved person 64(13)

auditors and actuaries rules 417

Authority 1D

authorised person 31(2)

authorisation offence 23(2)

body corporate 417(D

chief executive 417(D

collective investment scheme 235

Commission 417(2)

compensation scheme 213(2)

compulsory jurisdiction 226(8)

control of information rules 147(1)

controller 422

director 417(1)

documents 417(1)

EEA authorisation 425(1) and Sch 3, para 6

EEA firm 425(1) and Sch 3, para5

EEA right 425(1) and Sch 3, para7

EEA State 425(1) and Sch 3, para8

exempt person 417(1)

financial promotion rules 417(1)

first banking co-ordination directive 425(1) and Sch 3, para2(1)

first lifeinsurance directive 425(1) and Sch 3, para 3(2)

first non-life insurance directive 425(1) and Sch 3. Para 3(5)
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Expression Where defined (references
areto sections, unless
otherwise specified)

friendly society 417(1)

general guidance 158(3)

general prohibition 19(2)

generd rules 138(2)

group 421

home state authorisation

425(2) and Sch 4, para 1

home state regulator

425(1) and Sch 3, para9

host state regulator

425(1) and Sch 3, para 1l

incorporated friendly society 417(1)
industrial and provident society 417(1)
insurance business rules 141(5)

insurance directives

425(1) and Sch 3, para 3(1)

investment services directive

425(1) and Sch 3, para4

legal assistance scheme

134(4)

listed securities 14(7)
manager 423
market abuse 118(1)
Minister of the Crown 417(1)
money laundering rules 417(D
notice of control 178(5)
ombudsman scheme 225(3)
open-ended investment company 236
own initiative power 45(5)
parent undertaking 420
Part IV permission 40(4)
partnership 417(1)
policy 424(2)
prescribed 417(1)
price stabilising rules 417(1)
private company 417(1)
prohibition order 56(2)
recognised clearing house 285
recognised investment exchange 285
recognised scheme 237(3)
registered friendly society 417(1)
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Expression Where defined (references
areto sections, unless
otherwise specified)
regulated activity 22
regulating provisions 159(1)
regulatory objectives 2
regulatory provisions 302(1)
rule 417(1)
rule-making instrument 153
scheme manager 212(1)
scheme operator 225(2)
scheme particulars rules 248(1)

second banking co-ordination directive

425(1) and Sch 3, para 2(2)

second life insurance directive

425(1) and Sch 3, para 3(6)

second non-life insurance directive

425(1) and Sch 3, para 3(3)

seventh company law directive

417(1)

single market directives

425(1) and Sch 3, para 1

subsidiary undertaking

420

supervisory notice

395(13)

third life insurance directive

425(1) and Sch 3, para 3(7)

third non-life insurance directive

425(1) and Sch 3, para 3(4)

threshold conditions 41

Treaty 417(1)

Treaty firm 425(2) and Sch 4, para 1
Tribunal 132(1)

trust scheme rules 247(2)

UK authorised person 178(4)

UK firm

425(1) and Sch 3, para 10

unit trust scheme

237

voluntary jurisdiction

227(12)

Notices

30.

The Act frequently refers to the Authority proceeding by way of giving a “warning
notice” or a“decision notice”. The requirement to proceed in this way has particular
procedural consequences, both in terms of the contents of those types of notice and of
how action initiated by them must be taken forward. Those consequences are governed
by the provisions of Part XXV of the Act, to which reference should be made whenever
the Authority is directed to proceed in this way.
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GLOSSARY OF TERMSUSED IN THE EXPLANATORY NOTES

31 In addition to the defined terms above, for convenience, these explanatory notes also
use certain other abbreviated terms as set out below.
Termused in these notes Meaning
Banking Act Banking Act 1987
CCAct 1974 Consumer Credit Act 1974
Companies Act Companies Act 1985
competent authority the competent authority for listing
DGFT Director General of Fair Trading
EC directives Directives adopted by the relevant
European Community institution
FS Act 1986 Financial Services Act 1986
ICA 1982 Insurance Companies Act 1982
o€ic open-ended investment company
SROs Sdlf-Regulating Organisations, which are
responsible for the regulation of investment
business under the FS Act 1986
THE ACT

32. The Act isin 30 Parts.

Part |, The Regulator. This Part sets out the Authority’s general duties and
statutory abjectives. It also, with Schedule 1, imposes requirements about the
Authority’ s constitution and accountability and about the exercise of certain of its
functions.

Part 11, Regulated and Prohibited Activities. This Part provides a power for
the Treasury to set the scope of regulation by order, within the overall object
and purpose of the Act. It prohibits persons who are not authorised (or exempt)
from carrying on a regulated activity in the United Kingdom and from holding
themselves out as being authorised or exempt. It also sets out arrangements for the
regulation of financial promotion.

Part 111, Authorisation and Exemption. This Part sets out which persons are to
be authorised for the purposes of the Act and gives the Treasury power to exempt
certain persons from the requirement to be authorised. Authorised persons will
include those persons given permission under Part IV and certain persons from
other member States who are authorised in accordance with arrangements under
the Treaty of Rome (the “ Treaty”) and the single market directives.

Part IV, Permission to Carry on Regulated Activities. This Part entitles persons
to apply for the Authority’s permission to carry on particular regulated activities
and makes provision about the giving, variation and revocation of such permissions
by the Authority.

Part V, Performance of Regulated Activities. This Part requires persons, such
as employees and office holders, who perform specified types of function for
authorised persons, to be approved by the Authority. It requires such approved
persons to behave in a way that complies with any statements of principle issued
by the Authority and gives the Authority certain disciplinary powers. It also gives
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the Authority powersto prohibit persons from carrying out functionsin relation to
regulated activities.

Part VI, Official Listing. This Part sets out the powers of the competent
authority and the obligations of issuers listed securities. It makes provision for the
maintenance of, and admission to, the official list, and for the making of listing
rules (including listing rulesin relation to sponsors).

Part VII, Control of Business Transfers. This Part creates a mechanism for
the transfer of banking and insurance business, subject to a court procedure and
regulatory scrutiny.

Part VIII, Penaltiesfor Market Abuse. ThisPart confers on the Authority power
toimpose penaltiesfor market abuse. The Act sets out the kinds of behaviour which
constitute market abuse and requires the Authority to produce a code which help to
determine whether particular behaviour amounts to market abuse.

Part I X, Hearingsand Appeals. This Part establishesthe Tribunal and sets out the
procedurefor referring casesto it wherethe Authority has decided to take regul atory
action under the various powers conferred by the Act. It gives a right to appeal
against adecision of the Tribunal on a point of law.

Part X, Rules and Guidance. This Part confers powers upon the Authority to set
regulatory requirementsfor persons authorised under the Act. It givesthe Authority
power to issue guidance on requirementsimposed by and under the Act. It also sets
out the procedures that the Authority must follow in exercising those powers.

Part XI, Information Gathering and Investigations. This Part sets out the
powers of the Authority and of the Secretary of State to require the production
of information and documents, to require reports to be prepared, to conduct
investigations and to gain access to premises with awarrant.

Part XII, Control over Authorised Persons. This Part requires persons who
propose to acquire control over certain authorised persons to notify, and secure the
approval of, the Authority.

Part XI11, Incoming Firms: Intervention by the Authority. This Part confers
power on the Authority to intervene in the activities of authorised persons from
other member Stateswho are authorised in accordance with rights under the Treaty
and EC directives. It sets out the grounds on which the power is exercisable and
the procedure for exercising it.

Part X1V, Disciplinary Measures. This Part gives the Authority powers to issue
public statements about, or impose penalties on, authorised persons who fail to
comply with requirements imposed by or under the Act.

Part XV, The Financial Services Compensation Scheme. This Part requires the
Authority to create a scheme for the payment of compensation to consumers who
suffer financial loss as a conseguence of the inability of an authorised person to
meet its liabilities. It also confers a certain number of powers on the manager of
the scheme.

Part XVI, The Ombudsman Scheme. ThisPart requiresthe Authority to establish
asingle, compulsory ombudsman scheme for the speedy and informal resolution of
disputes between members of the public and authorised persons and confers certain
powers on the operator of the ombudsman schemefor that purpose. It also provides
for the ombudsman to adjudicate on certain other types of dispute, on a voluntary
basis.

Part XVII, Collective I nvestment Schemes. This Part provides for the regulation
of collective investment schemes.
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Part XVII11, Recognised Investment Exchangesand Clearing Houses. This Part
sets out the regulatory regime for investment exchanges and clearing houses and
providesfor competition scrutiny of theregulatory provisionsand practices of those
bodies.

Part X1X, Lloyd’s. This Part makes the Society of LIoyd’s an authorised person
and gives the Authority certain powers to direct the affairs of the Society, its
members and Lloyd' s managing and members agents. It also provides for the
regulation of former underwriting members of the Society.

Part XX, Provision of Financial Services by Members of the Professions. This
Part creates an exemption for members of the professions providing financial
servicesto clientsin particular circumstances and gives the Authority an oversight
role and certain powersin relation to firms that benefit from the exemption.

Part XXI, Mutual Societies. This Part confers powers on the Treasury to transfer
to the Authority and to the Treasury certain functions relating to the registration
and regulation of building societies, friendly societies and industrial and provident
societies and certain other mutual societies. It also confers powers to dissolve
certain statutory bodies.

Part XXII, Auditors and Actuaries. This Part concerns the appointment of
auditors and actuaries by authorised persons and their responsibilities.

Part XXIII, Public Record and Disclosure of Information. This Part requires
the Authority to maintain a public record of authorised (and certain other) persons,
and makes provision about the purposes for which confidential information may be
disclosed by and to the Authority and other persons having functions under the Act.

Part XXIV, Insolvency. This Part gives the Authority powers to ask the courts
towind up, or initiate other insolvency procedures against, authorised (and certain
other) persons. It aso enables the Authority to be heard by the court when such
proceedings are commenced by third parties.

Part XXV, Injunctions and Restitution. This Part gives the Authority and
the Secretary of State powers to seek injunctions in relation to regulatory
contraventions and offences for which the Authority has powers to prosecute. It
also provides for restitution to be paid to those who have incurred aloss as aresult
of such acontravention.

Part XXVI, Notices. ThisPart contains provisionsrelating to the procedureswhich
the Authority must follow when giving notice of proposed actions under various
provisions of the Act. It relates, for example, to decisions not to give permissions
or to refuse applications for approvals and to decisions to take regulatory action,
such asimposing penalties or making public statements.

Part XXVII, Offences. This Part creates certain offences, including making
misleading statements and supplying false information to the Authority. It also
makes general provision about offences under the Act and contains provision about
the institution of proceedings, for example under Part V of the Criminal Justice Act
1993 (insider dealing) and in relation to money laundering.

Part XXVII1, Miscellaneous. This Part contains provisions giving the Treasury
power to direct the Authority and certain other bodies to comply with the UK’s
international obligations, including European Union decisions to take reciprocal
trade action. It also contains provisions concerning gaming contracts, reviews of
past business and a number of other matters.

Part XXIX, Interpretation.

10
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Part XXX, Supplemental. This Part contains provisions dealing with the
commencement of the legislation and itsterritorial scope. It confers certain powers
on the Treasury in relation to consequential and transitional provisions and with
Schedules 18 and 20 to 22 makes certain amendments to other legislation.

COMMENTARY ON SECTIONS

Part I: the Regulator

33.

ThisPart setsout the Authority’ sgeneral dutiesand statutory objectives. Together with
Schedule, it specifiesstatutory requirementsfor the Authority’ sconstitution and status
and theexercise of certain of itsfunctions. It setsout arrangementswhich the Authority
isrequired to make for consulting practitioners and consumers. It provides powers for
the Treasury to commission reviews of the economy, efficiency and effectiveness with
which the Authority has used its resources and to arrange independent inquiries into
regulatory matters of serious concern.

Section 1: The Financial Services Authority

34.

The Authority isacompany limited by guarantee formed under the Companies Act 1985
(“Companies Act”) as the Securities and Investment Board for the purpose of carrying
out functions under the FS Act 1986. It later assumed functions under the Banking
Act and exercised functions under other financial regulatory legislation, including for
example under the ICA 1982 on behalf of the Treasury.

Section 2: The Authority’ s general duties

35.

36.

37.

38.

This section requires the Authority to discharge its general functions in accordance
with its objectives and with regard to a number of principles. The objectives do not in
themselves impose specific statutory duties or functions on the Authority. Rather, the
section requires the Authority to carry out its general functions insofar as possiblein a
way which is compatible with the objectives and which, taking into account any need
to balance the objectives as awhole, it considers most appropriate to their fulfilment.

Subsection (2) lists the Authority’s objectives — market confidence, public awareness,
the protection of consumers and the reduction of financial crime - which are elaborated
in sections 3 to 6.

Subsection (4) appliesthose objectivesto the Authority’ sfunctionsin two distinct ways:

» they apply directly to the exercise of the Authority’s rule-making, codeissuing and
general guidance functions taken asawhole;

» they apply to the policy and principles by which it exercises its other functions.

Subsection (3) lists a number of matters to which the Authority must also have regard
in making its rules and guidance and determining the policy and principles by which
it exercisesits other functions.

Section 5: The protection of consumers

39.

Subsection (2) sets out factors to which the Authority must have regard when
considering the appropriate degree of protection. These are, briefly, the degree of risk
involved, the sophistication and experience of the partiesto the transaction, the need of
customers for advice and information and the general principle that consumers should
take responsibility for their decisions. Thereis no obligation on the Authority to place
particular weight on any one of these factors.

11
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Section 6: Thereduction of financial crime

40. This provision does not by itself impose any dutieson firms. The Authority isexpected
to pursue this objective in co-operation with various law enforcement agencies.

Section 7: Duty of Authority to follow principles of good governance

41. Part | and Schedule 1 set out, amongst other things, certain requirements of the
Authority’s constitution. The effect of this section is to require the Authority to have
regard, subject to those requirements, to such generally accepted principles of good
corporate governance in managing its affairs asit is reasonable to regard as applicable
to it. Such principles might include those contained in the Combined Code of the
Committee on Corporate Governance. However, some principles, such asrelationswith
shareholders, are not relevant to the Authority asit is a company limited by guarantee
and so need not be taken into account.

Section 8: The Authority’s general duty to consult

42. This section requires the Authority to make and maintain effective arrangements for
consulting practitioners and consumers. These arrangements must include, but are
not limited to, the establishment of Practitioner and Consumer Panels. The statutory
obligation for the Authority to maintain panelsto represent the interests of practitioners
and consumers was not present in previous financial services, banking or insurance
legislation. The Authority established panels of practitioners and consumers, on anon-
statutory basis, before such a requirement was imposed under the Act. The effect of
sections 9 and 10 is to require the Authority to continue to maintain those panels.

Section 11: Duty to consider representations by the Panels

43. This section requires the Authority to consider representations made to it by either the
Practitioner Panel or the Consumer Panel in accordance with the arrangements under
section 8 and, where it disagrees with the views expressed or proposals made in such
representations, to give its reasons in writing.

Section 12: Reviews

44, This section enables the Treasury to commission independent reviews of the economy,
efficiency and effectiveness with which the Authority has used its resources.

Section 13: Right to obtain documents and information

45, The person appointed by the Treasury to perform areview under section 12 has aright
of access to documents held by the Authority.

Section 14: Casesin which the Treasury may arrange independent inquiries

46. This section, together with sections 15 to 18, provides the mechanism for the Treasury
to appoint a person to hold an independent inquiry into the circumstances surrounding
regulatory events which give rise to serious questions or public concern about the
regulatory framework or the effectiveness of regulation in practice. They provide a
statutory basis for launching the type of inquiry which has been conducted in the past
into thefailures of the Bank of Credit & Commerce International (“BCCI”) in 1991 and
Baringsin 1995. The Bingham Inquiry into BCCI was conducted on a non-statutory
basis and therefore had no powers to require witnesses to attend or give evidence. The
Barings Inquiry was conducted by the Board of Banking Supervision, an advisory body
within the Bank of England using powers under the Banking Act.

47. Thetypes of eventsinto which aninquiry may be held are set out in this section. There
are two cases. The first case, set out in subsection (2), relates to events concerning
persons carrying on regulated activities or collective investment schemes. To trigger
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the power, it must appear to the Treasury that two conditions are met. Thefirst of these
is that the events posed, or could have posed, a grave risk to the financial system, or
caused, or could have caused, significant damage to the interests of consumers. The
second condition is that a serious failure in the regulatory system, or in the operation
of that system, might have caused or exacerbated the risk or damage, or potential risk
or damage.

The second case, set out in subsection (3), relates to the listing function under Part
V1. Here the Treasury must be concerned with the damage, or potential damage, that
might have been caused by a serious failure in the listing regime or its operation.

Subsection (4) provides that in either case the Treasury may initiate an inquiry only
where they consider that it isin the public interest to do so.

Section 15: Power to appoint person to hold an inquiry

50.

Under subsection (1), the Treasury may appoint a person whom they consider
appropriate to conduct an investigation and, under subsection (2), may give directions
to that person concerning the scope of the inquiry, how it is to be conducted, when it
is to be completed by, and the form of any report of the inquiry. The power to direct
the inquiry enables the Treasury to ensure that it focuses on the important questions,
and that it is concluded in a manner and on a timescale that is appropriate in light of
any public concern there might be.

Section 16: Powers of appointed person and procedure

51.

This section gives the person holding the inquiry discretion as to how the inquiry is
conducted, and provides that person with powers to obtain evidence, both in the form
of documents and through the examination of witnesses. These powers are the same as
those exercisable by the High Court, or the Court of Session in Scotland.

Section 17: Conclusion of inquiry

52.

This section requires a written report setting out the results of the inquiry and, where
appropriate, making recommendations. The Treasury then have discretion whether
to publish al or part of the report. However, the Treasury must make sure that they
do not publish any material contained in the report which, if published, they consider
would seriously prejudice the interests of a particular person, for example because
there was a likelihood of subsequent court action in relation to the events covered, or
publication would be incompatible with the UK’s international obligations, such as
those under the confidentiality provisions of one of the single market directives. A
copy of any part of the report which is published must be laid before Parliament by
the Treasury.

Section 18: Obstruction and contempt

53.

The powers of the person appointed to conduct an inquiry are enforceable through
certification to the High Court or Court of Session. The person conducting the inquiry
must provide the court with a certificate stating the requirement that was imposed and
the nature and facts of the alleged failure to comply. The court may then enquire into
the matter, hearing witnesses and seeing documents as necessary. If it finds that a
person has failed to comply with requirements placed upon him by the person holding
the investigation, the court may deal with them as it would with a person in contempt
of court.

Part li: Regulated and Prohibited Activities

54.

This Part provides the mechanism for defining the scope of regulation under the Act
and for establishing the extent of the prohibition on issuing unapproved financial
promotions.
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Section 19: The general prohibition

55.

This section contains the basic prohibition on unauthorised persons carrying on
regulated activities in the United Kingdom. It is referred to in the Act as “the
general prohibition” and prohibits persons who are not authorised or exempt under
Part 111 from carrying on any regulated activity in the United Kingdom. Section 418
elaborates on when regulated activities will be considered to be carried on in the
United Kingdom. Contravention of the general prohibition is a crimina offence (see
section 23). Agreements made in the course of carrying on an activity in contravention
of the general prohibition may be unenforceable (see sections 26, 27 and 29).

Section 20: Authorised persons acting without permission

56.

57.

Authorised persons may only carry on in the United Kingdom those regul ated activities
for which they have been given permission by the Authority under Part 1V or by or
under any other provision of the Act, for example under Schedule 3, 4 or 5.

If an authorised person carries on regulated activities for which he does not have
permission the consequences may include any of the sanctions available under Parts
IV (Permission to Carry on Regulated Activities), XI1I (Incoming Firms: Intervention
by Authority) or XIV (Disciplinary Measures). However, if an authorised person acts
outside the scope of his permission, he will not commit a criminal offence, and any
contract which a person enters into when acting outside the scope of his permission
will not be made unenforceable simply by virtue of that fact. Subsection (3) permits
the Treasury to prescribe cases in which a breach permission gives rise to a right of
action for damages.

Section 21: Restrictions on financial promotion

58.

59.

60.

61.

This section prohibits unauthorised persons from issuing financial promotions, unless
the content of the promotion is approved by an authorised person (who will be subject
to rules made by the Authority), or unless an exemption applies. The regulation
of financial promotions under the Act is similar to the regulation of investment
advertisements and cold-calling under the FS Act 1986. However, section 21 reflects
changing technologies and the fact that the borderline between advertisements and
unsolicited calls has becomeblurred. Sections 238 to 241 contain additional provisions
relating to the promotion of collective investment schemes.

The prohibition applies to “invitations” or “inducements’ to engage in investment
activity, which are made in the course of business. The Treasury are given power, if
necessary, to determine the meaning of “in the course of business’. The prohibition
will potentially catch communications whether they are made in the United Kingdom,
into the United Kingdom from elsewhere, or from the United Kingdom to another
country. Communications from outside the United Kingdom can potentially be caught
only if they can have an effect in the United Kingdom (subsection (3)). It is expected
that the exemption order which the Treasury intends to make under subsection (5)
will further limit the territorial application of the financial promotion regime, so that
communicationsissuing from overseaswill generally only be caught if they are directed
at the United Kingdom. Thiswill be of particular significance in the context of internet
communications.

Subsection (5) confers a power on the Treasury to make exemptions from
the prohibition, similar to the power to make exemptions from the investment
advertisement prohibition under the FS Act 1986. It ispossiblefor these exemptionsto
be made conditional on compliance with rules made by the Authority under section 145.

Subsection (6) makes clear that the circumstances that can be specified under
subsection (5) extend to circumstances for which subsection (3) expressly makes
provision. Subsection (6) thus clarifies that an exemption can be made for
communications which originate outside the United Kingdom even if they are capable
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of having an effect here. Subsection (6)(a) and (b) deal expressly with the possibility
of exemptions for communications originating in specific countries, or specific groups
of countries such as EU countries. Subsection (6)(d) would allow all communications
originating overseas to be exempted if that became appropriate. |f such provision were
made, subsection (7) would allow the Treasury to repeal subsection (3).

Subjections (8) to (12) govern what constitutes “engaging in investment
activity”. Subsections (9) and (10) give the Treasury power to determine the scope of
the prohibition on financial promotion. Itisexpected that “controlled activities” will be
the activities which are regulated under the Act, together with activities which would
be regulated, but for an exclusion in an order made under section 22(1). This broad
approach reflects the position under the FS Act 1986.

Section 22: The classes of activity and categories of investment

63.

This section makes provision asto the classes of regulated activity, if carried on by way
of business, and types of investment which are to be regulated under the Act. Theseare
to be prescribed by the Treasury by order to be made under subsection (1). An activity
will only be aregulated activity if it is carried on by way of business and is specified
in the order under subsection (1). The Treasury will have the power under section 419
to specify circumstances in which an activity shall or shall not be regarded as being
carried on by way of business.

Schedule 2 indicates the general range of activities and investments that the Treasury
may include within the order defining the scope of regulation, but it does not
exhaustively list them. It istherefore possible that other activities or investments may
be brought within the scope of the regulation under the Act. However, the genera
nature of the activities set out in Schedule 2 serves as a limitation on the extent of the
Treasury’s power to bring further activities within the scope of the Act.

Section 23: Contravention of the general prohibition

65.

66.

This section makes carrying on aregulated activity in breach of the general prohibition
acriminal offence. It isadefence for aperson to prove that he exercised due diligence
and took all reasonable precautions to avoid committing the offence.

A person convicted of this offence, which is referred to as an *authorisation offence”,
may be subject to aterm of imprisonment of up to 2 years if convicted on indictment
(6 months on summary conviction) and/or afine (the current statutory maximum for a
fine on summary conviction is £5,000).

Section 24: False claimsto be authorised or exempt

67.

68.

This creates an offence of falsely describing oneself, or holding oneself out, as
authorised or exempt in relation to a particular regulated activity. It is a defence for
a person accused of this offence to prove that he exercised due diligence and took all
reasonable precautions to avoid committing the offence.

Under subsection (3) a person found guilty of this offence is liable on summary
conviction to a maximum of 6 months imprisonment and/or a fine not exceeding level
5 on the standard scale (currently £5,000). If the offence resultsfrom the public display
of material, subsection (4) permits a fine of up to the statutory maximum (currently
£5,000), to be multiplied by the number of days for which any material giving rise to
the offence was on public display.

Section 25: Contravention of section 21

69.

This section provides that it is an offence to breach the financia promotion
prohibition. The sanctions are the same as those which apply under section 23 for a
breach of the general prohibition.
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Subsection (2) provides a defence for a person accused of the offence if he can prove
either that he believed on reasonable grounds that the content of the communication
was prepared or approved by an authorised person, or that he exercised due diligence
and took reasonable precautions to avoid committing the offence.

Section 26: Agreements made by unauthorised persons

71.

Under this section, agreements concluded in the course of carrying on business
in breach of the general prohibition will generally be unenforceable against the
customer. However, the customer can still recover any money paid or property
transferred and obtain compensation for any loss.

Section 27: Agreements made through unauthorised persons

72.

Under this section, agreements made by an authorised person in the course of his
authorised business may also be unenforceable by that person if the agreement was
entered into as aresult of athird party’ s unauthorised regulated activities. This might
ariseif, for example, a contract was entered into as aresult of investment advice given
by an unauthorised third party.

Section 28: Agreements made unenforceable by section 26 or 27

73.

This section gives the court discretion to allow the contract which would otherwise be
unenforceable under section 26 or 27 to be enforced against the customer. The section
also alows for the method by which the amount of compensation which a person may
obtain isto be fixed. In order to enforce the contract, the court must be satisfied that it
would be “just and equitable” to do so having particular regard to whether:

» where the person contravening the prohibition is a party to the agreement, that he
reasonably believed that he had not acted in breach of the prohibition; or

» wherethe contravention was by athird party, that the authorised person providing
the service did not know that the agreement resulted from a contravention.

Section 29: Accepting deposits in breach of the general prohibition

74.

75.

This section concerns deposits accepted in contravention of the general prohibition
under section 19. If the deposit agreement does not entitle the depositor to immediate
repayment on demand, the section provides that the depositor may apply to the court
to direct immediate repayment.

The court has discretion not to direct repayment if it is satisfied that it would not be just
and equitable to direct repayment, having particul ar regard to whether the deposit-taker
reasonably believed that it was not contravening the prohibition.

Section 30: Enforceability of agreements resulting from unlawful communications

76.

7.

When a customer enters into an agreement or exercises any rights as a result of a
communication in breach of the financial promation prohibition, the agreement will be
unenforceable against him. The customer will also be entitled to recover any property
transferred and to receive compensation for lossesincurred, but if he choosesto recover
property transferred or not to continue the contract, he must return any money received.

However, in certain circumstances the courts may enforce agreements made in
contravention of the prohibition and allow money and property transferred under the
agreement to be retained if it is satisfied that this would be just and equitable, having
regard to whether:

» where the person seeking to enforce the agreement was the illegal promoter, that
he reasonably believed that the promotion had not been made in breach of the
prohibition; or
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» where the contravention was by athird party, that the person seeking to enforce it
did not know that the agreement resulted from an illegal promation.

Part lii: Authorisation and Exemption

78.

79.

80.
81.

82.

This Part sets out who is to be authorised and how authorisation is obtained. It aso
deals with exemptions from the general prohibition for particular persons or classes of
persons. The Act provides for asingle route to authorisation to operate in the financial
services industry, replacing several sector-based regimes.

The main route to authorisation is through an application for a permission under Part
IV, but authorisation may also be obtained by virtue of:

e notification in accordance with the relevant single market directive from the
competent authorities under that directive in another EEA member State. The
directives in question are the 2" Banking Co-ordination Directive for banks and
other credit institutions, the Investment Services Directive for investment firms,
and the 3 Life and 3™ Non-life Insurance Directives for insurance companies,
including mutual insurers such as friendly societies. The person, who must come
from or be incorporated in, or formed under the law of, another member State, is
referred to under the Act as an “EEA firm” as defined in Schedule 3;

» exercise, in accordance with Schedule 4, of EU Treaty rights other than or beyond
those governed by the single market directives, in which case the person is then
referred to in the Act as a“Treaty firm”. Again the person must come from, or be
incorporated in, or formed under the law of another member State to qualify;

» exercise of rights under the EC directive relating to collective investment
undertakings to market in the United Kingdom collective investment schemes or
product authorisation of certain open-ended investment companies (“oeics’) under
regulations to be made under Chapter IV of Part XVII;

» aperson being “grandfathered” by virtue of thetransitional provisions (see sections
426 and 427). Broadly, the arrangements will cover persons authorised (however
described) under the Banking, Financial Services, Insurance, Building Societies,
Friendly Societies, Credit Unions and Lloyd's Acts (including members of self-
regulating organisations and certain members of recognised professional bodies).

The Society of Lloyd'sis an authorised purpose by virtue of section 315.

It is possible for a person who becomes authorised through one of these routes to
carry on regulated activities by virtue of other routes. For instance an EEA firm that
is authorised by virtue of its home State notification under a single market directive
may extend the range of regulated activitiesit may carry on through notification under
Schedule 4 or an application to the Authority under Part IV for an extension of its
permission. A Treaty firm may also obtain additional permission under Part V.

For a person authorised by virtue of having permissions under Part IV, authorisation
generally ends when that person no longer has permission to carry on regulated
activities, whether at the initiative of the Authority or themselves.

Section 32: Partnerships and unincorporated associations

83.

This section makes particular provision for partnerships and unincorporated
associations. In principle, it is possible to view a change of partnersin a partnership,
or a change of the membership of an unincorporated association, as the formation of a
new partnership or association. It would be very burdensome and unsatisfactory if such
changes meant that a partnership or association that was substantially the same had to
renew itsauthorisation simply because of such achangeto itsmembership. Thissection
therefore ensures that in such circumstances the authorisation is not interrupted. It
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also allows the authorisation to pass to a successor partnership or association in the
event of dissolution, but only where the members and the business of the successor are
substantialy the same as the original.

Section 33: Withdrawal of authorisation by the Authority

84.

This section requires the Authority to withdraw authorisation from a person who does
not have a permission.

Section 34: EEA firms

85.

86.

So long as an EEA firm retains its home State authorisation, the Authority may not
remove the firm’s authorisation under Schedule 3. Such a person will only cease to
qualify for authorisation under Schedule 3 if their home State regulator, that is the
competent authority under the relevant directive from the person’ s home State, notifies
the Authority that it is withdrawing authorisation for the person to continue to carry
on the regulated activities in the United Kingdom, which may or may not be as part of
withdrawing the person’ s authorisation completely, including in the home State.

However, if the person has also obtained a permission under Part |V, loss of the
grounds for its authorisation under Schedule 3 does not necessarily lead to loss of its
authorisation unless the Authority decidesthat as aresult of the changed circumstances
it should also withdraw the permission granted by it under Part I\VV. The Authority may
also cancel an authorisation under Schedule 3 if it isrequested to do so by the EEA firm.

Section 35: Treaty firms

87.

Asfor an EEA firm, a Treaty firm ceases to qualify for authorisation under Schedule 4
if the relevant home State authorisation is withdrawn. The Authority may remove
any additional permission under Part IV, but loss of home State authorisation does not
necessarily mean that Part 1V permission would be withdrawn. The Authority can also
cancel an authorisation on request from a Treaty firm.

Section 36: Persons authorised as a result of paragraph 1(4) of Schedule 5

88.

This section enables the Authority to cancel the automatic authorisation under
Schedule 5 of managers and depositaries of UCITS schemes at their request. However,
if the person also has permissions under Part IV, he does not cease to be an authorised
person as aresullt.

Section 37: Exercise of EEA rights by UK firms

89.

90.

Part 111 of Schedule 3 governs home State regulation by the Authority of UK credit
ingtitutions, investment firms and insurance companies exercising their passport rights
under the single market directives to establish a branch or provide services in other
EEA states.

UK firms do not need to be authorised persons in order to exercise EEA passport
rights. For example, lending is covered by both the Second Banking Co-ordination
directive and the Investment Services Directive. Consequently afirm holding alicence
under the Consumer Credit Act 1974 may have an EEA right to carry on Consumer
Credit Act businessin another EEA state.

Section 38: Exemption orders

91.

92.

This section gives the Treasury the power by order to exempt specific natural or legal
persons or classes of person from the general prohibition and therefore from the need
to be authorised.

Subsection (2) providesthat aperson may not benefit from an exemption under an order
made under this section if they hold a Part IV permission. However, if they cease to
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hold aPart IV permission and the exemption from which they formerly benefited is till
extant, they may benefit from it again.

Section 39: Exemption of appointed representatives

93.

94,

95.

96.

This section makes an exemption from the genera prohibition for appointed
representatives of authorised persons. An authorised person cannot be an appointed
representative. The exemption only appliesif the authorised person, referred to as the
principal, has:

» contracted with the representative for the latter to carry on the relevant sort of
investment business on their behalf; and

e accepted responsibility in writing for the conduct of those regulated activities.

Any regulated activities which are carried on by the representative in accordance with
such an arrangement are the responsibility of the principal, who must therefore have
permission for all the regulated activities they carry on. The Authority may therefore
take regulatory action against the principal in respect of anything said or done (or not
said or not done) by the representative in carrying on the regulated activities as if they
had expressly authorised the action or inaction in question. Such acts or omissions
will be taken into account by the Authority in determining whether the principal has
breached any rules or requirements under the Act. However, nothing in this section
would make the principal liable to prosecution for a criminal offence in place of the
representative. The representative may also be subject to the arrangements under Part
V.

This section is similar to, and replaces, section 44 of the FS Act 1986. The Treasury
have the power to limit the types of business that may be carried on under this
exemption. Theintention isthat an order under subsection (1) will broadly reproduce
the breadth of the provision under the FS Act 1986, except that it will no longer be
possible under this section for an appointed representative to be exempt for some
activities and authorised for others. Under a single authorisation regime, it would not
be appropriate to allow an authorised person to obtain an exemption rather than have
their permission extended to cover those additional activities.

The Treasury have the power to prescribe further conditionswhich the contract between
the principal and his representative hasto meet. Theintention isthat this power would
be used to reproduce the detailed requirements in sections 44(4) and (5) of the FS Act
1986. These are aimed at ensuring that the principal has adequate control over the
activities that the appointed representative may carry on for the benefit of, or on behalf
of, other providers of investment products to ensure that the exemption is not misused.

Part Iv: Permission to Carry on Regulated Activities

97.

ThisPart governstheway in which aperson can obtain permission to carry on regul ated
activities. It is through obtaining permission that authorisation is generally obtained
under section 31(1). However, this route to authorisation does not apply to those EEA
firms who qualify for authorisation by virtue of Schedule 3 or those Treaty firms who
qualify by virtue of Schedule 4. These provisions only apply to EEA and Treaty firms
to the extent that they have obtained additional permissions beyond those that they
obtained under those Schedules.

Section 40: Application for permission

98.

This sets out the type of person who can be given permission and therefore who can
be authorised by this route. Permission can be applied for and granted to individuals,
bodies corporate, partnerships and unincorporated associations. In the case of some
regulated activities, however, there are specific constraints on the type of person which
may be given permission under the threshold conditions in Schedule 6.
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Permission may cover anumber of regulated activities. Permission isonly given once,
after that it is simply changed. Thus, subsection (2) rules out an application for the
grant of permission to an authorised person where he already has permission under this
Part. Therefore, if a person wishes to carry on additional activities, he would need to
apply for avariation of permission under section 44.

Section 41: Thethreshold conditions

100.

This section requires the Authority to satisfy itself in giving or varying a Part 1V
permission, or imposing or varying any requirement, that the person concerned will
satisfy the threshold conditions set out in Schedule 6 in relation to all the regulated
activities covered by hispermission. However, this does not prevent the Authority from
taking such steps in relation to an authorised person asit considers necessary to secure
its regulatory objective of the protection of consumers.

Section 42: Giving permission

101.

102.

103.

Having received an application for permission, the Authority must consider it in the
light of its duty under section 41. The Authority has discretion to grant permission for
all the activities applied for, or just some of them.

The Authority can also frame the permission it grants so as to cover activities which
are wider or narrower than the activities as described in the application, and may thus
impose its own limitations on the way in which an activity may be carried on. This
allowsthe Authority to design the permission in order to be satisfied that the threshold
conditions are met in circumstances where it would not be satisfied if it granted the
permission sought in full. The ability to grant awider permission than was applied for
would enable the Authority, if it so chose, to have standard types of permission that it
granted. However, the Act does not require the Authority to operate in thisway.

If the applicant isexempt for certain regul ated activities by virtue of being arecognised
investment exchange or a recognised clearing house, or by virtue of membership
of a professional body designated under Part XX, his application, and any resulting
permission, isnot to be regarded as covering those exempt activities. For other exempt
persons, an application under this section will be regarded as covering their exempt
activities.

Section 43: Imposition of requirements

104.

105.

When granting permission, the Authority may impose what it considers to be
appropriate requirements. Such requirements might include requirements on the
authorised person to act, or refrain from acting, in a certain way. Subsection (5) alows
the Authority to specify a period during which such requirements have effect. Thus
the Authority might impose a limit on the amount of a certain type of business the
person may conduct during the first five years after receiving the permission. This
would enable the Authority to continue the current practice adopted by the insurance
supervisors of restricting the premium income that can be received by an insurer in the
period following its authorisation to undertake a new form of insurance business.

Under subsection (3), such requirements may also beimposed in respect of unregulated
activities. For instance, the Authority might have misgivings about the way in which a
regulated activity might be carried on in conjunction with an unregulated activity that
the person already carries on, or which he proposesto carry on. Those misgivings may
not justify preventing the person from commencing the regulated activity because the
Authority may not consider that the unregulated activity, of itself, casts doubt about
the person’s fitness to carry on the regulated one. It may, however, be concerned that
the juxtaposition of the two activities could be confusing to consumers, or that the
manner in which the unregulated activity was carried on might pose a threat to their
interests. Therefore, the Authority could place limitations on the way in which the
unregulated activity was carried on for aperiod after the granting of the new permission
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in order that it could observe how the activities were carried on, or related to each
other, in practice. Subsection (4) enables the Authority to take account of the person’s
membership of awider group (as defined in section 421).

Section 44: Variation etc at request of authorised person

106.

107.

The Authority may vary the permission, including cancelling it completely, at the
request of the authorised person, subject to being satisfied that the person will satisfy the
threshold conditions for any resulting permission in accordance with section 41. If itis
not satisfied, it may refuse the request outright, grant amore limited permission than the
one requested, or grant the requested permission, but subject to new requirements. The
Authority may also refuse to grant arequest for variation on the grounds that refusal is
in the interests of consumers or potential consumers.

If asaresult of the variation, the authorised person would no longer have permission to
carry on any regulated activity, the Authority must consider whether it is still necessary
for the person to hold a permission at all (and therefore continue to be an authorised
person). If itisnot necessary, the Authority should cancel the permission.

Section 45: Variation etc on the Authority’ sown initiative

108.

109.

This section gives the Authority the power to revoke or vary the terms of an authorised
person's permission onitsown initiative (referred to asits“ own initiative power”). The
power isexercisable on three grounds. These arewhereit appearsto the Authority that:

» the person isfailing, or likely to fail, to meet the threshold conditions in relation
to the existing permission;

» theperson hasfailed to make use of the permission to carry on aparticular regul ated
activity for ayear or more;

e it isdesirable to do so in order to protect the interests of consumers or potential
consumers.

As with the previous section, if as a result of the variation the authorised person no
longer has permission to carry on any regulated activity, the Authority must consider
whether it is necessary for that person to continue to hold a permission and be an
authorised person. If it isnot necessary, the Authority should cancel the permission.

Section 46: Variation of permission on acquisition of control

110.

The Authority may also impose a new requirement or vary an existing oneif:

e someone “acquires control” over the UK authorised person within the meaning of
Part XI1; and

» theresult is that although the Authority does not consider that it has grounds to
object to the acquisition, it nevertheless considers that there is some significant
uncertainty about the impact of the acquisition, or further acquisition, of control on
the conduct of the authorised person’s business.

Section 47: Exercise of power in support of overseas regulator

111

This section enables the Authority to cancel or vary a permission on its own initiative
on behalf of an overseas regulatory authority. The section gives the Treasury
power to prescribe by regulations the sort of overseas authority that the Authority to
help. The functions that it is proposed should be prescribed in this way are functions
corresponding to those of:

e the Authority itself under this Act;

» the competent authority for listing;
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e the Secretary of State under the Companies Act; and
» theprosecuting authorities for insider dealing and money laundering.

However, even where the overseas regulator and the provisions they are seeking to
enforce meet these requirements, the Authority is not obliged to act in accordance with
the request. The Authority must act reasonably, as it must in discharging any of its
functions, but it is also directed to consider certain factors in particular. First among
these is whether EC law obliges the Authority, as the competent authority under one
of the single market directives or otherwise, to assist the overseas authority. Unless
there is an EC obligation to act the Authority must consider the further factors
listed in subsection (4) which include the seriousness of the case and the public
interest. The Authority isalso ableto charge a contribution towards the costs of taking
the enforcement action, and to make this a condition of exercising the power. (Note:
The reference to subsection (4) in the definition of “request” in subsection (7) is an
error. It should only refer to subsection (5).)

Section 48: Prohibitions and restrictions

113.

114.

115.

116.

117.

118.

Among the requirementswhich the Authority canimpose on an authorised person when
acting under this Part are:

* restrictions on the use or disposal of the authorised person’s assets; or

* requirementsto transfer itsassets or assetsit holds on behalf of investorsto atrustee
approved by the Authority.

The purpose of these types of restriction is to prevent an authorised person disposing
of particular assets or making certain types of investment, in circumstances where the
Authority is concerned about a person’s solvency or where it wishes to investigate
suspected fraudulent behaviour.

Where an authorised person’s assets are held by athird party, for example by a bank,
subsection (4) enables the Authority to give the institution notice of any restrictions
it has placed on the authorised person’s assets. This notice might state, for example,
that a bank should not allow any payments to be made from the authorised person’s
account without the permission of the Authority. Subsection (5)(a) providesthat if the
institution refuses to comply with a request to make a payment from the account of
an authorised person who is subject to a restriction notice, it is not to be taken as a
breach of its contract with the authorised person. However, if the institution were to
allow a payment to be made from such an account, in breach of a restriction, under
subsection (5)(b) it would be liable to pay the same amount of money to the Authority.

Subsections (6) to (11) are concerned with the transfer of an authorised person’ s assets
to atrustee approved by the Authority.

Subsection (6) requires atrustee not to deal with or release any of the assetstransferred
to them unless the Authority agrees. If the trustee does release assets without
the Authority’s consent, he is guilty of an offence under subsection (9). However
subsection (11) protects the position of the personswho are beneficiaries of thetrust by
preserving all the remediesthey would normally have under trust law. Thebeneficiaries
of thetrust are the owners of the assets transferred to the trustee. Thiswill be either the
authorised person or, where the assets transferred include assets the authorised person
was holding or controlling on behalf of other investors, those investors.

Subsection (7) makes void any charge that the authorised person makes over his assets
whilethey areheld by atrustee. Any chargesarranged beforethe assetsweretransferred
to atrustee remain valid. The effect of thisis that were the authorised person to enter
into a contractual arrangement which gave a third person a right ahead of existing
creditors or a liquidator to any of his assets which, as a result of a requirement made
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by the Authority under subsection (3)(b), were held by atrustee, that contract would be
void and therights of theliquidator and existing creditorsto the assets would be upheld.

Section 49: Persons connected with an applicant

119.

120.

Subsection (1) of this section makes it clear that, in deciding whether to approve an
application for permission, the Authority may also have regard to other relevant persons
who are related to the applicant in some way. What constitutes a relevant relationship
is not defined, but is left to the Authority to interpret in the particular circumstances
of the case.

The Authority is abliged undersubsection (2) to consult with the home State regulator
of an EEA firm before granting an application from a person who is a subsidiary
undertaking of that firm or the subsidiary undertaking of a parent undertaking of that
firm.

Section 50: Authority’' s duty to consider other permissions etc.

121.

An EEA firm, Treaty firm or recognised collective investment scheme may have a Part
IV permission in addition to a permission as such a firm or scheme. In considering
the exercise of itsown initiative power in relation to such an additional permission, the
Authority must take account of the relevant EC law and of the home State authorisation
of the person concerned. Such consideration may inform the Authority’s view on
whether the firm or scheme is fit and proper to continue to hold the additional
permissionsin question, or its view on whether the cancellation or variation it proposes
isappropriatein light of thewider assessment of the firm which the home State regul ator
is responsible for making.

Section 51: Applications under this Part

122.

This section sets out the minimum information that must be included in an application
for a permission. It also enables the Authority to specify the manner in which an
application may be made, for example whether applications by e-mail will be accepted,
and such other things that should be included as the Authority considers necessary or
appropriate. The Authority can require additional information after the application is
received, and can require the applicant to verify any of the information supplied.

Section 52: Determination of applications

123.

124.

The Authority isrequired to determine an application within 6 months of receiving the
completed application. The Authority has discretion whether to determine incomplete
applications, but it must determine even incomplete applications within 12 months of
theinitial receipt of the application. The Authority may, of course, refuse an application
onthegroundsthat itisincompletewhereit isappropriateto do so. Under subsection (3)
an applicant may withdraw an undetermined application at any time.

Once the Authority has determined an application it must give written notice of its
decision and, if the application to be granted, the date upon which the authorisation
takes effect and from which the relevant activities may commence. If the Authority
proposesto refuse all or part of the application, or impose an additional requirement, it
must proceed by way of awarning and decision notice.

Section 53: Exercise of own initiative power: procedure

125.

This section set out the procedure the Authority must follow when it proposes to
exercise its own-initiative power to vary an authorised person’s Part IV permission. If,
having regard to the ground on which it isexercising the power, the Authority considers
it necessary, the variation may take effectimmediately or on aspecified date. If no date
is specified in this way 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
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finally determined (see the definition of “open to review” in section 391(8)). The
Authority must give the authorised person awritten notice which givesthe detail s of the
variation, the date on which it takes effect, the reasons for the imposing the variation
and for the choice of date. The notice must also inform the person of hisright to make
representations to the Authority within a specified period, and to refer the matter to the
Tribunal.

Subsections(7) to (10) requirethe Authority to givefurther written notice of itsresponse
to any representations which are made. This can be a decision not to proceed with the
variation (or to cancel it if it has already 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).

Section 54: Cancellation of Part |V permission: procedure

127.

This section requires the Authority to serve warning and decision notices when
cancelling a Part IV permission on its own initiative, under section 45. Warning and
decision notices given under this section also attract the rights set out in sections 393
and 394 by virtue of section 392.

Section 55: Right to refer mattersto the Tribunal

128.

This section confers aright to refer to the Tribunal a decision of the Authority to vary
or cancel apermission onitsown initiative. It also appliesto decisions of the Authority
in relation to applications under Part 1V, such as a decision to refuse an applications
for permission, to impose conditions or to vary a permission other than in the way
requested.

Part V: Performance of Regulated Activities

129.

130.

131

This Part confers on the Authority a range of powers which will enable it to ensure
that people who work for authorised persons for certain purposes are fit and proper to
perform the functions for which they have been engaged. While the focus of regulation
ison authorised firms, the Part gives the regulator powers to prevent harm which might
otherwise be caused by persons attached to firms.

Under the preceding regulatory framework, thereis considerable variation between the
arrangements applying to employees working in different sectors. The SROs have
introduced a contractual system which requires employees to sign up to regulatory
and disciplinary arrangements. Lloyd's has applied similar regulation to employees
of underwriting agents, using its byelaw making powers. Banking and insurance
legislation provides for pre-vetting of certain senior management positions, in some
casesaspart of theregimefor theregulation of controllersof suchfirms. That legislation
does not provide for the regulator to take disciplinary action against those managers,
although senior managers, as officers of the firm, could commit a criminal offence
wherethefirmitself had committed such an offence. Thereis, in addition to the vetting
arrangements, a power in section 59 of the FS Act 1986 for the Authority to prohibit a
person’ semployment in connection with investment business. The above arrangements
will be replaced by arrangements under this Part.

The Part seeks to harmonise these arrangements. It provides a power for the Authority
to ban unfit individuals from carrying out specified functions within the financial
services sector. It also providesfor:

» the Authority to require its approval to be obtained before a person may perform
specified functions;

» the Authority to issue statements of principle with which approved persons must
comply, and codes of conduct elaborating on the statements; and
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e adisciplinary regime for those who fail to comply with the statements of principle.

This Part provides for firms and individuals concerned to refer matters to the Tribunal
if the Authority proposes to:

* issue aprohibition order;

» refuse an application to vary or revoke a prohibition order;
» refuse an application for approval;

» takedisciplinary action; or

e withdraw approval.

ThePartisprimarily directed at the employees of authorised firms. However, it extends
beyond employeesto include, for example, directors, representatives and contractors of
an authorised person, and extends to bodies corporate where relevant. If, for example,
a life insurance company entered into a marketing agreement with a firm of estate
agentsto sell lifeinsurance, the agency and relevant sal es staff giving investment advice
might need prior approval. Part V would also cover “matrix managers’ who carry out
certain functions, often on afairly informal basis, for agroup of companies even though
technically they are “employees’ of a sister company rather than of the authorised
person for whom they carry out relevant functions. Such arrangements areincreasingly
common in multi-national groups.

Section 56: Prohibition orders

134.

135.

136.

137.

This section enables the Authority to make an order prohibiting any individual whom
it considers is not fit and proper to perform functions in connection with regulated
activities. A prohibition may relateto all functionsin relation to any regul ated activities
carried on by all authorised (or exempt) persons or it can specify the kind of functions,
activities or authorised (or exempt) personsto whichit relates. A prohibition order may
be varied or revoked.

Subsection (4) makes it an offence for an individual not to comply with a prohibition
order. The maximum penalty for this offence isafine at level 5 on the standard scale
(currently £5,000). Thereis, however, adefence under subsection (5) for a person who
can show that hetook all reasonabl e precautions and exercised all duediligenceto avoid
committing the offence.

Subsection (6) imposes an obligation on an authorised person to take reasonabl e care not
to engage individuals who have been disqualified under this section from performing
relevant functions. Failure to comply with this requirement could trigger the use of
the Authority’s powers to amend the authorised person’s permission or discipline the
firm. It also potentially givesrise to a cause of action under section 71 from a private
person who suffers aloss as a consequence of the breach.

Subsection (8) enables a prohibition order to be issued preventing an individual from
performing functionsin relation to aregulated activity carried on by an exempt person
or a person to whom section 327(1) applies, that is by members of a profession or
persons controlled or managed by members of a profession, who benefit from the
exemption from the general prohibition under Part XX.

Section 59: Approval for particular arrangements

138.

This section requires authorised persons to take reasonable care not to allow persons,
natural or corporate, to perform certain functions without the approval of the
Authority. Subsection (2) similarly requires an authorised person to take reasonable
steps to ensure that any contractor does not allow a person to perform such functions
without the approval of the Authority. A person in respect of whom approval isgivenis
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an “approved person”. The nature of the functions requiring approval will be specified
by the Authority’s rules, within the limits set out in subsections (5) to (7) and subject
to the normal consultation requirements under Part X. The limits can be summari sed:

* The function may enable a person significantly to influence the conduct of the
authorised person (for example adirector). By virtue of subsection (9) account may
be taken of influence which might result from a failure properly to carry out that
function (for example a proprietary trader).

e Thefunction involves dealing with customers (for example a financial adviser) or
dealing with their property (such as a stockbroker) in a way that is substantially
connected with the carrying on of aregulated activity by the firm.

Subsection (8) limits the application of this section in the case of EEA or Treaty
firms. The Authority will only have powers to act in relation to functions over which
it, rather than the home State regulator, has jurisdiction.

Section 60: Applications for approval

140.

141.

This section requires an application for approval to be submitted by the authorised
person concerned or, in the case of new firms awaiting authorisation, a prospective
authorised person.

Subsection (2) givesthe Authority the powersto specify the information it will require
to support applications for different types of posts and subsection (3) enables it to
regquest any additional information it needs to assess the suitability of each candidate.

Section 61: Determination of applications

142.

This section sets out the basis on which the Authority is to assess the suitability of a
candidate for approval, whether they are an individual or abody corporate. Subsection
(2) requires the Authority to be satisfied that a candidate is fit and proper to perform
the functions in question before it is able to give its approval. Where the Authority
proposes to refuse an application, section 62 requires it to give awarning and decision
notice. Notice must be given to the authorised person, the candidate and, where
relevant, a contractor.

Section 63: Withdrawal of approval

143.

This section gives the Authority power to withdraw the approval granted for the
purposes of section 59 where it no longer considers that the person is afit and proper
personto carry out the functionsfor which they had been approved, for exampl e because
the Authority had obtained new information which cast doubt over itsinitial assessment.

Section 64: Conduct: statements and code

144.

145.

This section gives the Authority power, as part of its wider rule-making functions, to
issue statements of principle, setting out in general terms the kinds of behaviour which
it requires from approved persons in respect of any particular type of function. Any
statements of principle issued under this section must be elaborated by a code of
practice. Such a code would not need to be exhaustive but it would have to illustrate
the circumstances in which it would regard a principle as having been complied with,
or not complied with, as the case may be. Different statements of principle and codes
could be made to apply to employees of different categories. The purpose of requiring
a code to elaborate on a statement of principle is to prevent the Authority taking a
disciplinary action for an alleged breach of aprinciplein caseswhere aperson had acted
in accordance with the code.

Subsection (8) makes it clear that failure to comply with a principle does not give a
third party grounds for action against the approved person. Therefore, if for example a
financial adviser employed by an insurance company failed to comply with a statement
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of principle when arranging a personal pension, that would not give a customer aright
of action against the employee, with whom they had no contractual relationship. This
provision would not remove or lessen any rights, including those under contract or by
virtue of section 71, the customer may have against the authorised person who had
entered into an agreement to provide the pension.

Section 65: Statements and codes: procedure

146.

This section sets out the procedure that the Authority isrequired to follow whenissuing
a statement or code under section 64. The procedures, including the requirements to
consult and publish a cost-benefit analysis, are broadly the same as the procedures that
will apply when the Authority exercises other powersto issue codes (for example under
section 119) and its rule-making powers under Part X.

Section 66: Disciplinary powers

147.

148.

149.

150.

This section givesthe Authority apower to take disciplinary action against an approved
person when the two conditions set out in subsection (1) have been met. The Authority
must be satisfied that it is appropriate to take action against him. In this context, the
Authority would have to have regard, among other things, to its regulatory objectives
set out in Part I. The Authority would need to take into account whether disciplinary
action against the approved person, rather than action against the authorised person for
whom he works, would be appropriate, taking into account the responsibility of the
senior management of the firm for the conduct of the firm and its employees. A second
important factor would be to ensure that any action, or any particular course of action,
it takes should be proportionate to the nature and seriousness of the misconduct.

In addition, the Authority must be satisfied that the person has engaged in misconduct,
as defined in subsection (2). One possibility is that the approved person has acted in
breach of a statement of principle, issued under section 64, as evidenced by a breach
of acode of practice. The other possible situation is that an approved person has been
knowingly involved in a breach by the authorised firm of rules made by the Authority
or of any requirement imposed by or under the Act.

Subsection (3) gives the Authority powers to impose a penalty on an approved person
or to make a public statement about their misconduct.

Subsection (4) restricts the period during which the Authority may take action under
this section to a period of two years after the Authority became aware of the
misconduct. This period reflects the time available to the Secretary of State to bring
disqualification proceedings against a company director under the Company Directors
Disqualification Act 1986.

Section 69: Statement of policy

151

152.

This section requires the Authority to issue a statement of its policy on the
circumstances in which it will impose penalties on approved persons under section 66
and the basis on which the level of penalties will be determined for different types of
misconduct. The policy set out in the statement must take into account a number of
factors which are set out in subsection (2).

Subsection (8) requiresthe Authority to haveregard to the statement in force at thetime
of the misconduct when imposing penalties under this Part.

Section 70: Statements of policy: procedure

153.

This section sets out the procedure for issuing a statement of policy under section 69.
Before deciding onits policiesin these areas, or changing those policies, the Authority
will be required to consult the public on its proposals.
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Section 71: Actions for damages

154.

If aprivate person suffers aloss because an authorised person has acted in breach of the
duty under section 56(6) or 59(1) or (2) (failing to take care to prevent aperson carrying
out functionsin contravention of aprohibition under section 56, or without obtaining the
Authority’ s approval under section 59) he may bring an action for damages against the
authorised person (or an exempt person or person to whom clause 327(1) appliesin the
case of acontravention under section 56(6)). Subsections (2) and (3) confer powers on
the Treasury, by regulations, to define a“private person” and to specify circumstances
in which this section applies to a person other than a private person.

Part Vi: Official Listing

155.

156.

157.

EC law requires each member State to nominate or create a competent authority to
maintain an official list of securities, to regulate the admission of securities to the
Official List, and to monitor issuers adherence to the listing rules (as explained
below) thereafter. In the United Kingdom these functions are exercised by the
Authority following the coming into force of the Official Listing of Securities (Change
of Competent Authority) Regulations 2000 (SI 2000/968), the competent authority
function was exercised by the London Stock Exchange. The provisions of this Part
implement these requirements of EC directives. These provisions replace thosein Part
IV of the FS Act 1986.

There is no requirement for issuers of securities, for example companies issuing new
shares, to apply for admission to the official list. However, admission to the official list
signalsthat certain standards regarding the financial status and history of the company
have been met; that adequate information about a security has been made available to
investors at the time of application; and that information about the performance and
plans of the issuer will continue to be made available on a continuing basis so long as
the company has securities listed on the officia list.

In carrying out its functions, the competent authority makes rules which govern the
admission of securitiesto listing, the continuing obligations of issuers, the enforcement
of those obligations and the suspension and cancellation of listing. These rules are
collectively known as “listing rules’, which have been published by the competent
authority in the*yellow book”. The competent authority also has arolein scrutinizing
prospectuses and circularswherethereisno application for admission to the official list.

Section 72: The competent authority

158.

This section confers the functions of competent authority on the Authority. Subsection
(2) and Schedule 7 make provision for the way in which other provisions of the Act
apply to the Authority when exercising functions asthe competent authority. However,
subsection (3) and Schedule 8 provide a power for the Treasury to transfer some or all
of the functions of the competent authority for the United Kingdom to another body.

Section 73: General duty of the competent authority

159.

160.

This section sets out the general duties of the competent authority. Subsection (1)
sets out a number of principles to which the competent authority must have regard in
discharging its general functions (as defined in subsection (2)).

Subsection (1) issimilar to section 2(3). Therequirementsof subsection (1) areintended
to act as constraints on the way the competent authority carries out its functions under
Part VI. Unlike section 2(3), this section does not have a principle relating to the
responsibilities of senior management. Thisis because the competent authority is not
responsiblefor the conduct of business or the prudential regulation of listed companies.
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Section 74: The official list

161.

162.

Thissection placesaduty on the competent authority to continue to maintain the official
list. Section 99 alows the competent authority to charge feesfor this purpose. Before
this Act comes into force, the official list will be made up of securities that have been
admitted by the competent authority under the statutory provisions of Part IV of the
FS Act 1986 and securities and other financial instruments which were admitted by
the competent authority under contract with issuers (for example gilts and covered
warrants). Under the Act there will be a single statutory regime for the official listing
of all these securities and other instruments.

The legidation therefore gives the Treasury a power in subsection (3) to provide that
certain categories of financia instrument cannot be admitted to the Official List. This
is a reserve power to ensure that the Treasury could stop the admission to the list of
financia instruments which they consider, for example, pose undue risks to investors.
Subsection (4) confers powers on the Authority to make listing rules.

Section 75: Applicationsfor listing

163.

164.

This section providesthat only applicationsfor listing which are by, or with the consent
of, the issuer and meet the requirements imposed by the competent authority may be
granted. The competent authority can refusean applicationfor listing whereit considers
that granting it would be detrimental to the interests of investors.

Subsection (3) provides that no application for listing can be entertained by the
competent authority in respect of securitiesissued by abody of a prescribed kind. The
Treasury intend to use this power to prescribe that securities issued by a private
company or by an old public company (within the meaning of section 1 of the
Companies Consolidation (Consequential Provisions) Act 1985) cannot be admitted to
listing. Thiswill replicate provisionsin the FS Act 1986.

Section 77: Discontinuance and suspension of listing

165.

Occasionally circumstances arise which mean that normal dealingsin listed securities
cannot take place. For example, a company may fail to comply with reporting
requirements in the listing rules, so that investors and potential investors do not have
sufficient information on which to make informed decisions about the company’s
securitiesin order to deal inthe securities. Alternatively, acompany may bein financial
difficulties which it has not clarified or quantified. This section gives the competent
authority the power to suspend or discontinue the listing of a company’s securitiesin
such circumstances. During a suspension, trading in the securities cannot take place
on arecognised investment exchange. An issuer may refer a decision to discontinue
or suspend listing to the Tribunal.

Section 78: Discontinuance and suspension: procedure

166.

167.

This section sets out the procedures to be followed by the competent authority when it
suspends or discontinues the listing of any securities under section 77. The procedure
isbroadly similar to that which appliesin the case of other supervisory decisions listed
in section 395(13), and which is described in the context of section 53 above.

During the procedure for making representations and referring the matter to the
Tribunal, it ispossiblefor asuspension or discontinuanceto bereversed. If asuspension
is cancelled the securities smply remain listed. If adiscontinuance is cancelled at this
stage, either because the competent authority accedesto representationswhich are made
under subsection (3)(c) or because it follows directions of the Tribunal to that effect,
subsection (9) provides that the securities are regarded as being readmitted to the list
as soon as the discontinuance is cancelled and without any fresh admission needing to
be granted.
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Subsections (10) to (12) set out a separate procedure which applies, after a suspension
has taken effect and after the procedures for making representations and for referring
the matter to the Tribunal have been exhausted, if there is a subsequent application for
the suspension to be cancelled. In this case the standard warning and decision notice
procedure applies as for other applications. However, at this stage in the process, a
discontinuance is regarded asfinal and so thereis no procedure for applying for it to be
reversed. Instead afresh application would need to be madefor listing under section 75.

Section 79: Listing particulars and other documents

169.

170.

Under EC law, where there is an application for the listing of securities which are
to be offered to the public in the United Kingdom for the first time, a prospectus
must be approved by the competent authority and published. Thisis provided for by
section 84. Where a prospectus is not required, for example because the securities
have already been offered to the public or because there is an exemption (as set out in
Schedule 11) the competent authority can provide that securities can only be admitted to
theofficial list after publication of listing particulars and other documents approved by
the competent authority. Listing particulars are documents which contain information
on the nature and circumstances of the applicant and on the securitiesto belisted. The
content is determined by listing rules. The existence of the power will allow investors
to make informed decisions about that security.

Subsection (3) alows the Treasury to prescribe the persons responsible for listing
particulars. The Treasury intend to exercise this power to prescribe those persons
covered by section 152 of the FS Act 1986. However, the power will allow there to be
some flexibility to reflect the admission of any possible types of financial instrument
to the officia list. Thisis necessary given the comprehensive nature of the statutory
regime under section 74.

Section 80: General duty of disclosurein listing particulars

171

This section places a duty on those responsible for producing listing particulars to
ensure that those particulars contain, at the very least, adequate information to enable
investors and their professional advisers to make informed decisions about the issuer
and securities in question. The competent authority can authorise the omission of
certain information in certain circumstances, as set out in section 82.

Section 81: Supplementary listing particulars

172.

This section provides that where there is any significant change following the
submission of listing particulars to the competent authority but before dealings in
the securities have started, supplementary listing particulars must be approved and
published.

Section 82: Exemptions from disclosure

173.

174.

This section adlows the competent authority to authorise the omission of
information required by listing rules to be included in listing particulars in certain
circumstances. These circumstances are set out in subsection (1); namely, that the
disclosure of the information would be contrary to the public interest, would be
serioudly detrimental to the issuer (for example the disclosure of commercial secrets),
or would be unnecessary given the kind of people who could be expected to buy or sell
those securities (for example, if the securities were only dealt in by professionals).

Subsection (2) providesthat information cannot be omitted where it would be seriously
detrimental to theissuer if that information is essential in order for a person to make an
informed assessment. (“Essential information” is defined in subsection (6).)
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Section 83: Registration of listing particulars

175.

This section requires listing rulesto provide that listing particulars must be lodged with
theregistrar of companies on or before the date on which they are published. The same
requirement applies to prospectuses because of section 86. Breach of this requirement
is an offence under subsection (3), punishable by afine..

Section 84: Prospectuses

176.

This section provides that a prospectus must be published before securities are offered
to the public in the United Kingdom for the first time before admission to the official
list. Section 103(6) and Schedule 11 define the circumstances in which apersonisto be
treated as having offered securities to the public in the United Kingdom. For example,
an offer is not regarded as being made, and the requirement to publish a prospectus
therefore does not arise, where the offer is made to no more than 50 persons.

Section 85: Publication of prospectuses

177.

This section makes it a criminal offence for a person to offer new securities to the
public in the United Kingdom before a prospectus has been published. This offence
only applieswherelisting rules require the publication of aprospectus before particular
new securities are admitted to the official list.

Section 87: Approval of prospectus where no application for listing

178.

Where securities are to be offered to the public in the United Kingdom for the first
time and there has been no application for listing, listing rules may allow issuers
to submit prospectuses to the competent authority for approval. This section refers
to such prospectuses as “non-listing prospectuses’. Where such a prospectus has
been approved by the competent authority, under EC law it must be recognised by
competent authorities in other member States as complying with their own rules on
prospectuses. Accordingly, there is no need in these circumstances to obtain further
approval from another competent authority if the securities are to be issued in another
member State.

Section 88: Sponsors

179.

180.

181.

This section enables the competent authority to make listing rules requiring issuers of
listed securities, or issuers seeking admission to the list, to appoint a sponsor.

Subsections (2) and (3) allow the competent authority to approve persons who may act
asasponsor, and to maintain alist of such persons. They also allow therelevant listing
rulesto specify particular services which must be performed by a sponsor (for example
asponsor might be required to certify that certain requirements for listing are met).

Subsections (4) to (7) apply the standard warning notice and decision notice procedure
where the competent authority proposes to refuse a person’s application for approval
as a sponsor, or to cancel such approval, and provide the right to refer the matter to the
Tribunal where a decision noticeis given.

Section 89: Public censure of sponsor

182.

This section permits the competent authority to make listing rules which allow it to
make public statements to the effect that a sponsor has contravened a requirement
imposed on him by the listing rules, subject to the warning and decision notice
procedure and aright to refer the matter to the Tribunal. The power to impose financial
penalties does not, however, apply to sponsors.
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Section 90: Compensation for false or misleading particulars

183.

This section provides that a person responsible for listing particulars (or, under this
Part as applied by sections 86, 87(5) and Schedule 9, prospectuses or non-listing
prospectuses) isliableto pay compensation to those who suffer lossasaresult of untrue
or misleading statements or the omission of any information which must be contained
in those documents. There are some circumstances in which thereisno liability to pay
compensation. These are set out in Schedule 10.

Section 91: Penaltiesfor breach of listing rules

184.

185.

This section gives the competent authority a power to impose financial penalties on
issuers who have breached the listing rules. Under the FS Act 1986, the competent
authority can issue private or public censures or suspend or cance the listing of
securities. The additional power conferred by this section isintended to provide further
flexibility in this area. The competent authority will also be able to impose penalties
upon present and former directors (which is defined in section 417 to include shadow
directors) who were knowingly involved in a breach of the listing rules. However, it
may not impose a penalty later than two years after it first became aware of the breach.

Section 92 sets out the procedures the competent authority must follow when imposing
apenalty. The competent authority isalso required to publish astatement of itspolicy as
regards penalties (see sections 93 and 94). Beforeissuing or altering such a statement,
the competent authority must consult on its proposals.

Section 95: Competition scrutiny

186.

187.

This section gives the Treasury a power to subject the “regulating provisions’ of the
competent authority (which isto say thelisting rules and general guidance it produces)
and its practices to a competition scrutiny regime. The Treasury proposes to use this
power to create a competition scrutiny regime for the competent authority which is
broadly similar to theregimefor the Authority, initsroleasfinancial servicesregulator,
asprovided for by Chapter I11 of Part X of the Act. The power will enable the Treasury
to provide for exclusions from the provisions of the Competition Act 1998 analogous
to those for which Chapter 111 of Part X of the Act makes provision.

Subsection (2) makes clear that such a regime will require the person responsible for
the competition scrutiny procedure to consider whether any provision or practice, or
combination of provisions and practices, has at any time a significantly adverse effect
on competition as defined in subsections (6) and (7).

Section 96: Obligations of issuers of listed securities

188.

This section provides that listing rules may place obligations on issuers and may make
provision for non-compliance. Subsection (2) provides that the competent authority
can make listing rules which alow it to publish information which an issuer has been
required but has failed to publish.

Section 97: Appointment by competent authority of personsto carry out
investigations

189.

This section alows the competent authority to appoint investigators if it appears to
it that there are circumstances suggesting that there may have been a breach of the
listing rules; that a director or former director of an issuer was knowingly concerned
in a breach; or that there has been a contravention of the criminal offencesin sections
83, 85, or 98. The section applies the provisions of Part XI asif the investigator were
appointed under section 167(1). This means that the procedures set out in section 170
must be followed and that the investigator will have the powers set out in section 171.
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Section 98: Advertisements etc in connection with listing applications

190.

191

This section makesit an offence to issue an advertisement or other information of akind
specified in listing rules (for example an invitation to purchase securities) unless the
contents have been approved by the competent authority or the issue of an unapproved
advertisement or information has been authorised by the competent authority. This
offence only applies where listing particulars are, or are to be, published.

Subsection (3) provides a defence against this criminal offence where someone
reasonably believed that the advertisement had been approved or its issue authorised
by the competent authority.

Section 100: Penalties

192.

This section provides that the competent authority must not seek to recover its costs
when imposing financial penalties. It also provides that it must operate a scheme to
redistribute monies received from financial penaltiesto issuers. It must consult on the
scheme and have regard to representations before making the scheme. The provisions
of this section are analogous to those applying to the Authority more generally under
paragraph 16 of Schedule 1.

Section 102: Exemption from liability in damages

193.

This section givesthe competent authority and itsstaff immunity against legal action for
damages in respect of anything done or omitted in the discharge of its functions. This
immunity does not apply where the act or omission was in bad faith or where it was
unlawful as a result of section 6(1) of the Human Rights Act 1998. Section 6(1) of
that Act makes it unlawful for a public authority to act in away which isincompatible
with aright conferred by the European Convention on Human Rights and Fundamental
Freedoms which isincluded in Schedule 1 to the 1998 Act.

Part Vii: Control of Business Transfers

194.

195.

This Part provides a mechanism for transferring, with the sanction of the courts, all
or part of the business of certain kinds of authorised persons. In broad terms, the
mechanism covers 2 types of transfer:

* transfers of insurance business; and
e transfers of banking business.

The mechanism, as it relates to transfers of insurance business, replaces the
arrangements under sections 49 to 52B of, and Schedule 2C to, the Insurance
Companies Act 1982, which implement requirements of the EC insurance
directives. Banking businesstransfershave usually required aprivate act of Parliament,
which can involve alenghty procedure and substantial cost to the firms concerned.

Section 104: Control of business transfers

196.

This section establishesthat the arrangementsunder Part VI aregenerally the exclusive
route for giving effect to the types of transfer to which the Part applies. However,
the definition of insurance business transfer schemes under section 105 provides for
qualifying cross-border transfersto be approved in other member States, in accordance
with the directives.

Section 105: Insurance business transfer schemes

197.

This section defines the insurance business transfers covered by the new mechanism. It
only applies to transfer schemes where, after the transfer, the business transferred will
be carried on from an establishment in the EEA, and where prior to the transfer all or
part of the business to be transferred is:
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e carried on, wholly or in part, in the EEA by a“UK authorised person” (defined in
subsection (8)); or

» reinsurance business and it is carried on in the UK branch of an EEA firm (see
Schedule 3); or

» carried on, wholly or in part, in the United Kingdom by an authorised person who
is neither a UK authorised person nor an EEA firm.

In each case the authorised person transferring the business must have the appropriate
permission under Part IV of, or Schedule 3 to, the Act.

However, subsection (3) sets out a series of cases for which the new mechanism does
not apply. The mechanism does not apply where the transferor is a friendly society
(referredto ascase 1). Such transfersare covered by provisionsin the Friendly Societies
Act 1992. The other cases are where the arrangements under this Part do not apply are:

e transfers of reinsurance business by UK authorised persons which have been
approved by a court in another EEA State or by the relevant regulator in the State
or Statesin which it is carried on (case 2);

» transfersof businesscarried on outside the EEA which do not includepolicies (other
than reinsurance policies) against risks arising in the EEA, and which have been
approved by the courts or relevant authoritiesin anon-EEA State (case 3);

* where each of the policyholders has consented to the transfer, in cases of
reinsurance business and entities where the policyholders are ‘ controllers (within
the meaning of Part XI1) of the firm or other firms in the same group, essentially
“captive” insurers (case 4).

Subsections (5) to (7) ensure that the powers of a court to make orders under the
Companies Act (and the equivalent Northern Ireland provisions) dealing with schemes
for reconstruction (compromises or arrangements agreed with creditors) can apply in
transfers covered by the arrangements under the Part.

Section 106: Banking business transfer schemes

201.

This section enables parties to a transfer of business involving accepting deposits to
apply to the court for an order sanctioning the transfer. Subsection (1) applies the
arrangements under thispart to transfers of the business of authorised personsdomiciled
in the United Kingdom with permission to accept deposits, wherever the business is
carried on. It also appliesthe arrangementswhere an overseas firm carrying on banking
business in the United Kingdom transfers its business to ancther firm. However, the
arrangements do not apply to transfers from building societies (for which separate
arrangements exist under the Building Societies Act 1986) or credit unions or transfers
falling within section 427A of the Companies Act.

Section 107: Application for order sanctioning transfer scheme

202.

This section enables either atransferee, or the transferor, or both, to apply to the court
for an order sanctioning atransfer of an insurance or banking business. Subsection (3)
makes provision as to the court to which an application may be made. The appropriate
court will depend on the country or territory in which the businesses are registered or
have their head office.

Section 108: Requirements on applicants

203.

This section confers on the Treasury a power to specify, by regulations, requirements
with which firms must comply before seeking an order sanctioning a transfer under
section 111. Wherefirms have not complied with those requirements, the court would
not be able to sanction the transfer.
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Subsection (3) confirms that regulations made under this section may include
reguirements to give notice and the way in which notice must be given. This may, for
example, include giving notice of the proposed transfer to customers or creditors of the
firm but the kinds of requirement are not limited.

Regulations made under this power may also specify the circumstances in which the
court may decide that afirm need not comply with aregquirement. Thisis necessary to
ensurethat in circumstanceswhere afirm cannot reasonably comply with areguirement,
it need not prevent a court from approving a transfer. An example where this might
be necessary is in relation to a requirement to give notice to customers of the firm
transferring its business to another, in circumstances where it did not have contact
details for some of its customers, as sometimes happens in the case of dormant bank
accounts or old life insurance policies.

Section 109: Scheme reports

206.

Under this section, it isareguirement that aproposal to transfer insurance businessisto
be accompanied by areport by an expert. The coverage of the report may be determined
by the Authority and the appointment of the expert is subject to the approval of the
Authority. The purpose of this section is to ensure that the court is presented with a
full and accurate report of the proposed transfer by an independent expert in order that
the court may properly assess its impact, including the effect on policyholders of the
authorised person in question (and any third parties who may rely on their policies).

Section 110: Right to participate in proceedings

207.

This section gives the Authority and those affected by the proposed transfer aright to
be heard by the court when it is considering an application under section 107. Thiswill
mean that the Authority will be able to make representations about matters which, as
regulator, cause it concern. It also ensures that any person connected with either the
transferor or transferee firm - including customers of either firm or their employees -
may also make representations to the court about the implications for them. The court
will be able to take these views into account when considering the application.

Section 107: Sanction of the court for business transfer schemes

208.

209.

210.

211

This section sets out the conditions that must be met before the court may sanction a
business transfer scheme. The conditions are that the transferee firm has obtained any
necessary certificates, which are set out in Schedule 12, and also that court is satisfied
that the firm will have the necessary authorisation to carry on that business after the
transfer (unless no authorisation is required, as may be the case for some reinsurance
undertakings in other territories).

The precise requirements imposed under the Schedule will depend on a number of
factors including whether the business in question is insurance or banking business,
and the location of the business (that is whether it is domiciled in the United Kingdom,
another EEA member State or overseas).

An insurance business will require:

* a certificate about confirming that it has the necessary margin of solvency
(paragraph 2 of the Schedule); and

» acertificate indicating that a host State regulator - in casesinvolving risks or firms
located in another EEA member State - has consented (or failed to object within 3
months) to the transfer (paragraphs 3 to 5).

In the case of abank it will need to produce:

» acertificate confirming that the bank has adequate resources; and
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* inthecasewhereeither thetransferor or transferee company isdomiciled in another
EEA state, a certificate confirming that the home state regulator has been informed
about the transfer.

212.  In deciding whether to sanction the scheme, the court must consider whether it is
appropriate, in al the circumstances, to do so.

Section 112: Effect of order sanctioning businesstransfer scheme

213.  This section makes it clear that any order of the court sanctioning a business transfer
scheme may include any necessary provisionsto ensure that any transfer is able to take
proper effect. Accordingly, the court will be able to order either that all rights and
liabilities of and against the firm whose businessis being transferred becomerights and
liabilities of the transferee firm, or that appropriate measures are taken to extinguish or
reduce such rights and liabilities.

214. A reduction may be necessary, for example, where afirm is insolvent and the transfer
of businessis part of a“rescue” proposal. In other cases, rights and liabilities may not
be suitable for transfer and so alternative arrangements may be required, for example
in the case where a bank had a taken a floating charge over the assets of the firm in
relation to a credit facility, where neither would be relevant to the ongoing business
after the transfer.

215.  These arrangements are consistent with the previous arrangements under Schedule 2C
to the ICA 1982 and relevant companies and insolvency legislation.

Section 113: Appointment of actuary in relation to reduction of benefits

216.  Thissection enablesacourt, in responseto an application from the Authority, to appoint
an independent actuary to report on abusinesstransfer in particular circumstances. This
is aimed particularly at situations where a company from which business is to be
transferred is in financia difficulties and unlikely to be able to meet all of its
obligations to policyholders or other creditors. By the application of insolvency law,
the policyholders would only be entitled to recover a proportion of the amounts due
to them.

217.  Section 112 enables the court to sanction a transfer that has the effect of reducing
liabilities to policyholders, since in many cases allowing the transfer to a solvent
company will be preferable to leaving the policyholder to recover money due from the
insolvent insurer. In practice, atransfer would most likely only be approved where the
effect was no worse than if it did not go ahead. The purpose of this section isto enable
the court to take an informed view about the proposed reduction in benefits, to ensure
that policyholdersinterests are properly protected. A policyholder who suffered lossin
such circumstances might be able to make a claim to the compensation scheme under
Part XV of the Act.

Section 114: Rights of certain policyholders

218.  This section provides that any EEA policyholders whose local law confers on them a
right to cancel the policy in the event of a transfer have an adequate opportunity to
exercise that right.

Section 115: Certificate for the purpose of insurance business transfers overseas

219. This section is a paving provision for Part Il of Schedule 12 which enables the
Authority to issue a certificate about the solvency of a UK authorised firm to which
insurance business is to be transferred from overseas. Such a certificate would enable
the Authority to confirm to a regulatory authority in another EEA member State or
Switzerland that the transferee firm was financially sound and able to accept the
business being transferred to it.
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Section 116: Effect of insurance business transfers authorised in other EEA States

220.

This section ensures that, where an insurance business transfer has been approved in
another EEA member State in accordance with its domestic procedures, the transfer
has effect in UK law. This means that where a person in the United Kingdom has an
insurance policy with an EEA company whose business is in another member State,
their contract is transferred so that the policyholder continues to enjoy the same rights
and to be subject to the same obligations against the new company as they did against
the company that issued the original policy.

Section 117: Power to modify this Part

221.

This section allows the Treasury by regulations to modify the arrangementsin relation
to prescribed categories of transfer (for example, to ensure sufficient flexibility to
allow for possible exclusions where transfers were subject to approva proceduresin
overseas jurisdictions). This section also allows the Treasury by regulations to amend
the provisions of this Part to provide for its more effective operation.

Part Viii: Penaltiesfor Market Abuse

222.

This Part confers power on the Authority to impose penalties for market abuse or
to publish a public statement that someone has engaged in market abuse. The Act
sets out the kinds of behaviour which will constitute market abuse and places a duty
on the Authority to produce a code which will help to determine whether particular
behaviour amounts to market abuse. This code will carry evidential weight, and in
certain circumstances will provide a defence, or “safe harbour”, against allegations of
abuse. This Part also gives the Treasury the power to prescribe the coverage of the
regime by specifying both the markets and the investments traded on those markets to
which it applies. It sets out the procedures the Authority must follow when proposing
to impose a penalty. It also confers aright to refer a decision to impose a penalty to
the Tribunal.

Section 118: Market abuse

223.

224.

225.

This section sets out the behaviour which constitutes market abuse. It aso confers on
the Treasury an order-making power to specify which markets and which investments
come within the scope of this section.

Subsections (1) and (2) set out the conditions which must be satisfied before behaviour
can be regarded as market abuse (and a penaty possibly imposed or statement
published). In order to be abuse the behaviour must:

» take place in relation to qualifying investments traded on a market to which the
section applies;

* bebehaviour of aparticular kind, as set out in subsection (2); and

» be behaviour which is likely to be regarded by a regular user of the market as
a failure on the part of the person (A) engaged in the behaviour to observe the
standards which the regular user would reasonably expect of a person in A’s
position. The regular user of the market is defined in subsection (10) to be a
reasonable person who regularly deals on the market. He is intended to represent
the digtillation of the standards expected by those who regularly use the market.

There are three kinds of behaviour set out in subsection (2). Broadly speaking, these
are that the behaviour is based on information not generally available to the rest of the
market; that the behaviour islikely to give the regular market user afalse or misleading
impression; or that the regular user would belikely to regard the behaviour as behaviour
which would distort the market.
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Subsection (6)(a) brings behaviour which takes place in relation to the subject matter
of investments within the definition of behaviour which can be caught by these
provisions. This means that, for example, behaviour in relation to a precious metal
which affects the price of a futures contract in the metal can potentially be caught
by these provisions if it is behaviour which fals within all of the tests set out
above. Subsection (6)(b) also brings investments within the regime which are not
themselves qualifying investments for the purposes of this section, but which are
derivatives of aqualifying investment (for example options on options); or whose price
or value is expressed by reference to the price or value of qualifying investments, for
example spread bets. Subsection (8) allows the Authority to provide that behaviour
conforming with a particular rule or rules does not amount to market abuse.

Section 119: The code

227.

228.

This section places aduty on the Authority to prepare and issue acode which will allow
it to set out the kinds of behaviour which, in its opinion, amount or do not amount
to market abuse. The purpose of this code is to give guidance as to whether or not
behaviour is abusive.

Subsection (2) makes clear that the code may describe behaviour which, in the opinion
of the Authority, either does or does not amount to abuse. (Section 122 provides that
astatement in the code that a particular type of behaviour isnot an abuse is conclusive
evidence of thisfact.) It may also set out factors which, in the Authority’s opinion,
should be taken into account when determining whether an abuse has occurred. An
example of such factors might be an individual’s expertise or the fact that someone
holds a position of particular responsibility. Subsections (6) to (8) place the Authority
under a duty to publish the code (including any amended or replacement version under
subsections (4) and (5)). The Authority must consult on its proposed code, or on
proposed alterations or replacements under section 121.

Section 120: Provisionsincluded in the Authority’s code by reference to the City

Code
229.

230.

This section enables the Authority to include in the code produced by it under
section 119 “safe-harbours’ from proceedings for market abuse for behaviour in
conformity with the City Code on Takeovers and Mergers produced by the Panel on
Takeoversand Mergers. If the Authority includes any such provisions, then behaviour
which complies with those provisions does not amount to market abuse (as a result of
section 122(1). The approval of the Treasury is required under subsection (2) before
it can do so.

In considering whether market abuse has taken place, subsection (3) requires the
Authority to keep itself informed as to the way in which the Panel interprets and
administers the relevant provisions of the City Code.

Section 122: Effect of the code

231.

Subsection (1) provides a safe harbour, by making it clear that if a person undertakes
any behaviour which the code currently in force specifically states does not amount to
market abuse, then he cannot be taken for the purposes of the Act to have abused the
market. Subsection (2) makes clear that in other circumstances the code may be relied
upon insofar as it indicates that the behaviour in question does or does not amount to
market abuse.

Section 123: Power to impose penaltiesin cases of market abuse

232.

This section alowsthe Authority to impose amonetary penalty on any person, whether
an authorised person or not, who has engaged in market abuse or has required or
encouraged another to engage in market abuse. Subsection (3) allows the Authority,
as an dternative to imposing a penalty, to publish a public statement that a person
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has engaged in market abuse or has required or encouraged another person to do
s0. Subsection (2) provides that the Authority cannot impose a penalty or make a
statement where a person has reasonable grounds for believing his behaviour did not
constitute market abuse or that he was not requiring or encouraging another to engage
in market abuse, or where the person concerned took all reasonable precautions and
exercised all duediligenceto avoid doing such things. The proceduresfor taking action
under this section are set out in sections 126 and 127.

Section 124: Statement of policy

233.

234.

This section places a duty on the Authority to prepare and publish a statement of its
policy in respect of penalties under section 123. The Authority will be able to set out
in this document the circumstances in which it might impose a penalty and factors it
will take into account in deciding what level of penalty to impose.

Subsection (2) requires that the Authority’s policy for determining the amount of a
penalty must take into account the effect and seriousness of the behaviour, whether
or not it was deliberate or reckless and whether the person who engaged in the abuse
was anindividual. The Authority may also take into account other mattersit considers
appropriate. The Authority must consult on the initial version of the statement and on
any subsequent changes as provided for in section 125. Subsection (3) requires the
Authority to includein the statement an indication of when the Authority isto expected
to regard a person as benefiting from section 123(2). Subsection (6) makes clear that
the Authority must then have regard to a statement i ssued under this section when using
its powers.

Section 128: Suspension of investigations

235.

This section alows the Authority to direct a recognised investment exchange or
recognised clearing house not to conduct an inquiry or to stop any inquiry it is already
undertaking where the Authority is, or is considering, carrying out an investigation
itself, or imposing a penalty on a person for market abuse.

Section 129: Power of court to impose penalty in cases of market abuse

236.

This section alows the Authority to apply to the court to impose a penalty for market
abuse where the court is considering whether to grant an injunction under section 381
or order restitution under section 383 in a case of market abuse.

Section 130: Guidance

237.

This section allows the Treasury, with the approval of the Attorney General and the
Secretary of State, if the need arises, to issue guidance to the relevant prosecuting
authorities (as set out in subsection (3)). The purpose of this guidance would beto help
those authorities in deciding whether a case should be subject to criminal prosecution,
or theimposition of penalties under the market abuse provisions, in the area of overlap
between these provisions and the criminal offences of insider dealing (in the Criminal
Justice Act 1993) and misleading statements and practices (in section 397). Subsection
(5) confers a power on the Lord Advocate to issue equivalent guidance in relation to
Scotland, where there are different arrangements for prosecution of offences.

Part Ix: Hearings and Appeals

238.

This Part establishes the Financial Services and Markets Tribunal. Various sectionsin
the Act provide aright to refer a matter to the Tribunal once the Authority has notified
the person concerned of its decision. This Part sets out the procedural framework for
referralsto the Tribunal and for appeals from the Tribunal to the Court of Appeal, or in
Scotland to the Court of Session, on apoint of law. The Part givesthe Lord Chancellor
ageneral power to make rulesfor the Tribunal’ soperation. Schedule 13 setsout further
details of the Tribunal’ s constitution and operation.
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This Part also confers on the Lord Chancellor a power to establish a scheme to provide
subsidised legal assistancein proceedings before the Tribunal for individuals on whom
the Authority seeksto impose a penalty for market abuse under Part V111 of the Act.

Section 132: The Financial Services and Markets Tribunal

240.

This section establishes the Tribunal and gives the Lord Chancellor the power to set
its procedural rules. The Council on Tribunalsis given oversight of the new Tribunal
under the Tribunal & Inquiries Act 1992. Schedule 13 sets out requirements for the
appointment of the President of the Tribunal, and the “panel of chairmen” panel and
lay panel from which members of the Tribunal will be drawn. It includes provision for
their qualifications and terms of office. It also permits the appointment of a Deputy
President and administrative staff. It further provides power for the Tribunal to summon
witnessesand to award costs. Subsection (3) containsthe power for the Lord Chancellor
to make rules for the Tribunal. Paragraph 9 of Schedule 13 sets out examples of the
aspects of the Tribunal’ s procedures which might be covered by the Lord Chancellor’s
rules (such as when hearings might be held in private). Subsection (4) provides that
this does not limit the Lord Chancellor’s power.

Section 133: Proceedings. general provision

241.

242.

243.

This section sets the time limit for making a reference to the Tribunal. The time
limit is 28 days from the date of the decision notice or supervisory notice, unless a
different period is prescribed in the procedura rules made for the Tribunal by the
Lord Chancellor under section 132. The Tribunal will aso have discretion to allow
references to be made after the time limit has expired, subject again to any provision
in the Tribunal’s procedural rules.

The section also makes clear that the Tribunal may hear any evidence it considers
relevant in determining the case before it, including evidence that was not available to
the Authority when it made its decision. The Tribunal must determine what action the
Authority should take and may give directionsto the Authority in order to give effect to
its determination. The Tribunal may aso make recommendations asto the Authority’s
rules and procedures.

A supervisory notice takes effect on the date it specifies. However, subsection (9)
providesthat the Authority may not take the action referred to in a decision notice until
the time for making a reference to the Tribunal has expired or, if the case is referred,
until the case has been finally disposed of, including any subsequent appeals to the
Court of Appeal, Court of Session or House of L ords (see section 137 below). An order
of the Tribunal may be enforced as if it were an order of a county court in England,
Wales or Northern Ireland, or the Court of Session in Scotland.

Section 134: Legal assistance scheme

244,

This section gives the Lord Chancellor the power to make regulations establishing a
legal assistance scheme. It setsout the coveragethat such ascheme should have, namely
that a person should only be €ligible for legal assistance if he is an individual who
has referred a decision of the Authority to impose on him a penalty for market abuse
and provided that he meets the eligibility criteria which are to be established under
section 135(1)(d).

Section 135: Provisions of the legal assistance scheme

245.

This section gives examples of the type of provision the Lord Chancellor may include
in the regulations, for example:

» theform legal assistance may take;

» the persons who may be engaged to provide the assistance;
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» digibility criteria; and

» procedural details as to how an application is made, to whom, and as to what
happens when assistance is granted.

Section 136: Funding of the legal assistance scheme

246.

247.

248.

Thissection setsout theway inwhich thelegal assistance schemeisto befunded. 1t will
be a free-standing scheme rather than an extension of legal aid and will be paid for by
leviesraised from authorised persons. TheLord Chancellor will determinethe potential
or actual cost of the legal assistance scheme. The Authority will have responsibility for
determining the distribution of levies across the regulated community, collecting them
and paying them over to the Lord Chancellor’s Department.

The money raised will be paid into the Consolidated Fund. Spending on the legal
assistance scheme will be voted expenditure. The costs of administering the scheme
will come out of the running costs of the Tribunal.

If the amount paid to the Lord Chancellor in any one year exceeds the cost of the legal
assi stance scheme (for example because the costs in that period prove to be lower than
anticipated), he must decide either to repay the excessto the Authority or else takeinto
account this amount in the next determination of costs, by reducing the amount which
the Authority hasto levy during thefollowing year. If theexcessamount isrepaid to the
Authority, the Authority has discretion whether to distribute the money amongst those
persons upon whom the levy was imposed (or some of them) to offset it against future
invoices, or else partly to distribute the amount and partly offset it. This enables the
Authority to avoid costly redistribution of small amounts. If the Authority considers
that it is not practicable to deal with an excessin any of these ways, it may obtain the
permission of the Lord Chancellor to use it in some other appropriate manner.

Section 137: Appeal on a point of law

249.

This section establishestheright to appeal to the Court of Appeal or Court of Session on
apoint of law against a decision of the Tribunal. An appeal may be brought only with
the permission of the Tribunal or the appeal court. If the appeal court considersthat the
decisioniswronginlaw it may remit the matter back to the Tribunal for arehearing and
decision or make a decision itself. An appeal may be made from the Court of Appeal
or Court of Session to the House of Lords with the leave of the Court or the House of
Lords. The Lord Chancellor may make procedural rulesin relation to the exercise of
these appeal rights.

Part X: Rules and Guidance

250.

This Part of the Act confers powers upon the Authority and the Treasury to set
regulatory requirements for authorised persons. It also gives the Authority power to
issue guidance on requirements imposed by or under the Act.

Chapter |: Rule-Making Powers

251.

252.

Chapter | concerns the Authority’s basic rule-making powers, the purpose for which
rules can be made and the scope of the powers. There are other rule-making powersfor
specific purposesin relevant parts of the Act, including Parts XV, XVI, XVII, XX and
XXII. This Chapter also sets out the relevant procedural reguirements when making
rules.

Parts V, VIII, X1X, and XX also contain specific powers which enable the Authority
to impose requirements on particular classes of person. For example, through
statements of principle, codes of practice and directions on approved persons; on any
person in relation to market abuse; on members of Lloyd's; and on members of the
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professions. Those powers are described in the relevant Parts of these explanatory
notes.

Section 138: General rule-making power

253.  This section confers a power on the Authority to make rules applying to authorised
persons with respect to their carrying on of regulated and unregulated activities. Rules
made under this section are referred to as “general rules’ and can only be made to
protect the interests of consumers. There need not be a direct relationship between the
authorised persons to whom the rules apply and the consumers who are protected by
therules - so, for example, the Authority will be able to make rules under this section
to protect the interests of beneficiaries of trusts, to further market integrity, as required
by the Investment Services Directive, or to protect against systemic risk.

254.  Thebulk of the Authority’s handbook of rules and guidance will be constructed using
the rule-making power in this section. The power will also enablethe Authority to make
other rules, including rules relating to firms' systems and controls and rules regulating
the conduct of firms business with customers. These could, for example, include
“know your customer” rules and “disclosure” requirements.

255.  The provisions in this section enable the Authority to make rules at differing levels
of detail, from rules with a high level of generality, which the Authority refers to as
principles, to detailed conduct of business provisions.

256.  Sections 152 to 155 set down the procedural requirements which the Authority must
follow when making rules.

Section 139: Miscellaneous ancillary matters

257.  Thissection elaborates on the provisions which the Authority can make under the rule-
making powers. It expressly enables the Authority to make rules in respect of the
handling of client money by authorised persons. The rules could be used to require
money to be held in trust.

258.  Thissection also allowsthe Authority to make ruleswhich require authorised personsto
allow customers a“cooling off” period after entering into an agreement. For example,
under section 76 of the ICA 1982, persons entering long-term insurance contracts have
14 days in which to cancel the policy and recover any premium paid. This section
would allow the Authority to make rules requiring authorised personsto extend similar
rights to customers.

Section 141: Insurance business rules

259.  This section empowers the Authority to make insurance business rules prohibiting an
authorised person who has permission to deal in contracts of insurance from carrying
on a specified activity, which may be a non-regulated activity.

260.  Subsection (3) enablesthe Authority to make rulesin relation to contracts of long-term
insurance entered into by an authorised person in the course of carrying on hisbusiness,
in particular restricting the descriptions of property, or indices of value, by referenceto
which the benefits under such contracts may be determined.

Section 142: Insurance business: regulations supplementing Authority' srules

261. This section enables the Treasury to make regulations applicable to non-authorised
persons connected with authorised persons with permission in relation to contracts of
insurance, preventing them from taking actionswhich would weaken the effect of “ asset
identification rules’ made by the Authority under the powersin this Part. Breaches of
these regulations are subject to criminal sanctions.
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Subsection (3) gives the Treasury powers to make regulations which would prevent
a company paying dividends or creating a mortgage or charge over its property, and
which would make void any mortgages or charges made, in breach of those regulations.

Section 143: Endorsement of codes etc

263.

264.

265.

This section confers a power on the Authority to make rules endorsing the City Code on
Takeovers and Mergers (“the Takeover Code”) and the Substantial Acquisition Rules
(“SARS"), or particular provisions of them.

This section provides a mechanism enabling the Authority to exercise its disciplinary
powers over authorised personsfor abreach of the endorsed provisions of the Takeover
Code or SARs. The arrangements are designed to ensure that an adviser will cease to
act where the Takeover Code or SARs have been breached. Subsections (3) and (4)
havetheeffect that disciplinary or intervention powersin respect of endorsed provisions
may be taken by the Authority if the Takeover Panel has requested it to do so.

Before making rules which endorse the Takeover Code or the SARs, the Authority
must follow the usual procedures set out in section 155 for consulting on a draft of
the proposed rules. By applying relevant provisions of section 155, subsection (8) of
this section also requires the Authority to consult if it wishes to give a notification
to the Takeover Panel that it considers the Panel's own consultation procedures
are satisfactory. If the Authority does give such a natification, the effect under
subsections (6) and (7) isthat the Authority's endorsement of the Code or SARs extends
automatically to subsequent amendments of the Code or SARSs.

Section 144: Price stabilising rules

266.

267.

268.

This section allows the Authority to make rules regarding actions which may be taken
by authorised firms to stabilise the price of investments. Section 397(4) and 397(5)(b)
provide that a person who is alleged to have created afalse or misleading impression as
to the market in certain investments has a defence to a charge under that section (such
asmisleading statements) if he provesthat he was acting in conformity with rules made
under this section.

Subsection (5) provides that the Authority may make rules which provide a similar
defence to persons who have stabilised investments in compliance with the price
stabilisation rules of an overseas body which is specified by the Authority. If an
overseas body which is specified under this section changes its rules, the amended
body’s rules will be taken by the Authority to be endorsed under this section if the
Authority has confirmed that it is satisfied with the overseas body’s consultation
procedures.

Subsection (4) confers on the Treasury a power to make regulations setting the outer
boundaries of the Authority’s power to make price stabilising rules.

Section 145: Financial promotion rules

269.

270.

This section confers a power on the Authority to make rules applying to authorised
persons in relation to the regulation of financial promotion under Parts Il and XVII of
the Act.

Subsection (3) enablesthe Treasury to restrict this power.

Section 147: Control of information rules

271.

Subsection (1) enables the Authority to 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
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circumstances to another part of the firm (for example, where it would advantage one
client at the expense of another). This power is broadly in line with that currently
contained in section 48(2)(h) of the FS Act 1986.

Under subsections (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 subsections (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
walls in accordance with Authority rules made under the section, then he will not be
subject to obligations as to the disclosure and use of information that would otherwise

apply.

Section 148: Modification or waiver of rules

273.

274.

275.

276.

This section concerns the power of the Authority to waive or modify certain kinds of
rules, as set out in subsection (1), at the request of an authorised person or with their
consent. Qubsection (4) specifies the circumstances in which the Authority may waive
or modify these rules.

Waivers or modifications of rules can have indefinite effect or can be revoked by the
Authority. Breaches of conditions attached to a waiver or modification are equivalent
to abreach of rules.

Subsections (6) and (7) concern the obligation on the Authority to publish rule
waivers or modifications. They provide that the Authority must publish waivers or
modifications in such a way as to bring them to the attention of the people who
are likely to be affected, unless the Authority thinks it would be inappropriate to do
s0. In considering whether publication would be appropriate, the Authority should
take into account whether it believesthat publication would unreasonably prejudice the
authorised person’scommercial interests or contravene any international obligations of
the United Kingdom. The Authority would also need to take into account whether a
breach of the rule in question would give rise to a right of action by a person under
section 150. Persons affected by the modification or waiver will include clients of the
authorised person and other authorised persons who might wish to benefit from similar
arrangements.

In deciding whether certain of the conditions for withholding publication are met,
subsection (8) requires the Authority to consider whether it can publish a waiver
or modification of a rule without disclosing the identity of the authorised person
concerned.

Section 149: Evidential provisions

271.

This section enables the Authority to make rules which, if breached, will not lead to
any disciplinary or other sanction provided for under the Act. Rules made under this
section must state that they will not give rise to sanctions under the Act, but they must
also indicate that their contravention can be relied on as indicating that another rule
has been contravened, or that compliance with the rule can be relied on as indicating
that another rule has been complied with. In particular, this power will enable the
Authority to elaborate on rules, including principles, which are framed at ahigher level
of generality. The power can be used to promulgate codes, such as a code of practice,
whereby rules comprising the code carry evidentia status as to whether a higher level
principle, which is underpinned by the code, has been breached.

Section 150: Actionsfor damages

278.

This section sets out the circumstances in which persons who suffer loss as a result of
arule breach by an authorised person have aright of action for damages for resulting
losses. This section does not remove any common law cause of action which a person
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might otherwise have. It allows aclass of people to recover lossesjust by showing that
there has been a breach of arule asaresult of which they have suffered loss rather then
having to rely on that breach as evidence of negligence.

279.  Thesection creates apresumption that private persons (as defined by the Treasury) who
suffer lossasaresult of arule breach have aright of action for damages. Theright does
not extend to breaches of financial resources rules, listing rules or other rules which
may be specified by the Authority. Customers would only generaly suffer loss as a
result of abreach of financial resourcesrulesif the authorised person concerned became
insolvent. In those circumstances, the relevant person’ s rightsin the insolvency would
not be altered by a separate right of action. Additionally, it might not be appropriate
to attach aright of action to certain other rules, such as those drawn at a high level of
generality.

280. Thereis a presumption that persons other than private persons do not have aright of
action for damages, athough the Treasury may by regulations specify that breaches of
certain rules are actionable by non-private persons.

Section 151: Limits on effect of contravening rules

281.  Breach of the Authority’s rules does not make a person guilty of an offence, nor does
it make a transaction unenforceable or void.

Section 152: Notification of rulesto the Treasury

282.  This section places a requirement on the Authority to give copies of new rules to the
Treasury or, when it amends or revokes arule, to give written notice of the fact to the
Treasury.

Section 153: Rule-making instruments

283.  This section requires the Authority to publish its rules in writing. As a result of
subsection (3), if rules do not specify the power under which they are made, they will
not have effect.

Section 155: Consultation

284.  This section imposes consultation requirements on the Authority when it proposes to
exerciseitsrule-making powers. Generally, draft rulesissued for consultation must, as
aresult of subsection (2), be accompanied by a cost-benefit analysis of the proposals,
an explanation of the purpose of the proposed rules and a statement that representations
about the Authority’s proposals may be made to the Authority within a specified
time. They must also be accompanied by a statement of the Authority’s reasons for
believing that the proposed rules are compatible with its objectives.

285.  Subsection (4) provides that the Authority must have regard to representations made
to it when consulting on proposals to make rules. Subsections (5) and (6) provide that
if the Authority decides to make the rule, it must give a feedback statement on the
representations it received. If the rules which are introduced differ significantly from
those which the Authority consulted on, the Authority must publish a statement of that
fact, together with a cost-benefit analysis concerning the new provisions.

286. The Authority does not have to prepare a cost-benefit analysis when it considers that
its proposalswill not result in amateria increasein costs. 1t would, however, still need
to consult on the content of the proposed rules. Also, where the Authority proposesto
exercise its powers to charge fees, the requirement to produce a cost-benefit analysis
does not apply but the Authority is required to consult on the proposed expenditure
which would result from thefee-raising exercise. Part 11 of Schedule 1 containsfurther
provisions regarding the Authority’ s fee-raising powers.
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287.  Consultation requirements will not apply if the Authority considers that any delay
resulting from the consultation would harm consumers.

Section 156: General supplementary powers

288.  This section confirms that the Authority’s rules may make different provision for
different cases and that the rules may makeincidental, supplemental, consequential and
transitional provisions.

Chapter 11: Guidance

289.  Chapter Il concerns the Authority’s power to issue and charge for guidance on its
rules, the legislation and other mattersrelating to its functions, including its regulatory
objectives.

Section 157: Guidance

290. This section enables the Authority to issue and charge for guidance on all the matters
listed in subsection (1).

291.  Subsection (2) confirms that the Authority can use its financial resources or its other
resources to support the giving of information and advice by third parties where the
Authority considersit could have given the advice or information under this section.

292.  Subsection (3) provides that when giving guidance on its rules which is intended to
have broad application, the Authority will need to meet various of the requirements of
section 155, including those requiring consultation and the publication of acost-benefit
analysis. Subsection (4) clarifiesthat the Authority can chargefor itsguidance, whether
it is offered generally or in response to a specific request.

Chapter 111: Competition Scrutiny

293.  Chapter 11 provides for competition scrutiny of the Authority’ s rules, guidance, codes
and practices.

Section 160: Reports by the Director General of Fair Trading

294.  This section concerns reports by the DGFT on possible adverse effects on competition
of the Authority’ s regulating provisions and practices. A significant adverse effect on
competition is defined in section 159(2) and (3). It includes things which have the
effect of requiring or encouraging exploitation of the strength of a market position.

295.  Subsection (1) provides that the DGFT must keep the Authority’s practices and
regulating provisions (which are defined in section 159 and include rules, guidance and
codes) under review. The DGFT can, at any time, investigate the Authority’ s practices
and regulating provisions under the powers conferred by section 161.

296. Following an investigation, if the DGFT finds that regulating provisions or practices,
either singly or in combination, have a significant adverse effect on competition then
he must produce areport. The DGFT has discretion as to whether to produce a report
or not if he finds that thereis no such effect.

297.  Subsections (5) and (6) provide that the DGFT must send a copy of any report he
produces to the Competition Commission (the “Commission™), the Treasury and the
Authority. The DGFT must, so far asis practicable, exclude from the published version
of the report any matter which relates to the affairs of a person which might seriously
prejudicethat person’ sinterests. (Subsection (9) providesthat such matters do not need
to be excluded from the version which goes to the Commission, the Treasury and the
Authority.)
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Section 161: Power of Director to request information

298.

299.

This section provides that, in carrying out his functions under section 160, the DGFT
has powers to request relevant documents from any person, and to request relevant
information from any business.

Subsections (5) and (6) provide that if a person fails to produce a required document,
or piece of information, then the DGFT may report the matter to the court, and if the
court is satisfied that there was no reasonable excuse for this failure, that person may
be dealt with asif he werein contempt of court.

Section 162: Consideration by the Competition Commission

300.

301.

302.

303.

304.

This section concerns the role and duties of the Competition Commission following
receipt of areport fromthe DGFT. It is supplemented by the provisions of Schedule 14.

There are two types of report which the Commission must consider under this section
and on which it must produce a report. The first is a report by the DGFT which
concludes that particular regulating provisions or practices of the Authority have a
significantly adverse effect on competition (type A). The second is a report by the
DGFT which concludes that particular regulating provisions or practices do not have
such an effect, but where the DGFT has referred the matter to the Commission for
further consideration (type B). (If the DGFT does not ask the Commission to consider
atype B report, then that is the end of the matter.)

Subsection (4) provides that the Commission’s report must state its conclusions as to
whether the regulatory provisions or practices have a significantly adverse effect on
competition. If it concludes that there is no such effect (that is, it agrees with atype B
report or disagrees with atype A report), then that is the end of the matter. No further
action can be taken.

If, however, the Commission concludes that there is such an effect, then subsection (5)
requiresit to state inits report whether it considersthat the effect isjustified. Intaking
this decision, subsection (7) requires the Commission, as far asis reasonably possible,
to reach a conclusion which the Authority could have reached given the obligations
which the Act places on the Authority and the functionswhich it confers. Initsreport,
the Commission has to state what action, if any, ought to be taken by the Authority
in the light of the unjustified anti-competitive effect. This could include the Authority
changing its rules or practicesin specified ways.

Any report produced by the Commission under this section has to be sent to the
Treasury, the Authority and the DGFT. Subsection (2) provides that the Commission
does not need to produce a report where there has been a change of circumstances
which makes it unnecessary. For example, the Authority may, once it has received the
DGFT’ s report, change the rule in question, or stop engaging in a particular practice,
so that the adverse effect on competition identified by the DGFT is removed.

Section 163: Role of the Treasury

305.

306.

This section concerns the Treasury’ s powers to take action following an adverse report
from the Commission.

If the Commission’s report is that the significantly adverse effect on competition is
not justified, subsection (2) requires the Treasury, unless exceptional circumstances
exist, to direct the Authority to take appropriate action. Subsection (4) provides that
the Treasury must have regard to the Commission’s conclusion as expressed in its
report. The special circumstances in which the Treasury do not have to direct the
Authority to make changes following an adverse Commission report are where:
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» the Authority has already taken action, for example through changes to its rules
or practices, which means that the Commission’s recommendations are no longer
relevant; or

» the Treasury concludes that the existence of exceptional circumstances mean that
it would not be appropriate or necessary to direct the Authority to make changes.
For example, the Treasury may conclude that there would be a grave risk to the
financial system if certain regulating provisions were changed.

Subsection (7) provides that the Authority cannot be directed by the Treasury to take
any action which it would not have the power to take itself. If the Commission were
to recommend changes which did not, for example, provide an appropriate level of
protection for consumers, the Treasury could not direct the Authority to make those
changes.

If the Commission’s view isthat a significantly adverse effect is justified, subsections
(5) and (6) allow the Treasury to override that decision and direct the Authority to
make changeswhere there are exceptional circumstances, for example, in order to meet
international obligations.

Subsections (10), (11) and (12) provide that if the Treasury decide, because of
exceptional circumstances, not to take action following a Commission report that a
regulating provision or practice has an adverse effect on competition, or decide to take
action in the opposite case, they must produce a statement giving their reasons. Any
such statement must be made availabl e to the public and must belaid before Parliament.

Section 164: The Competition Act 1998

310.

This section makes clear that neither the prohibition in Chapter | (of agreements
preventing, restricting or distorting competition within the United Kingdom) nor the
prohibition in Chapter |1 (of abuse of adominant position in amarket which may effect
trade in the United Kingdom) of the Competition Act 1998 apply to any action taken
by a person in order to comply with the Authority’ s regulating provisions or practices.

Part Xi: Information Gathering & Investigations

311

312.

313.

314.

This Part sets out the powers of the Authority to require the production of information
and documents, to require reports to be compiled, to conduct investigations and to
obtain access to premises. Many of these powers are also held concurrently by the
Secretary of Statein recognition of hiswider responsibilitiesin relationto company law.

The powers provided for in this Part are in addition to the specific powers conferred on
the Authority by other provisions of the Act to request information from unauthorised
persons in particular circumstances, such as in connection with an application for
authorisation or recognition. They enable the Authority to require information on an
ad hoc basis and therefore supplement the Authority’s ability to make rules requiring
authorised persons to provide it with information on a routine basis under its general
rule-making power (section 138).

Under section 177, failure to comply with any requirement imposed using any of the
powers in this Part can be certified to the court and dealt with by the court as if the
defaulter were in contempt.

None of the powersin this Part may be used to require the disclosure of material which
is protected by section 413.

Section 165: Authority’s power to require information

315.

This section gives the Authority a genera power to require information or documents
which may reasonably be required in connection with the discharge of its functions
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under the Act. The information or documents may be required from any person,
including alegal person, who is any of the following:

e anauthorised person;

» aformerly authorised person;

» aperson connected with an authorised person, as defined in subsection (11);
* an operator, trustee or depository of an open-ended investment company;

e arecognised investment exchange;

e arecognised clearing house.

Either the Authority can write to the person asking for the production of theinformation
or documents within a reasonable timescale, or it can send an officer to whom it
has given written authorisation. The person is required to provide the information or
documents without delay, and he may also be required to take any reasonable steps the
Authority may specify to verify the information provided.

Section 166: Reports by skilled persons

317.

318.

319.

320.

This gives the Authority the power to require an authorised person or a formerly
authorised person to commission and provide the Authority with a report into any
relevant matter the Authority may specify. This must be a matter about which the
Authority could require information under section 165, so the report must reasonably
be required in connection with the discharge of the Authority’s functions.

The power also enables the Authority to require such reports from other persons
carrying on a business who are, or were, connected to the authorised or formerly
authorised person in the ways specified in subsection (2). Essentidly, these are
members of the same group of companies, or companies closely linked through a
common shareholder, or any partnership of which the authorised or formerly authorised
personisor wasamember. Thisisamorelimited set of personsthan under section 165
and Schedule 13.

The person making the report must be nominated by the Authority, or his appointment
must be approved by it. The Authority hasto be satisfied that he has the relevant skills
to report on the matter concerned. In many cases this person may be an accountant,
or they may be a person with some other suitable professional qualification, such as a
lawyer or an actuary, or they may be aperson with particular commercial or professional
experience, such as abanker. The Authority may also specify the form of the report.

Subsection (5) imposes an obligation on any in-house expert working for the
authorised or connected person to co-operate with the person appointed to produce the
report. Thus, if thereport isto be produced by an actuary then the in-house actuary who
worksfor thefirmis obliged to co-operate in the production of the report. Thisduty is
enforceable by the Authority through an injunction, or a comparable order in Scotland.

Section 167: Appointment of personsto carry out general investigations

321.

Under this section, either the Authority or the Secretary of State (the “investigating
authority”) may, where it appears that there are good reasons for doing so, appoint
competent persons to conduct an investigation on their behalf into the business of an
authorised person or appointed representative, or into the ownership or control of an
authorised person. An “appointed representative” is a person who is exempt from the
general prohibition in relation to particular regulated activities by virtue of a contract
with an authorised person as described under section 39. An appointed representative
and the authorised person who is the principal of that representative as a result of the
contract may be investigated at the same time. An investigation may also be made
into a formerly authorised person or a former appointed representative, although the
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scope of such investigationsislimited by subsection (4) to the business they conducted
while they were authorised or appointed or under the control or ownership of the
former authorised person at that time. Written notice must be given to the person under
investigation under section 170(2).

The people appointed to conduct the investigation may be employees of the
investigating authority (under section 170(5)), or other people engaged specifically for
the purpose. If they judge it necessary for the purposes of the investigation, they may
also inquire into the business of other connected companies or partnerships, including
those which were connected at some relevant time in the past (this extends to the same
classes of connected company or partnership as section 166). Theinvestigator(s) must
give written notice to any other company or partnership whose business they intend to
inquireinto in thisway.

Section 168: Appointment of personsto carry out investigationsin particular cases

323.

324.

325.

In addition to the genera power under section 167 to investigate the business of
authorised persons and appointed representatives where thereis* good reason” to do so,
this section gives the Authority or the Secretary of State (“the investigating authority”)
the power to appoint competent persons (who can be employees of the investigating
authority) to conduct investigations where it appears that there are circumstances
suggesting that some specific contravention or offence may havetaken place. Themore
specific grounds for the exercise of the powers under this section are reflected in the
wider powers of the investigators (see notes on sections 171 to 173 below).

Among the contraventions that may be investigated by either the Authority or the
Secretary of State under this section are a breach by an unauthorised person of the
general prohibition, the commission of the misleading statements and practices offence
under section 397, market abuse under section 118, or insider dealing under Part V
of the Criminal Justice Act 1993. The Authority, but not the Secretary of State, may
also launch an investigation under this section where a person is suspected of having
committed an offence under prescribed money laundering regulations.

The Authority may also appoint investigators under this section to look into suspected
contraventions of rules or regulations made under the Act, failures to comply with
statements of principle made under section 64, or to investigate the fitness and
properness of approved persons under Part V of the Act. The fitness and properness of
authorised persons may be investigated under section 167.

Section 169: Investigations etc in support of overseas regulator

326.

327.

328.

This section gives the Authority new powers comparable to those held concurrently by
the Treasury and the Secretary of State under section 82 of the Companies Act 1989
to investigate matters on behalf of an overseas regulator. In deciding whether it is
appropriate to exercise this power to require information or to appoint investigators on
behalf of an overseas authority, the Authority is directed to take account of the factors
listed in subsection (4), which include the seriousness of the case and the wider public
interest in providing the assistance.

When the request comes from another competent authority under any of the single
market directives (see the notes on Schedule 3 for a brief explanation), the Authority
is also required to consider whether the assistance must be given in order to fulfil the
obligations to co-operate imposed by those directives. If it decidesthat it is, the other
factorsfall away.

The Authority may make the exercise of the power conditional on the overseasauthority
making an appropriate contribution towards the cost of doing so, except where it
considersthat exerciseis necessary in order to fulfil the obligationsto co-operate under
the directives.
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Under subsection (7), the Authority may decide to permit representatives to attend and
participate in any interview to be conducted by the investigators it has appointed. But
in order to permit this, the Authority is required to be satisfied that the information
thus obtained by the overseas regulator will be subject to equivalent safeguards on its
subsequent use and disclosure as are contained in Part X X111 of the Act. The Authority
must also prepare a statement of itspolicy on the exercise of thisdiscretion, which must
be approved by the Treasury and, if approved, published. The discretion may not be
exercised until this statement has been approved and published.

Section 170: Investigations. general

330.

331.

332.

333.

Where an investigation has been launched into a person under section 167 or 168, the
Authority or the Secretary of State (whichever istheinvestigating authority) must notify
that person that the investigator has been appointed.. They must also inform the person
under investigation of the reason for the appointment, and the particular provisions of
the Act under which the appointment has been made.

However no notification is needed for investigations under section 168 into possible
insider dealing, market abuse or misleading statements and practices, or into
contraventions of the general prohibition under section 19, the financial promotion
prohibition under section 21 or the prohibition on promoting collective investment
schemes under section 238, since in those cases the investigator may not know the
identity of the perpetrator or may be looking into market circumstances at the outset
of the investigation rather than investigating a particular person. Nor is notification
required if the investigating authority believes that it would be likely to result in the
investigation being frustrated.

Subsection (5) allows employees of the investigating authority to act as investigators
under this Part of the Act.

Subsections (7) and (8) alow the investigating authority to control the scope, timetable
and form of theinvestigation by issuing directionsto theinvestigator(s). Any directions
must be notified to the person under investigation under subsection (9) except for those
types of investigation where initial notice is not required, or where the investigating
authority believes that notification would be likely to result in the investigation being
frustrated.

Section 171: Powers of persons appointed under section 167

334.

This section establishes the powers of investigators appointed under the general
investigations power to require people to attend before them and answer questions,
and to provide information or documents. The investigators may only impose
these requirements where they reasonably consider that the questions, information or
documents in question are relevant to the investigation. And they may only impose
them on the person under investigation, or any other “connected person” as defined
in subsection (4). These limitations reflect the broad grounds on which the genera
investigatory power is exercisable.

Section 172: Additional power of persons appointed under section 168(1) or (4)

335.

This section establishes wider powers for investigators appointed under section 168(1)
or (4), the power to investigate particular suspected contraventions or offences. It
does nat, therefore, apply to investigations into possible insider dealing, market abuse,
misleading statements and practices or a breach of the general prohibition or the
promotional prohibitions. Because the grounds required under section 168 are more
specific, the powers available to the investigator are wider in terms of who may be
required to give information. A person who is not the person under investigation or
connected to that person may only be asked questions so long as the investigator is
satisfied that it is necessary or expedient to do so. The term “connected” attracts the
same meaning as under section 171.
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Section 173: Powers of persons appointed as a result of section 168(2)

336.

Thissection establisheswider powersfor investigators appointed to investigate possible
insider dealing, market abuse, misleading statements and practices or a breach of the
general or the promotiona prohibitions under sections 19, 21 or 238. Because these
are liable to focus, at least initially, on market circumstances rather than the conduct
or circumstances of any particular person, or the activities of persons unknown, there
IS no requirement to notify a particular person as the subject of the investigation. So
the concept of connectedness does not apply. The investigator can require any person
to attend and answer questions, or to supply information or documents, so long as
the investigator considers that they may be able to give information relevant to the
investigation.

Section 174: Admissibility of statements made to investigators

337.

338.

A statement made by a person in compliance with a requirement imposed by an
investigator under this Part is generally admissible in any proceedings. But it may
not be adduced against the person who made the statement, or questions relating to it
asked, by the prosecution in criminal proceedings other than for the charges listed in
subsection (3), nor by the Authority in proceedings before the Tribunal to determine
whether a penalty should be imposed for, or a public statement made in respect of,
market abuse. It may, however, be adduced, or a question relating to it may be asked,
by the person himself, or by those acting on hisbehalf. It can be used by the prosecution
or the Authority in cases against another person, or in cases against that person where
the chargeis one of those listed in subsection (3). All of the charges mentioned in that
subsection relate to the provision of false information.

The section is necessary to take into account the judgment by the European Court of
Human Rights in the Saunders case ((1997) 23 E.H.H.R. 313).

Section 175: Information and documents: supplemental provisions

339.

340.

341.

This section enables the Authority or an investigator appointed by either the Authority
or the Secretary of State under this Part to compel the production of a document by
a person who is holding a document on behalf of another person if they would have
the power to compel the latter to produce the document if they held it. If any person
required to produce a document fails to do so, they may be compelled to state where,
to the best of their knowledge, the document is.

A document once obtained may be copied or have extractstaken from it, and the person
producing the document, or any other relevant person, may berequiredto explainit. But
the production of adocument does not affect any rights athird party may have over it.

Documents subject to banking confidentiality may also be withheld unless the person
holding the information, or the person to whom the duty of confidence is owed, isthe
person under investigation or a related company, or the person to whom the duty is
owed consents to its disclosure, or the requirement to disclose has been specifically
authorised by the Authority or the Secretary of State.

Section 176: Entry of premises under warrant

342.

343.

An investigator appointed by the Authority or the Secretary of State may obtain a
warrant for entry to any premises from a justice of the peace, or in Scotland from a
justice of the peace or a sheriff. Such a warrant can then be executed by a police
constable (subsection (5) sets out what the constable may do in the exercise of the
warrant).

To issue the warrant the justice of the peace or sheriff must be satisfied that there are
reasonable grounds for believing:
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e arequest for information under this Part has not been wholly complied with, and
that the documents or information may be found on the premises concerned; or

* the premises are the business premises of an authorised person or appointed
representative, that information or documents on those premises could be required
by the Authority or the investigator, but that arequest for that information or those
documents would not be complied with, or would result in the information or
documents being removed, tampered with or destroyed; or

* aserious offence has or is in the process of being committed, and that there is
information or are documents on those premises which are relevant to that offence,
which could be required by the Authority or the investigator, but which would not
be produced, or which might be removed, tampered with or destroyed.

Subsections (6) and (7) apply to these warrants certain safeguards and other protections
that apply to warrants issued under the Police and Criminal Evidence Act 1984 and the
equivalent order in Northern Ireland. This includes giving the constable the right to
employ reasonable force to gain entry.

Subsection (8) provides for documents seized under a warrant to be held for up to 3
months, or for longer if relevant proceedings are instituted during that period.

Section 177: Offences

346.

347.

348.

If a person fails to comply with a requirement imposed under this Part without a
reasonable excuse, the Authority or the Secretary of State may certify the fact to a
court and the court may then deal with the person asif he were in contempt. A person
who intentionally obstructs the exercise of any rights conferred by awarrant under the
preceding section is guilty of a criminal offence and liable on summary conviction to
aprison term of up to 3 months, or afine up to level 5 on the standard scale (£5,000),
or both.

A person who knowingly or recklessly provides false or miseading information in
response to a requirement under this Part also commits an offence. On summary
conviction he would be liable to a prison term of up to 6 months, or a fine up to the
statutory maximum (£5,000), or both. On indictment he would be liable to a prison
term of up to 2 years, or afine, or both.

The same penalties would be available against anyone who knows or suspects that an
investigation is likely to be conducted and falsifies, conceals, destroys or disposes of
any document he knows or suspects to be relevant, or causes such a document to be
falsified, concealed, destroyed or disposed of.

Part Xii: Control Over Authorised Persons

349.

This Part is concerned with persons who intend to acquire control over UK authorised
persons by virtue of their shareholding or voting rights. The Part also deals with
increases and decreases in the extent of a person’s control. Specificaly, a person
who proposes either to acquire control or to increase the level of their control
must notify the Authority and secure its approval. The Authority may object to a
particular acquisition or increase in control or it may attach certain conditions to its
approval. A person proposing to decreasetheir control must merely notify the Authority
of their intention. A breach of the obligations imposed by this Part is a criminal
offence. The requirements in this Part are necessary to meet certain single market
directive obligations. They carry forward similar requirements in the predecessor
legislation. For consistency, the requirements have been extended to cover controllers
of al authorised persons incorporated in or formed under the law of any part of the
United Kingdom and not just those personswhich areincluded in the scope of the single
market directives. This Part does not place natification requirements on persons who
exercise control over authorised persons by virtue of their position in that firm or in a

53


http://www.legislation.gov.uk/id/ukpga/2000/8/section/176/6
http://www.legislation.gov.uk/id/ukpga/2000/8/section/176/7
http://www.legislation.gov.uk/id/ukpga/2000/8/section/176/8
http://www.legislation.gov.uk/id/ukpga/2000/8/section/177

These notes refer to the Financial Services and Markets Act
2000 (c.8) which received Royal Assent on 14 June 2000

parent firm, for example as a director or chief executive. Such people may, however,
need to be approved by the Authority under Part V of the Act.

Section 178: Obligation to notify the Authority

350.

351.

352.

353.

This section imposes a requirement on persons who propose to acquire control
(or acquire an additional kind of control) or increase their control over a UK
authorised person to give the Authority a “notice of control” informing them of their
intentions. What constitutes “control” and a “kind of control” for these purposes is
described in section 179. The circumstances in which a person is taken to “increase”
their control are set out in section 180.

Subsection (2) providesfor passive acquirersof control. These are personswho acquire
control without themselves taking any action, for example, through inheriting alarge
number of shares. A passiveacquirer may not be ableto notify the Authority in advance,
but under this subsection, they must do so within fourteen days of first becoming aware
that they have acquired the control.

A person who is required by subsection (1) to notify the Authority of his proposal
to acquire or increase control is also required by subsection (3) to make a further
notification when the acquisition or increase has taken place.

Subsection (4) defines the range of authorised persons with whose control this Part
is concerned. In line with single market directive requirements this is limited to
authorised persons incorporated in or formed under the law of any part of the United
Kingdom, “UK authorised persons’. Thisisbecause under the single market directives,
the supervision of those who have control is subject to home State regulation. The
reguirements do however cover all classes of UK authorised persons and not just those
included in the scope of the single market directives.

Section 179: Acquiring control

354.

355.

356.

357.

This section defines the circumstances in which a person acquires control and is
therefore subject to the obligation to notify the Authority under section 178(1)(a) or (b).

A person may acquire control either directly via a shareholding or voting power in the
UK authorised person itself, or indirectly viaashareholding or voting power in aparent
of the UK authorised person. Thisis required by the single market directives.

Subsection (3) provides that for the purposes of determining whether a person has
acquired control, the percentage shareholding or voting power is aggregated with that
of their associates as defined in section 422. This means, for example, that where a
firm has a holding of 5 per cent of the sharesin a UK authorised person and one of its
subsidiaries has aholding of 7 per cent of the sharesin the same UK authorised person,
the firm will be required to notify the Authority.

Subsection (4) sets out what constitutes a“kind” of control. A person who has control
of one kind would be required under section 178 to notify the Authority again were
they to acquire control of a different kind either as well as, or instead of, the control
they had before.

Section 180: Increasing control

358.

This section sets out the circumstances in which an increase in a person’s control
causes them to be subject to the obligation to notify the Authority under section 178(1)
(c). These are that a person’s shareholding or voting power must cross one of the
thresholds set out in subsection (2), or they must become aparent of the UK authorised
person. These thresholds are determined largely by the single market directives.
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Section 181: Reducing control

359.

This section sets out the circumstancesin which areduction in aperson’ s control causes
them to be subject to the obligation to notify the Authority under section 190. Theseare
that a person’s shareholding or voting power must cross one of the thresholds set out
in subsection (2), or they must cease to be a parent of the UK authorised person. The
level of these thresholdsis as for an increase in control and again they are determined
largely by the single market directives.

Section 182: Notification

360.

361.

This section concerns the procedure to be followed when notifying the Authority. It
specifies that the Authority may indicate the information and documents that must be
supplied in support of a notification.

Subsection (2) confers a power on the Authority to require persons giving a natice of
control to provide the Authority with such additional information asthe Authority may
reasonably considers necessary to determine the application.

Section 183: Duty of Authority in relation to notice of control

362.

363.

Thissection givesthe Authority up to three monthsfrom the dateit receives acompl eted
notice to determine whether to approve the application or issue a warning notice
indicating that it is proposing to object to the acquisition of, or increase in, control.

Subsection (2) imposes arequirement on the Authority to consult home State competent
authorities when required to do so by regulations made by the Treasury. The nature of
this requirement is determined by the single market directives.

Section 184: Approval of acquisition of control

364.

365.

366.

The Authority is obliged by this section to notify the applicant without delay if it gives
its approval.

If the Authority fails to indicate its approval or to issue a warning notice within three
months, subsection (2) provides that the applicant is to be treated for the purposes of
the Part as having been approved.

As aresult of subsection (3), the approva is valid for a year, unless the Authority
notifies the person intending to acquire control of a another time period. If the person
does not acquire the control in that period, afresh application is required.

Section 185: Conditions attached to approval

367.

368.

369.

370.

This section concerns the ability of the Authority to make its approval subject to
the imposition of conditions on the applicant. The Authority is able to impose such
conditions asit considers desirable, having regard to its duty under section 41 to ensure
that, in general, the threshold conditions will continue to be met in relation to the UK
authorised person subject to the control concerned.

If the Authority imposes conditions, subsections (3) and (4) requireit to issue the person
with awarning notice and a decision notice. The person has aright to refer the matter
to the Tribunal.

Under subsection (5), persons on whom conditions are imposed may apply to the
Authority to have the conditions varied or cancelled. The Authority may itself cancel
acondition.

The Authority may serve a notice of objection on persons who breach any conditions
imposed by this section. Thisis provided for in section 187.
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Section 186: Objection to acquisition of control

371.

372.

373.

This section gives the Authority the power to object to the acquisition of new or
additional control, or to an increasein control.

The Authority can aobject to a person acquiring or increasing their control whereiit is
not satisfied that the approval requirements set out in subsection (2) are met.

Subsection (4) confers a duty on the Authority to notify the applicant if it considers
that the conditions for approval would be met if the applicant took or refrained from
taking a particular step.

Section 187: Objection to existing control

374.

This section provides the Authority with the power to object to an existing controller
if itis satisfied that the approval requirements are not met or that a condition imposed
under section 185 has been breached. The Authority may also object to a person who
acquired or increased control without notifying the Authority in the required manner.

Section 188: Notices of objection under section 187: procedure

375.

376.

This section sets out the process by which the Authority can object under section 187
to an existing controller. If the Authority wishes to object to a controller, it is obliged
to give him awarning notice.

Subsection (2) has the effect that the Authority must comply with any requirements
prescribed by the Treasury with respect to the consultation of other competent
authorities outside the UK beforeit givesawarning notice. The Treasury will exercise
this power to ensure that effect is given to requirements imposed by the single market
directives to consult home State competent authorities.

Section 189: Improperly acquired shares

377.

378.

379.

This section makes provision enabling the Authority to restrict rights deriving from
shares in the case of persons who continue to hold shares in breach of a notice of
objection. Itisarequirement of the single market directives that these powers should
be available.

The Authority also has the option of applying to the court for an order directing the sale
of shares under subsection (3). If shares are sold in this way, subsection (6) provides
that the proceeds (net of the costs of the sale) will be paid, via the court, to persons
beneficially interested in them.

Subsection (7) providesthat the powersin this section may only be exercised in relation
to shares acquired in breach of a notice of objection or in contravention of a condition
imposed by the Authority, and not to any other shares held by the person or his
associates.

Section 190: Notification

380.

381.

This section concerns notification of reductions in, and cessations of, control, whether
or not the reduction or cessation is intentional.

Under subsection (1) a person who proposes to reduce the control that they have over
a UK authorised person, or to cease to have any control, must notify the Authority that
that is their intention. The circumstances in which a reduction in control triggers this
notification requirement are set out in section 181. A person required to notify the
Authority under this subsection must, under subsection (3), notify the Authority again
when the proposed reduction or cessation of control actually occurs.
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Subsection (2) requires personswhose control isreduced, or ceases, without themselves
taking any action, to notify the Authority within 14 days of becoming aware of the
reduction or cessation.

Subsection (4) sets out various reguirements in relation to the notices given pursuant
to this section.

The Authority has no power to make any objection in these circumstances but it is an
offence to fail to give the necessary notification.

Section 191: Offences under this Part

385.
386.

387.

388.

389.

390.

This section sets out the offencesin relation to this Part.

Subsections (1) and (2) provide that it is an offence not to notify the Authority in
accordance with the requirements in this Part when acquiring, increasing, reducing or
ceasing to have control over a UK authorised person.

Subsections (3) and (4) provide that where proper naotification has been given, it isan
offence to carry out a proposal before the Authority has given its approval or, where it
has issued awarning notice, before it has decided whether to follow the warning notice
with anotice of objection.

A person guilty of any of the above offencesis liable on summary conviction to afine
not exceeding level 5 on the standard scale, currently £5,000.

It isalso an offence, under subsection (5), to acquire control in contravention of anotice
of objection. Thisisamore serious offence and a person guilty of it may be convicted
on indictment to imprisonment for a term of up to two years and to afine. There are
lesser fines on summary conviction. The penalties are set out in subsections (7) and
(8), and include provision for adaily fineif the offence continues.

Subsection (9) provides a defence for those who are prosecuted for failing to notify
the Authority of their influence. The defence is available if a person can show that
he was unaware of the act or circumstance by virtue of which the duty to notify the
Authority arose. In these circumstances, the person must notify the Authority within
14 days subsequently of becoming aware. Failure to do so is a criminal offence, the
penalty on summary conviction being afine not exceeding level 5 on the standard scale,
currently £5,000.

Section 192: Power to change definitions of control etc.

391

392.

This section givesthe Treasury power to amend by order certain definitionsin this Part
and others which are relevant to it, and to provide for exemption from the obligation to
notify increases or reductions in control under sections 178 and 190.

The Treasury may alter the casesin which a person is said to acquire control as set out
in section 179, and therefore it also has a power to change the definition of controller in
section 422 to ensurethetwo remain aligned. The Treasury may also alter the thresholds
the crossing of which triggers the requirements in this Part to notify an increase or
decrease in control. This power is necessary to give effect to any future change in the
single market directive requirements for controllers of UK authorised persons who are
not currently covered by the single market directives.

Part Xiii: Incoming Firms: Intervention by Authority

393.

This Part confers power on the Authority and, in certain cases, the DGFT to intervene
in the business of EEA and Treaty firmswho are, or have been, authorised by virtue of
Schedules 3 and 4. These firms are referred to in the Part as “incoming firms’. This
power, which is referred to as the power of intervention, does not apply in respect of
persons who are authorised solely by virtue of having a permission under Part I\VV. Nor
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does it apply in respect of the additional Part IV permissions that may be held by
incoming firms. The Part sets out the grounds on which the power is exercisable and
the procedures for exercising it.

Section 194: General grounds on which power of intervention is exercisable

394.

This section sets out the grounds on which the Authority may exercise its power of
intervention. The 4 grounds are:

» where it appears to the Authority that there has been, or is likely to be, some
contravention of aruleor other requirement imposed by the Authority in accordance
with the division of responsibility between home and host State under the
appropriate single market directive;

» where it appears to the Authority that the authorised person has knowingly or
recklessly misled the Authority;

» whereit appearsto the Authority that it is desirable to exercise the powersin order
to protect customers or potential customers; or

» wheretheincoming EEA firmiscarrying on consumer credit businessin the United
Kingdom under their passport and the DGFT has informed the Authority that the
person has done any of the things listed in section 25(2) of the CCA 1974. These
are factors to be taken into account by the DGFT in deciding whether a person is
fit and proper to hold a consumer credit licence, and they cover contraventions of
that Act, offencesinvolving fraud, dishonesty or violence, practising racial or other
forms of discrimination, and engaging in deceitful, oppressive, unfair or improper
business practices.

Section 195: Exercise of power in support of overseas regulator

395.

396.

397.

This section enables the Authority to exercise its intervention power at the request
of, or for the purpose of assisting, an overseas regulatory authority (“ORA”). The
Authority may exerciseits powers under this section whether or not the grounds set out
in the previous section are met. Authorities in other EEA States who are competent
authorities under the single market directives are automatically ORAs. Other overseas
authorities, from the EEA or elsewhere, which have functions equivalent to those set
out in subsection (4) are also ORAs.

When the Authority receives a request from an EEA competent authority, it must
consider whether it is obliged to exercise the powers under the relevant directive. In
other cases, the Authority may exerciseitsdiscretion, taking account of thefactorslisted
in subsection (6).

Undersubsection (7) the Authority may make its use of its powers conditional on the
ORA making an appropriate contribution toward the cost of taking the action.

Section 196: The power of intervention

398.

This section providesthat the nature and extent of the Authority’ s power of intervention
are the same as the power to vary a permission or impose a reguirement under Part IV.

Section 197: Procedure on exercise of power of intervention

399.

This section sets out the procedure the Authority must follow when it proposes to
exercise its power of intervention against incoming firms under this Part. Thisis the
same written notice procedure as described in relation to section 53.
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Section 198: Power to apply to the court for injunction in respect of certain
overseas insurance companies

400.

401.

Under this section the Authority may act on behalf of an insurance authority in another
EEA member State by applying to the courts for an injunction, or in Scotland an
interdict, to freeze assets held in the United Kingdom by an insurer from that member
State.

The power implements article 20(5) of the 1% Non-Life Directive, relating to
general insurance, and article 24(5) of the 1% Life Directive, relating to long-term
insurance. Subsection (1) limitsuse of the power to whereit isin accordance with those
provisions, which meansthat it is exercisable where the firm’ s home State authority has
asked the Authority to prohibit the free disposal of assets of that firm and has confirmed
that:

« thefirm hasfailed to comply with the requirements of article 15 of the 1% Non-Life
Directive or article 17 of the 1% Life Directive;

» the solvency margin of the firm has fallen below the minimum required by article
16(3) of the 1% Non-Life Directive or article 19 of the 1¥ Life Directive; or

e the solvency margin of the firm has fallen below the guarantee fund as defined in
article 17 of the 13 Non-Life Directive or article 20 of the 1¥ Life Directive.

Section 199: Additional procedurefor EEA firmsin certain cases

402.

403.

404.

This section imposes an additional procedure to be followed in some circumstances
where the Authority proposes to use its intervention power against an EEA firm. This
procedure applies where the EEA firm has contravened a requirement imposed by the
Authority pursuant to host State functions under the relevant single market directive.

First, the Authority must require the firm to remedy the situation. If the firm fails to
do so, the Authority must request the firm’'s home State regulator to take appropriate
measures to ensure the firm remedies the situation and inform the Authority of the
measures it proposes to take (or why it does not propose to take any measures). Only
if the Authority considers that the measures that the home State regulator has taken are
inadequate, or if no action has been taken by that regulator, may it exercise its powers.

However, where the Authority decidesit needsto act urgently it may do so beforeit has
required the firm to remedy the situation and either before it requests the home State
regulator to act or, having already made a request, before it is satisfied that the home
State regulator is not going to take adequate action. But if the Authority takes urgent
action inthisway, it must inform the European Commission and must comply with any
direction from the Commission to rescind or vary the requirements imposed.

Section 200: Rescission and variation of requirements

405.

Either onitsown initiative or at the request of the authorised person who is subject to a
reguirement under this Part, the Authority may rescind or vary such arequirement. The
procedure under section 197 appliesto avariation onthe Authority’ sowninitiative. The
warning notice and decision notice procedure applies where the Authority proposes
to refuse to rescind or vary a requirement on request. Agreement to a request for
rescission or variation can be granted by written notice aswith the grant of other forms
of application under the Act.

Section 201: Effect of certain requirements on other persons

406.

Where the power of intervention is used to impose arestriction on the type mentioned
in section 48 (an assets requirement), the restriction has the same effect asif it had been
imposed under Part 1V. This meansthat the provisions of section 48 apply, including
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the provisions about assets held by athird party such as a bank, and about the transfer
of assetsto atrustee approved by the Authority.

Section 202: Contravention of a requirement imposed under this Part

407.

This section makes clear that a contravention of arequirement imposed under this Part
doesnot constitute an offence or result in any transaction being void or unenforceable. It
also confers on the Treasury a power to prescribe in regulations the circumstances in
which a person may have a right of action as a result of a breach of a requirement
imposed under this Part. Otherwise no such right of action will result from a
contravention.

Section 203: Powersto prohibit the carrying on of Consumer Credit Act business

408.

400.

410.

Under the Act, EEA firms may, on the basis of their home State authorisation, be
automatically authorised to carry on the types of activity covered by the passport under
the various single market directives. Two of these directives include lending in their
listed activities, which encompasses consumer credit business regulated in the United
Kingdom under the CCA 1974. This means that EEA firms may carry on consumer
credit business without having to apply to the DGFT for a consumer credit licence and
they are therefore not subject to the DGFT’ s powers under the CCA 1974.

This section, along with section 204, confers on the DGFT separate powers to restrict
or prohibit the carrying on, or the purported carrying on, of consumer credit business
in the United Kingdom under the relevant directivesif the firm or any of its employees
has done any of the things listed in section 25(2)(a) to (d) of the CCA 1974. That is,
if they have:

» committed any offence involving fraud, dishonesty or violence;

e contravened any provision made by or under the CCA 1974, or by or under
any other enactment regulating the provision of credit to individuals or other
transactions with individuals;

e practised discrimination on grounds of sex, colour, race or ethnic or national origins
in, or in connection with, the carrying on of any business; or

» engaged in business practices appearing to the DGFT to be deceitful or oppressive,
or otherwise unfair or improper (whether unlawful or not).

Contravention of a restriction or prohibition is a criminal offence and contravention
of arestriction is also grounds for imposing a prohibition. Schedule 16 sets out the
procedure the DGFT must follow when imposing prohibitions or restrictions. This
procedure follows that generally applicable in the CCA 1974 rather than in the other
provisions of this Act.

Part Xiv: Disciplinary Measures

411.

This Part gives the Authority powers to issue public statements or impose financial
penalties in response to contraventions of rules or other requirements by authorised
persons.

Section 205: Public censure

412.

This gives the Authority the power to make a public statement concerning a
contravention by an authorised person of any requirement imposed directly by the Act
or under it, for example through the Authority exercising its rule-making power.
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Section 206: Financial penalties

413.  Thisenablesthe Authority to impose afinancial penalty where it establishes that there
has been a contravention by an authorised person of any requirement imposed by or
under the Act.

Section 207: Proposal to take disciplinary measures

414.  Thissection requiresthe Authority to issue awarning notice where it proposes to make
apublic statement about an alleged contravention or impose apenalty. The notice must
include the statement the Authority proposes to make or the amount of the proposed
penalty.

Section 208: Decision notice

415.  If having issued awarning notice, and heard any representations, the Authority decides
at the end of the relevant period to proceed with the public statement or penalty, it must
issue a decision notice. This should also set out the terms of the proposed statement
or the amount of the proposed fine (either of which may change in response to any
representations made).

416. The authorised person has a right to have the matter referred to the Tribunal, in
accordance with the provisions of Part X of the Act. No further action can be taken
by the Authority during the period in which the person has the right to have the matter
referred to the Tribunal or, wherethe matter hasbeen referred, until the Tribunal hearing
and any subsequent appeal have run their course.

Section 209: Publication

417. I, having followed the appropriate procedures, the Authority decidesto make a public
statement under section 205, this section provides that it must send a copy of the
statement to the authorised person concerned and to any third partiesto whom it copied
the decision notice.

Section 210: Statements of policy

418. This section requires the Authority to prepare and publish guidance on its policy
concerning the imposition of penalties under section 206 and the level of those
penalties. Under subsection (7), the Authority must have regard to this published
guidance when determining the level of penalties.

Section 211: Statements of policy: procedure

419.  Thissection requires the Authority to follow certain procedures when it issues a policy
statement under section 210. The procedures include a requirement to consult on its
proposals.

Part Xv: the Financial Services Compensation Scheme

420.  This Part of the Act provides for a single Financia Services Compensation Scheme,
established by the Authority and managed by an independent scheme manager. It gives
the Authority powersto specify the regulated activities covered by the scheme.

421.  The purpose of the compensation schemeisto compensate customerswho suffer lossin
various circumstances as a consequence of theinability of an authorised person to meet
itsliabilities. The schemeisnot, other than in cases of the insolvency of an authorised
person, intended to provide compensation for aregulatory breach (for example the mis-
selling of investments), where the liability would remain with the authorised firm.
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Section 212: The scheme manager

422.

This section requires the Authority to establish a company to manage the scheme and
Sets requirements as to the company’ s constitution, including that the chairman should
be appointed by the Authority with the approval of the Treasury and that board members
should act independently of the Authority.

Section 213: The compensation scheme

423.

424,

425.

426.

This section imposes certain requirements about the Authority’s rules establishing
the scheme. It also makes it clear that customers may be eligible to make a claim
against an authorised person even if the claim arisesin relation to an activity for which
that authorised person did not have permission. A claim relating to an appointed
representative who is an exempt person by virtue of section 39 may also qualify under
thescheme. Claimswould not, however, beeligibleif they related to regul ated activities
carried on by a person who should be authorised but is not.

Subsection (3)(b) provides for the scheme manager to levy authorised persons to cover
both the costs of compensation and its administrative costs.

Subsection (5) requires the scheme manager when setting the levy to seek, so far asis
practicable, to avoid cross-subsidy between sectors.

Subsection (10) allows the Treasury to prescribe categories of persons authorised to
carry on regulated activities in the United Kingdom under passporting arrangements
that will only participate in the scheme if they elect to do so. Thisalows the Treasury
to ensure that, while membership of the schemeis generally compulsory for authorised
personscarrying on relevant activities, it remains compatiblewith UK obligations under
EC directives which make rules about the extent to which EEA firms can be required
to join compensation schemes other than their home State scheme.

Section 214: General

427.
428.

429.

430.

This section clarifies the scope of the Authority’s power to make scheme rules.

Subsection (1) provides, in particular, that the scheme may consist of a number of
different compensation funds, for which levies can be raised from different sectors
of the industry and different rules may be made as to the level of and eligibility for
compensation.

Subsections (2) to (4) enable the scheme to limit the eligibility of claimants according
to a number of different factors, including where the event took place or where the
claimant resides.

Subsection (6) confers on the scheme manager apower to enter into arrangements with
schemes established in other countries outside the EEA. Where, for example, a US
firm does business in the United Kingdom and the level of compensation under the
US scheme is lower than in the United Kingdom, the firm would be able to become a
member of the UK scheme for the purposes of topping-up its cover. If the firm was
unable to meet its liabilities, claimants might have a claim against both the US and
the UK schemes. This power would in turn enable the UK scheme to enter into an
arrangement with the US scheme to avoid the need for the claimant to submit aclaim
to both schemes. It is possible to make reciprocal arrangements under the power in
subsection (1)(K).

Section 215: Rights of the scheme in relevant person’ s insolvency

431.

Subsection (1) enables the Authority to make provision about the effect of a payment
of compensation under the scheme on the rights and obligations arising out of the claim
against a relevant person in respect of which the payment was made. This allows
the Authority to make provision for the rights of the claimant to be transferred to
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the scheme manager, which would enable the scheme manager to seek to recoup the
costs of paying compensation from the firm in question without increasing the firm's
liabilities. Subsection (2) provides that any right of recovery conferred on the scheme
manager under subsection (1) cannot exceed the claimant’s original rights.

Section 216: Continuity of long-term insurance policies

432.

The special nature of long-term insurance means that should an insurer go into
liquidation, asimple payment of compensation may not necessarily be enough to enable
policyholders to find alternative cover. This would be a problem especially where a
person had devel oped health problems since taking out the original policy. The purpose
of this section is to enable the Authority to include in the scheme rules a requirement
for the scheme manager to seek to transfer the business of afailing insurer, so far asit
relates to contracts of long-term insurance, to another company or to secure the issue
of substitute policies by another insurer.

Section 217: Insurersin financial difficulties

433.

434.

The special features of long-term (or “life”) business are noted above. But even
general insurance business (for example car or product liability insurance) can result
in claims arising from events which may have happened several years earlier. This
long tail of claims means that it can be difficult to crystalise the liabilities of an
insurer in liquidation. The administration of insurance claimsis costly and the delays
for policyholders can be substantial while a liquidator seeks to work out the level of
payments that can be made to creditors.

Accordingly, this section allows the Authority to make provision for the scheme
manager to give assistance to an authorised person with permission to effect and carry
out contracts of insurancein financial difficulties, either by transferring thethat person’s
business, so far asit relates to contracts of insurance, to another insurer, or by enabling
the continuance of that business by another insurer. Before using this power, which
is potentially of substantial benefit to policyholders, the scheme manager must be
satisfied that payments to the firm should not materially benefit other persons such as
shareholders or company directors. It must also be satisfied that these measures would
not cost more than the costs of compensation if the firm were allowed to go into default.

Section 219: Scheme manager’s power to require information

435.

The efficient settlement of claims will sometimes require the scheme to obtain
information from avariety of sources. This section provides the scheme manager with
powers to require the provision of specified information that it considers necessary in
order to be able to assess claims. Information may be required from the authorised
person, or from a person who was knowingly involved in the events giving rise to the
claim.

Section 220: Scheme manager’s power to inspect information held by liquidator etc

436.

This section allows the scheme manager to inspect information held by the liquidator,
administrator or trustee in bankruptcy of an insolvent relevant person. The scheme
manager isonly allowed to inspect documents rather than require them to be produced,
which means that the cost of copying documents will be borne by the scheme and not
by the liquidator. This should reduce costs to the liquidator, administrator or trustee
in bankruptcy. The section does not apply to the Official Receiver or his Scotland and
Northern Ireland counterparts (as to which see section 224).

Section 221: Powers of court where information required

437.

This section provides that, where a person fails to comply with a requirement for
information under section 219 or to permit documentsto beinspected under section 220,
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this may be certified to the court, which may deal with the person as though he were
in contempt.

Section 222: Statutory immunity

438. This section provides immunity for the scheme manager, and its staff from actions
for damages, except where they act in bad faith or where damages are sought under
section 6(1) of the Human Rights Act 1998.

Section 223:. Management expenses

439. This section ensures that the scheme may only recover from levies management
expenses up to a certain limit. The limit must be set before the scheme includes
management expenses in its calculations of the levies.

Part Xvi: the Ombudsman Scheme

440. This Part of the Act provides for the creation of a single, compulsory ombudsman
scheme for the resolution of disputes between authorised firms and their customers. It
providesfor the detailed operation of the schemeto be determined largely by rulesmade
by the Authority onwhich it isrequired to consult in accordance with the requirements
under Part X.

Section 225: The scheme and the scheme operator

441.  This section makes clear that the object of the scheme is to resolve disputes involving
consumers quickly and with minimum formality. The operator of the scheme must be
abody corporate.

Section 226: Compulsory jurisdiction

442,  This section requires firms authorised by the Authority to submit to the jurisdiction
of the scheme. The scheme’s compulsory jurisdiction may only be applied to persons
who were authorised at the time the activity to which the complaint relates was carried
out, and the rules must have been in force at that time. The Authority is to make
rules determining which activities of authorised persons fall within the compulsory
jurisdiction. These activities must either be regulated activities as specified by the
Treasury under section 22 or other activities which are not regulated, but could be
made regulated activities under that section. The Authority isfree not to include certain
activities, for example kinds of professiona business where it is unlikely that retail
customers would ever be involved.

443.  If an activity isincluded in the compulsory jurisdiction of the scheme, the ombudsman
can consider all disputes arising from the carrying on of that activity by the authorised
person. For example, were accepting deposits specified as an activity covered by the
compulsory jurisdiction of the scheme, the ombudsman could consider all disputes
arising from the operation of a bank account, such as the withdrawal of money from a
cash machine, or a stopped cheque.

444.  The section also setsthe circumstancesin which acomplaint can be dealt with: namely,
that the complainant meets the relevant eligibility criteria (set by the Authority) and
has asked the ombudsman to consider the case. The scheme is not able to deal with
complaints made by authorised persons, except in circumstances specified in the rules.

Section 227: Voluntary jurisdiction

445, Firms can join the ombudsman scheme, on a voluntary basis, under the voluntary
jurisdiction where they are not authorised by the Authority or in respect of activities
falling outside the scope of the compulsory jurisdiction. However, the scheme's
voluntary jurisdiction rules can only relate to activities which are subject, or could be
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made subject, to the compulsory jurisdiction rules. The voluntary jurisdiction can be
applied to authorised persons where a complaint relates to an activity which could be,
but has not been, made subject to compulsory jurisdiction rules.

Voluntary jurisdiction rules can be made by the scheme operator with the approval of
the Authority. The rules will aso define which complainants are eligible.

Section 228: Determination under the compulsory jurisdiction

447.

The ombudsman will make a decision about the complaint on the basis of what he
considers is fair and reasonable in the circumstances. The scheme operator has the
power under paragraph 14 of Schedule 17 to specify the matters that can be taken into
account when determining what is fair and reasonable. The ombudsman must make a
written statement of his reasons for the decision, and must also require the claimant
to accept or regject the decision by a specified date. If the complainant accepts the
ombudsman’ s decision, then it is binding on both the complainant and the respondent.

Section 229: Awards

448.

If a complaint under the compulsory jurisdiction is determined in favour of the
complainant, the respondent may be ordered to pay compensation up to a maximum
limit which may be set by the Authority. The limit may be different for different
kinds of complaint. The Authority may specify a particular limit for compensation in
respect of non-financial loss or damage. The ombudsman can only make a binding
award up to the limit set by the Authority, but he may recommend a greater amount
as fair compensation. The respondent may also be ordered to take steps to rectify the
matter complained of, and this can be enforced through the courts by the complainant
if necessary.

Section 230: Costs

4409,

This section allows the scheme operator to make rules concerning the costs which can
be awarded by the ombudsman. These rules are subject to certain constraints. Where a
complaint issettled in favour of the complainant, the rules can allow the firm concerned
to be required to meet the costs of both the complainant and the scheme operator. A
complainant could only ever be required to meet the costs of the scheme, and then only
if the scheme operator had made rules to allow for such awards and the ombudsman
believed that the complainant’s conduct has been improper or unreasonable, or they
had been responsible for an unreasonable delay. The section also makes provision for
recovery of costs by the scheme operator.

Section 231: Ombudsman’s power to require information

450.

The efficient settlement of complaints under the compulsory jurisdiction will
sometimes require the schemeto obtain information from the partiesto the dispute. This
section provides the scheme operator with powersto require partiesto the complaint to
provide specified information which it considers necessary for the fair determination
of the complaint. It is not expected that these powers will be used on a routine basis.
The Authority will also have powers to make rules requiring authorised persons to co-
operate with the scheme. 1t will bein the interests of the complainant to co-operate.

Section 232: Powers of court where information required

451.

This section provides that, if a person fails to comply with a requirement to provide
information made under section 231, the matter may be certified to the court, which
may deal with the person asif they were in contempt.
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Section 233: Data protection

452.  This section inserts new subsection (4A) into section 31 of the Data Protection
Act 1998. This is needed to ensure that the scheme operator does not have to
disclose information it has obtained when considering a complaint brought under the
ombudsman scheme if disclosure would prejudice the performance of its functions.

Section 234: Industry funding

453.  Thissection providesfor the Authority to be able to levy fees on authorised persons to
meet both the costs of establishing the scheme and the costs of running the compul sory
jurisdiction. The costs of the voluntary jurisdiction will be met by fees set as part of
the voluntary jurisdiction rules.

Part Xvii: Collective | nvestment Schemes

454,  This Part comprises six chapters concerning collective investment schemes, including
unit trusts, open-ended investment companies (“oeics’) and overseas schemes. It
includes provisions relating to the authorisation of schemes, their trustees, managers
and operators and also to the rules applicable to them. The Part also makes provision
for overseas collective investment schemes which may be promoted in the United
Kingdom:

»  Chapter | providestherelevant definitionsfor thisPart. It also givesthe Treasury the
power to specify by order that certain arrangements will not constitute a collective
investment scheme.

e Chapter Il prohibitsauthorised personsfrom promoting participation in acollective
investment scheme unless an exemption applies. Whilst the provisions broadly
continue the prohibition on authorised persons promoting collective investment
schemes under the FS Act 1986, changes have been made to reflect the new
financial promotion regime set out in section 21.

e Chapter Il contains the provisions relating to authorised unit trust schemes. These
broadly follow the provisions of the FS Act 1986, although the Authority is to
be given the power to approve changes to an authorised unit trust’s investment
and borrowing powers. There are also provisions to allow for rule waivers and
modifications, and to grant operators and trustees of authorised unit trust schemes
the right to refer mattersto the Tribunal in certain circumstances.

» Chapter 1V contains provisions which enable the Treasury broadly to continue
the regime for oeics, and to make regulations concerning the establishment and
regulation of other forms of oeic in the United Kingdom. Under the FS Act
1986, oeics which are incorporated and authorised in the United Kingdom must
invest solely in transferable securities. The Act will alow the Treasury to make
regulations concerning the creation and operation of a wider range of authorised
oeics, so that they can invest in assets other than transferable securities. The
Treasury may also, under the relevant provisions, make regulations concerning the
incorporation of unauthorised oeics. This might, for example, be done in order to
allow the formation of common investment funds for charitable purposes, or in the
context of ethical investments.

» Chapter V broadly carries forward provisions of the FS Act 1986 and allows
three kinds of overseas scheme to be “recognised” and marketed in the United
Kingdom. First, schemes constituted in other member states which meet particular
requirements; second, schemes authorised in designated territories; and third,
schemes constituted in other territories, but which are individually recognised.

e Chapter VI sets out the powers of investigation which will apply in relation
to authorised unit trust and overseas schemes. It is intended that the principal
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provisions concerning investigations of oeics will be set out in the proposed
Treasury regulations under Chapter 1V.

Chapter |: Interpretation

Section 236: Open-ended investment companies

455.

456.

457.

This section defines an open-ended investment company. This is done by reference to
a “property” and an “investment” test (set out in subsections (2) and (3) respectively).
Both tests must be satisfied in order for a corporate body to meet the definition of an
open-ended investment company. The* property” test iscarried over from the definition
in section 75(8)(a) of the FS Act 1986.

The “investment” test is framed by reference to a hypothetical reasonable investor's
expectations, were he to participate in the scheme. A reasonable investor should
expect to realise his investment within a reasonable period, and expect that the way
in which this would be done would be calculated by reference to the value of the
scheme property. In determining whether this condition is satisfied, certain actual or
potential redemptions of his holdings are to be ignored, including those under certain
provisions of the Companies Act and corresponding provisions in EEA states. Under
subsection (4)(d), the Treasury may by order designate provisions in non-EEA states
under which redemptions may be made and which may a so be |eft out of the account.

Subsection (5) contains a Treasury order-making power to amend the definition of an
open-ended investment company for the purposes of Part XVII.

Chapter 11: Restrictions on promotion

Section 238: Restrictions on promotion

458.

450.

460.

This section contains the basic marketing prohibition and some exemptions from
it. The main exemption is for schemes which are marketed other than to the genera
public. Other exemptions include promotions made in respect of authorised unit
trust schemes, authorised oeics and recognised overseas schemes. The marketing
prohibition applies to communications which originate outside the United Kingdom if
the communication is capable of having an effect in the United Kingdom.

Subsection (6) enables the Treasury by order to specify circumstances in which the
subsection (1) prohibition does not apply. For incoming promotions, subsection (7)
makes it clear that it will be possible to make exemptions dealing with promotions
originating outside the United Kingdom even if they are capable of having an effect
in the United Kingdom. Thus, subsection (7) makes clear that the order-making
power in subsection (6) enables the Treasury to adjust the scope of the restriction on
promotion of collective investment schemes by authorised persons to take full account
of international and technological developments.

The term “promotion otherwise than to the general public” is amplified in
subsection (10) and includes promations which are designed, so far as possible, to
reduce the risk of participation by persons for whom it would be unsuitable. The
prohibition on marketing to the general public will not therefore necessarily be breached
if apromotion isinadvertently received by a member of the general public.

Section 239: Single property schemes

461.

A single property schemeis, broadly, a collective investment scheme which relates to
asingle building or a group of buildings managed as a single enterprise. This section
givesthe Treasury power to make regul ations exempting the promotion of participation
in single property schemesto the general public from the prohibition in section 238. If
the Treasury make regulations under this section, the Authority may then make rules
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imposing duties on the operator and trustee or depositary of schemes exempted under
the regulations.

Section 240: Restriction on approval of promotion

462. Thisis anew provision designed to prevent an authorised person from approving a
financial promotion under section 21 if the authorised person would not himself be
permitted to make the communication under section 238.

Section 241: Actionsfor damages

463.  If an authorised person contravenes a requirement under section 238 or 240, a private
person, and other persons falling within such categories as may be prescribed in
regulations made by the Treasury, who suffers|oss as a result may claim damages.

Chapter 111: Authorised unit trust schemes

Section 242: Applications for authorisation of unit trust schemes

464.  Applications for an order declaring a unit trust scheme to be authorised must be made
to the Authority by the manager and trustee of the scheme. The manager and trustee
must be different persons. The section givesthe Authority broad scopeto determinethe
form and content of the application, including further information to be contained in it.

Section 243: Authorisation orders

465. If the conditions referred to in the section are met, the Authority may make an
authorisation order declaring aunit trust schemeto beauthorised. The conditionsreflect
certain requirements specified in the UCI TS Directive which establishes a passporting
regime whereby certain types of authorised collective investment scheme established
in one EEA State may generally be entitled to equivalent authorisation in others. The
section includes requirements that:

e the manager and trustee must be bodies corporate which are independent of each
other and incorporated in the United Kingdom or another EEA State;

e they must be authorised persons holding the appropriate permissions;

* the scheme must comply with the requirements of the trust scheme rules (referred
to at section 247, below); and

e participants must be able to have their units redeemed at a price related to the net
asset value of the scheme property or be able to sell their units on an exchange at
asimilar price.

Section 244 Determination of applications

466. This section sets out the time limits within which applications should be determined
(and specifies that completed applications shall be determined within six months).
Applicants may withdraw their application at any time before the Authority makes a
determination.

Section 245: Procedure when refusing an application

467.  If the Authority wishes to refuse an application, it must issue each of the manager and
trustee with a warning notice. Either the manager or the trustee may refer arefusal to
the Tribunal.
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Section 246: Certificates

468.

If an authorised unit trust scheme meets with the requirements of the UCITS Directive,
the manager or trustee of the scheme can request that the Authority issue a certificate
to that effect. The certificate will be needed if the authorised unit trust scheme is to
passport into other European jurisdictions.

Section 247: Trust schemerules

460.

470.

471.

This section permits the Authority to make rules (known as “trust scheme rules”)
concerning the constitution, management and operation of authorised unit trust
schemes. These cover broadly the same matters as congtitution and management
regulationsunder section 81 of the FS Act 1986, but without the arrangements under that
legislation whereby the Treasury retained a degree of control over certain constitution
and management matters (such as the investment and borrowing powers of authorised
unit trusts). The Authority has direct responsibility for these matters under this section.

The trust scheme rules are binding on the manager, trustee and participants
independently of any provisions contained in the trust deed. Participants can seek
to enforce the trust scheme rules against the manager or trustee as if the rules were
provisions contained directly in the trust deed.

The Treasury has the power to modify the Authority’s rule-making powersif thereisa
change in the company law relating to the rights of beneficial, but not legal, owners of
shares. This would enable the rights of nominee holders in authorised unit trusts to be
aligned to those of shareholders in companies should the need arise.

Section 248: Scheme particularsrules

472.

473.

These are rules which the Authority may make requiring the manager of an authorised
unit trust scheme to give details of the scheme to the Authority and to publish or make
available to the public on request certain particul ars, including changes, concerning the
scheme.

The scheme particulars rules can provide for compensation to be paid to certain people
(described as “qualifying persons’) if they have suffered loss because of an untrue or
misleading statement in the particulars or because of an omission from them. Qualifying
persons include people who may have abeneficial, but not legal, interest in the scheme
(for example, beneficiaries of atrust where the trustees hold units in the scheme).

Section 249: Disgualification of auditor for breach of trust schemerules

474.

The Authority may disqualify an auditor from auditing authorised unit trust schemes
or authorised oeicsif the auditor does not comply with the trust scheme rules. Warning
and decision notice procedures will apply, as well as rights to refer a decision to the
Tribunal.

Section 250: Modification or waiver of rules

475.

This alows the Authority to modify or waive the application of any of the trust
scheme rules or scheme particulars rules in respect of authorised unit trusts. If there
is a modification or waiver of rules under this section, certain of the provisions of
section 148 (relating to the modification or waiver of various other of the Authority’s
rules and providing for the circumstances in which waivers or modifications will be
granted) will apply.

Section 251: Alteration of schemes and changes of manager or trustee

476.

Alterations to an authorised unit trust scheme or a change in the manager or trustee
may not take place without the Authority’s approval, or the Authority not notifying
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its disapproval. New managers or trustees must satisfy the requirements specified in
section 243.

Section 252: Procedure when refusing approval of change of manager or trustee

477.  If the Authority proposesto refuse to approve the replacement of the trustee or manager,
awarning notice must be given. If the Authority proposes to refuse to approve changes
to the scheme, warning and decision notice procedures will apply and the matter can
be referred to the Tribunal.

Section 253: Avoidance of exclusion clauses

478.  Asaresult of this section, if atrust deed for an authorised unit trust scheme seeks to
avoid the manager’ s or trustee’'s duty to exercise due care, the deed will be ineffective.

Section 254: Revocation of authorisation order otherwise than by consent

479. The Authority may revoke an order authorising a unit trust in the circumstances
specified in the section. These include any of the following situations:

» the manager or trustee has contravened a requirement imposed by the Act or the
Authority’srules;

» either of them has given the Authority misleading information;

e therequirements for making an authorisation order (referred to in section 243) are
no longer met;

¢ the scheme has been inactive for 12 months or more; or

e itisdesirablein theinterests of participants to revoke the scheme’ s authorisation.

Section 255: Procedure

480.  If the Authority wishesto revoke an authorisation order, it must go through the warning
and decision notice procedure, giving notice to both the manager and trustee. Either of
them may refer the decision to the Tribunal.

Section 256: Requests for revocation of authorisation order

481. The Authority can revoke an authorisation order where the manager or trustee requests
it to, but it can also refuse to revoke authorisation where it considers that refusal would
be in the interests of participants, or that the public interest requires an investigation
before authorisation isrevoked. Warning and decision notice procedures will apply and
the decision may be referred to the Tribunal.

Section 257: Directions

482. The Authority may give directions requiring the manager of the scheme to cease the
issue or redemption of units, or to require the manager and trustee of the scheme to
wind it up in the circumstances specified in the section (which are broadly similar to
those specified as grounds for revoking a scheme’ s authorisation under section 254). If
a person contravenes a direction under this section, private persons, and others falling
within such categories as may be prescribed in regulations made by the Treasury, who
suffer loss as aresult may be able to bring an action. Once a direction has been given,
the Authority may revoke or vary that direction, either of its own accord, or on the
application of the manager or trustee.
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Section 258: Applicationsto the court

483.  In cases where the Authority is able to give a direction under section 257, it may also
apply to the court for an order removing and replacing the manager or the trustee, or
simply removing them and appointing an authorised person to wind up the scheme.

Section 259: Procedurein giving directions under section 257 and varying them on
Authority’ sown initiative

484.  Thissection sets out the procedure the Authority must follow when it proposesto give,
or on its own initiative vary, a direction in relation to an authorised unit trust scheme
under section 257.  Thisisthe same written notice procedure as described in relation to
section 53, except that in this case separate notices must be given to both the manager
and trustee of the scheme. If a notice under this section imposes a requirement for
the manager of the scheme to cease issue or redemption of units, it will either give a
date when the requirement ends, or else provide for the requirement to continue until
afurther noticeis given. If anotice under this section imposes a requirement to wind
up a scheme, the scheme must be wound up either by a date given in the notice or else
(if no date is given) as soon as possible.

Section 260: Procedure: refusal to revoke or vary direction

485.  If the manager or trustee applies to the Authority for it to revoke or vary a direction
given under section 257, but the Authority proposesto refuse to do so, the warning and
decision notice procedures will apply. The decision may be referred to the Tribunal.

Section 261: Procedure: revocation of direction and grant of request for variation

486. If the Authority decides to revoke a direction under section 257, or to vary a direction
in accordance with arequest, it must give written notice of that fact. The Authority may
publish information about the revocation or variation of the direction.

Chapter 1V: Open-ended investment companies

Section 262: Open-ended investment companies

487. This section creates the broad framework for Treasury regulations relating to the
establishment, carrying on, and regulation, of oeics. It provides a wide-ranging and
non-exhaustive list of matters which the regulations may provide for. These include
imposing criminal liability, conferring functions on the Authority (including rule-
making powers and power to waive or modify rules) and power to modify or
exclude any statute or rule of law. In particular, the regulations may revoke the
existing regulations governing oeics and provide for transitional arrangements for
“grandfathering” under those regulations.

Section 263: Amendment of section 716 Companies Act 1985

488. This section amends the Companies Act, so that the prohibition on formation of
companies with more than 20 members other than under the Companies Act will
not apply to oeics incorporated by virtue of regulations made the by Treasury under
section 262.

Chapter V: Recognised overseas schemes

Section 264: Schemes constituted in other EEA States

489.  Thissection relates to the ability of collective investment schemes constituted in other
EEA States to passport into the United Kingdom. EEA schemes will be recognised if:

e they satisfy requirements prescribed by Treasury regulations,
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» the operator of the scheme gives notice to the Authority of the proposal to invite
UK personsto participate in the scheme; and

» theAuthority does not give notice that the way in which theinvitation isto be made
does not comply with the relevant UK law.

Section 265: Representations and references to the Tribunal

490. Thissection setsout the procedureif the Authority givesnoticethat it does not consider
that the proposed invitationswill comply with UK law, and representations are made to
the Authority in response. The procedures allow for rights of reference to the Tribunal
where the Authority issues a decision notice confirming that the way in which the
proposed invitations are to be made does not comply with UK law.

Section 266: Disapplication of rules

491. Rules made by the Authority will not generally apply to the operator, trustee or
depositary of a recognised scheme under section 264. The exceptions are financial
promotion rules, and rules relating to the maintenance of facilities in the United
Kingdom (under section 283(1)).

Section 267: Power of authority to suspend promotion of scheme

492.  Although it cannot suspend an EEA scheme' s recognition, the Authority can suspend
its promotion to the public if it appears that the operator has contravened financial
promotion rules. The warning and decision notice procedure will apply and the
Authority will be required to notify the scheme’s home State authority if it decides to
give adirection under this section. The operator will have aright to refer the decision
to the Tribunal.

493. Under this section, the Authority may also revoke, as well as vary, a direction
suspending the promotion of an EEA scheme, where specified conditions are met.

Section 268: Procedurein giving directions under section 267 and varying them on
Authority’ sown initiative

494,  This section establishes the procedure the Authority must follow when it proposes
to give, or on its own initiative vary, a direction under section 267 suspending the
promotion of ascheme which isrecognised under section 264. Thisisthe samewritten
notice procedure as described in relation to section 53 except that the noticesin question
are to be given to the operator of the scheme concerned. In addition the Authority is
required, when giving notice under this section, to inform the competent authoritiesin
the scheme’ s home State.

Section 269: Procedure on application for variation or revocation of direction

495. This section sets out the procedure the Authority must follow on receipt of an
application under section 267(4) or (5) for variation or revocation of a direction
suspending the promotion of a scheme which is recognised under section 264.
Where an application is granted in full, simple written notice is to be given under
subsection (4). The same applies where the Authority decides to revoke a direction
on itsown initiative under subsection (5). Where the Authority proposes to refuse the
application, or proposes to vary the direction in away other than that requested in the
application, the applicant is entitled to receive a warning notice setting out the reasons
for the decision, the standard opportunity to make representati ons, adecision notice and
the right to refer the matter to the Tribunal if still aggrieved by the decision. Notices
under thissection areto begiven to the operator of the scheme concerned, but inaddition
the Authority is required to inform the competent authorities in the scheme's home
State.
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Section 270: Schemes authorised in designated countries or territories

496. Schemes managed in, and authorised under, the law of non-EEA territories can be
recognised under this section. In order to be recognised, therelevant territory needsto be
designated by an order made by the Treasury, and the Authority must give its approval
to the scheme being recognised. The Treasury may not make an order designating a
territory unlessit is satisfied that the relevant overseas law under which the schemeis
authorised and supervised affords at |east equivalent protection to that provided by the
UK law on collective investment schemes.

497.  In considering whether to make an order designating a country or territory under this
section, the Treasury must ask the Authority for areport on the law and practice of the
country or territory in question and on any arrangementsit has made to co-operate with
the authorities there.

Section 271: Procedure

498. If the Authority proposes to refuse to approve a scheme under section 270, it must
give the operator a warning notice. The decision notice procedure will apply, and the
decision may be referred to the Tribunal.

Section 272: Individually recognised overseas schemes

499.  This section allows the Authority to recognise schemes which are not managed in an
EEA country or a designated territory.

500. Inordertoberecognised, the Authority must be satisfied asto various matters, including
the adequacy of protection for the participants in the place where the scheme is
established, the adequacy of the constitution and management and of the powers and
duties of the operator, trustee and depositary (if any), and that those persons are either
authorised (with appropriate permissions) or, if not authorised, fit and proper persons.
In addition, overseas schemes will only be recognised under this section if they are
oeics or schemes where the operator is abody corporate.

Section 273: Mattersthat may be taken into account

501. This section specifies matters which the Authority can take into account when
considering whether the operator, trustee or depository of an individually recognised
scheme isfit and proper.

Section 274: Applications for recognition of individual schemes

502. The Authority has broad scope to specify the form and content of applications (which
must be made by the operator) and to seek additional information before determining
an application.

Section 275: Determination of applications

503. This section sets out the time periods which will apply for the determination of an
application. Completed applications are to be determined within six months.

Section 276: Procedure when refusing an application

504. TheAuthority must go through the warning and decision notice procedureif it proposes
to refuse an application. The applicant may refer the refusal to the Tribunal.

Section 277: Alteration of schemes and changes of operator, trustee or depository

505. Changes to the scheme itself cannot be made unless the operator has given notice to
the Authority, and the Authority has either approved the proposal, or not notified its
disapproval. As for the replacement of the operator, trustee or depositary, at least one
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month’s notice must be given to the Authority either by the person being replaced, or
the person propaosing to replace him, but there is no express provision for the Authority
to approve or disapprove the replacements.

Section 278: Rules asto scheme particulars

506. The Authority may make rules imposing duties on the operators of recognised
schemes which are constituted in designated territories under section 270 or which are
individually recognised under section 272. These rules broadly correlate to scheme
particulars rules for authorised unit trusts.

Section 279: Revocation of recognition

507.  Recognition of schemes constituted in designated territories or individually recognised
schemes can be revoked in the circumstances set out in this section. These are broadly
similar to the grounds for revocation of an authorisation order under section 254.

Section 280: Procedure

508. If the Authority proposes to revoke recognition under section 279, the warning and
decision notice procedure will apply. Notice must be given to the operator, and if any,
the trustee and depositary. The decision may be referred to the Tribunal.

Section 281: Directions

509. Instead of proposing to revoke recognition under section 279, the Authority can
effectively direct that a scheme's recognition will be suspended.

Section 282: Procedure on giving directions under section 281 and varying them
otherwise than as requested

510. This section establishes the procedure the Authority must follow when it proposes to
giveadirection by virtue of its powersof intervention against schemesrecognised under
sections 270 and 272. Thisisthe same written notice procedure asdescribed in relation
to section 53, except that in this case separate notices must be given to both the operator
and (if thereis one) to the trustee or depository of the scheme.

Section 283: Facilities and information in the UK

511. The Authority may make rules requiring operators of al recognised schemes to
maintain facilities in the United Kingdom. It may also require the operator of a
recognised scheme to include explanatory information in financial promations which
name the scheme.

Chapter VI: Investigations

Section 284: Power to investigate

512.  The Authority or the Secretary of State can appoint a person to carry out investigations
into collective investment schemes. The provisions do not generaly extend to the
investigation of oeics. Provision concerning those investigations can be made in
Treasury regulations under section 262.

513. The person carrying out the investigation has powers to investigate other persons
or matters where necessary or relevant. The provisions concerning the conduct of
investigations set out in section 170 will generally apply and statements made to
the investigator may be admissible in proceedings in the circumstances set out in
section 174. Persons other than the managers, trustees, operators or depositaries of
schemes, or directors of oeics, will not generally be required to disclose information
subject to the bankers' duty of confidentiality. The power of entry under section 176
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will be available to back up information requirements imposed under this section. The
provisions of section 177 will also apply, so that failure to comply with a requirement
imposed in connection with an investigation can be certified to a court and falsification
or concealment will be an offence.

Part Xviii: Recognised I nvestment Exchanges and Clearing Houses

514.

515.

516.

This Part provides for the regulatory regime for recognised investment exchanges and
clearing houses. These recognised bodies are exempt from the need to be authorised.
Thisregimeis similar to that under the FS Act 1986.

Chapter | of this Part:

e givesthe Treasury the power to set the requirements that such bodies have to meet
in order to be recognised;

» sets out the application procedures and supervisory arrangements for recognised
bodies, including conferring powers to revoke recognition and to direct recognised
bodies to take steps to meet the recognition requirements;

» dlowsthe Treasury, jointly with the Secretary of State, to extend special protection
from insolvency law to organisations clearing certain non-investment contracts.

Chapter 11 provides for competition scrutiny of recognised bodies. This places a duty
on the DGFT, and gives him powers, to investigate and report to the Competition
Commission on any significantly adverse effects on competition of these bodies
rules, guidance and practices, or any exploitation of a strong market position. It
allows the Treasury, on receipt of a further report from the Commission, to direct,
through the Authority, that appropriate changes are made to such rules, guidance or
practices. Chapter 1l disappliesthe general domestic competition law as it affects the
matters covered by the Act regime. Chapter IV contains definitions of key terms.

Chapter |: Exemption

Section 285: Exemption for recognised investment exchanges and clearing houses

517.

518.

Subsection (1) defineswhat is meant by arecognised investment exchange and clearing
house.

Subsections (2) and (3) set out the scope of the exemption for recognised bodies from
the need to be authorised in order to carry on regulated activities which it carries on as
an exchange or clearing house. Exchanges are also exempt as respects anything they
do for the purposes of, or in connection with, the provision of clearing services.

Section 286: Qualification for recognition

5109.

520.

521.

Subsection (1) alows the Treasury to set recognition requirements by
regulations. Recognition requirements are the requirements which must be satisfied
by an exchange or clearing house in order both to become recognised, and to remain
recognised.

Subsection (2) provides that if the regulations made under subsection (1) contain
provisions relating to the default rules of a recognised body, then the Treasury has
to have the approval of the Secretary of State before making the regulations. (The
Secretary of State is responsible for insolvency matters.)

Subsection (3) defines default rules. These are rules which provide for action to be
taken to settle market contracts in the event of a default; for example, the rules may
specify the means for establishing the price at which a bargain should be made. These
are necessary to protect against systemic risk in thefinancial markets. 1f contracts could
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not be closed out in an orderly and speedy manner, adefault by one market participant
could spread quickly to large numbers of market participants.

522.  Subsection (4) defines market contract by reference to Part V11 of the Companies Act
1989 (or the corresponding Order in Northern Ireland). Market contractsin this context
are those entered into by the exchange or clearing house or by the members of an
exchange.

Section 287: Application by an investment exchange

523.  Thissection allows an organisation to apply for recognition as arecognised investment
exchange and sets out the information that the applicant must send to the Authority.

Section 288: Application by a clearing house

524.  Thissection allowsan organisation to apply for recognition asaclearing house and sets
out the information that the applicant must send to the Authority.

Section 289: Applications. supplementary

525 This section allows the Authority to seek additional information, in whatever form
it requires, in respect of any application for recognition under sections 287 and 288. It
also allows the Authority to require verification of that information.

Section 290: Recognition orders

526.  This section allows the Authority to make a recognition order if it is satisfied that the
applicant meets the recognition requirements. The Authority is not obliged to make
a recognition order in this circumstance and subsection (3) allows the Authority to
take any information into account, and not just information concerning the recognition
reguirements, when deciding whether to grant recognition.

527.  Subsection (2) requiresthe Treasury to give their approval under section 307 beforethe
making of a recognition order. The role of the Treasury under that section concerns
cases where there is an issue as to whether the rules and other regulatory provisions
of the exchange or clearing house have a significantly adverse, and unjustified, effect
on competition.

Section 291: Liability in relation to recognised body’ s regulatory functions

528.  This section gives recognised investment exchanges immunity against legal action for
damages in respect of anything done or omitted in the discharge of the recognised
body’ s regulatory functions. Thisimmunity does not apply where the act or omission
wasin bad faith or whereit was unlawful asaresult of section 6(1) of the Human Rights
Act 1998. Under section 6(1) of that Act, it is unlawful for a public authority to act
in away which isincompatible with aright conferred by the European Convention on
Human Rights and Fundamental Freedoms which isincluded in Schedule 1 to the 1998
Act.

Section 292: Overseas investment exchanges and overseas clearing houses

529.  Thissection modifies the application procedures and requirements where the applicant
concerned is an overseas investment exchange or clearing house.

530. In order to be recognised, an overseas applicant need not comply with the recognition
reguirements made by the Treasury under section 286. Instead, subsection (2) provides
that the Authority may make a recognition order in respect of an overseas applicant
if the requirements set out in subsection (3) are met. These requirements are that
investors are afforded protection equivalent to that which they would have had if the
overseas body were required to comply with the recognition requirements; that there
are adequate default procedures; that the applicant is able and willing to co-operate with
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the Authority; and that adequate arrangements are in place enabling the Authority to
cooperate, for example through the sharing of information, with the overseas body’s
home State supervisor.

531.  Subsection (5) makes some changes as to how other provisions of this Part work in
respect of overseas bodies given that the relevant requirements which they have to meet
are those set out in subsection (3) rather than the recognition requirements made by
the Treasury.

Section 293: Notification requirements

532.  Subsections (1) to (4) allow the Authority to make rules requiring a recognised body
to give it notice of, and information about, specified events or information about the
recognised body which the Authority reasonably requiresto carry out itsfunctions. The
Authority can a so specify when, and in what form, the information should be provided.

533. Subsections (5) to (7) place a duty on the recognised body to give the Authority
immediate notice of new rules and guidance, or of changes to existing rules and
guidance. Recognised bodies are also required to notify the Authority of changes to
their clearing arrangements. Subsection (8) provides that these duties do not apply
to recognised overseas bodies. They are placed under different obligations under
section 295.

Section 294: Modification or waiver of rules

534.  Thissection givesthe Authority power to waive or modify the notification rulesit can
make under sections 293 and 295, at the request of the recognised body or with their
consent. Subsection (4) sets out the circumstances in which the Authority may do this.

Section 295: Notification: overseas investment exchanges and overseas clearing
houses

535.  This section requires overseas investment exchanges and clearing houses to produce a
report at least once a year giving details of any events which have occurred over the
year which may have an effect on competition, or which might affect the Authority’s
assessment of whether the requirements set out in section 292 are satisfied. The
Authority can also make rules requiring that additional information should be included
in the report.

Section 296: Authority’s power to give directions

536. Thissection allowsthe Authority to direct arecognised body which hasfailed to satisfy
therecognition criteria, or hasfailed to comply with other obligationsunder the Act (for
example those in this Part) to take stepsto remedy that failure. This power enablesthe
Authority to deal with problems which are not sufficiently serious to merit withdrawal
of recognition from the body concerned.

Section 297: Revoking recognition

537.  Thissection alows the Authority to revoke the recognition of a body which no longer
wishesto remain recognised, or which no longer meets the recognition criteriaor which
has failed to comply with other obligations under the Act.

Section 298: Directions and revocation: procedure

538.  This section sets out the procedure the Authority must follow when it proposes to
give a direction or make a revocation order. This includes giving the recognised
body, its members and third parties who might be affected the right to make written
representations. Subsection (7) alows the Authority to give a direction without
following these proceduresiif it considersthat it is essential to do so.
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Section 299: Complaints about recognised bodies

539.

This section providesthat the Authority must establish aprocedure for theinvestigation
of complaints against recognised bodies where the complaint isrelevant to the question
of whether the body should remain recognised or not.

Section 300: Extension of functions of Tribunal

540.

541.

542.

This section gives the Treasury a power to extend, by order, the jurisdiction of the
Financial Servicesand Markets Tribunal to certain disciplinary proceedings brought by
arecognised UK exchange or clearing house. An order may be made in respect of one
or more specified recognised exchanges or clearing houses or in respect of recognised
exchanges or clearing houses generally.

Subsections (1) and (4) make clear that jurisdiction may only be extended to cases
involving internal disciplinary proceedings taken against members of recognised
investment exchanges or recognised clearing houses for breaches of the rules of the
exchange or clearing housein cases of behaviour which amountsto market abuse. Since
it may be necessary to modify the provisions of the Act relating to proceedings before
the Tribunal to accommodate the particular circumstances of a recognised exchange
or clearing house, subsection (3) enables the Treasury to make any modifications that
are necessary.

Subsection (2) deals with the circumstances in which jurisdiction may be extended.
Subsection (2)(a) enables jurisdiction to be extended where the Treasury are satisfied
that it is necessary to do so in order to ensure consistency between decisions taken
in exchange or clearing house disciplinary proceedings involving market abuse and
Tribunal decisions in such cases (including Tribunal decisions relating to the relevant
disciplinary proceedings of other recognised exchanges or clearing houses). Subsection
(2)(b) would enable the Treasury to extend the role of the Tribunal to recognised
exchange or clearing house disciplinary proceedings in cases of market abuse if
it should it prove necessary to do so in the future in the light of the developing
jurisprudence of the European Court of Human Rights.

Section 301: Supervision of certain contracts

543.

545.

This section alows the Treasury, acting jointly with the Secretary of State, to make
regulations which extend the provisions of Part VII of the Companies Act 1989
(or the equivalent provision of the Northern Ireland Order), with any appropriate
maodifications, to certain non-investment contracts. Part V11 of the CompaniesAct 1989
disapplies various provisions of insolvency law for market contracts in order to protect
against systemic risk in the financial markets.

Subsection (2) and (3) set out what kind of contracts can be covered by these
regulations. There are two criteria

» first, the contracts must be settled by someone who is on alist maintained by the
Authority for the purposes of this section. The Treasury, under subsection (4), has
to approve the conditions set by the Authority for admission to this list and the
arrangements for admission to and removal from the list;

e second, the Treasury and the Secretary of State have to be satisfied that it is
appropriate for the Authority to supervise the settlement arrangements for these
non-investment contracts. In coming to aview, the Treasury and Secretary of State
must have regard to the extent to which the contracts are dealt in by persons
supervised by the Authority.

Subsection (10) allows the Treasury and the Secretary of State, in making regulations
under this section, to apply any of the provisions of this Act to the person settling these
contracts. Without thispower it would not be possible for the Authority to regulate such
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persons on astatutory basis, since they would be clearing non-investment contracts and
so would not require authorisation or exemption.

Chapter 11: Competition Scrutiny

Section 302: I nterpretation

546. This section describes the “regulatory provisions’ (that is the rules, guidance,
arrangementsand particulars) and “ practices’ which areto be scrutinised under this Part
to assess whether they have, or are intended or likely to have, a significantly adverse
effect on competition as defined in this section.

Section 303: Initial report by Director

547.  This section requires the Authority to send to the DGFT and to the Treasury al the
regulatory provisions and any other relevant information received in support of an
application for recognition. The DGFT must then issue a report as to whether any of
these provisions has a significantly adverse effect on competition.

Section 304: Further reports by Director

548.  This section requires the DGFT to keep all recognised investment exchanges and
clearing houses under continuing competition scrutiny. If, at any time, the DGFT forms
the view that any regulatory provision or practice has a significantly adverse effect on
competition then he must make a report.

549.  Subsection (3) provides that if the DGFT concludes that regulatory provisions or
practices do not have such an effect then he has discretion asto whether to make areport.

Section 305: Investigations by Director

550.  Thissection confers powersonthe DGFT to enable him to carry out hisfunctions under
sections 303 and 304. The DGFT will be able to request relevant documents from any
person, and to request relevant information from any business.

551.  Subsections (5) and (6) provide that if a person fails to produce the information or
documents required, then the DGFT may report the matter to the court. If the court is
satisfied that there was no reasonable excuse for this failure, the person may be dealt
with asif he were in contempt of court.

Section 306: Consideration by Competition Commission

552.  This section concerns the role and duties of the Commission following receipt of a
report from the Director General. Its functions and duties are in line with those set
out in the analogous provisionsin section 162 in Part X. This section is supplemented
by the provisions of Schedule 14. (This Schedule also applies to section 162, which
relates to the Commission’s role in competition scrutiny of the regulating provisions
and practices of the Authority.)

Section 307: Recognition orders: role of the Treasury

553.  This section sets out the Treasury’s powers to take action following an adverse report
from the Commission on an application for arecognition order.

554. If the Commission’s report concludes that no significantly adverse effect on
competition exists, or such an effect does exist, but isjustified, subsection (2) requires
that the Treasury must approve the making of the recognition order unless exceptional
circumstances exist to justify their refusal. If, however, the Commission’s report is
that a significantly adverse effect on competition exists, and is not justified, then
subsection (4) requiresthat the Treasury, unlessexceptional circumstancesexist, should
refuse to approve the making of the recognition order.
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Section 308: Directions by the Treasury

555.

556.

This section concerns the Treasury’ s powers to take action following an adverse report
from the Commission, other than areport on an application for arecognition order.

If the Commission’s report is that the anti-competitive effect is not justified,
subsection (2) requires that the Treasury give a “remedia direction”. (A remedia
direction is defined in subsection (8) as adirection to the Authority to either revoke the
recognition of the body concerned, or to direct the body to take specified steps as set out
in the direction.) However, subsection (3) provides that the Treasury need not give a
direction either where the Treasury consider that it is not necessary as aresult of action
which has aready been taken by the body concerned or by the Authority, or because
exceptional circumstances exist which makes it inappropriate or unnecessary to give
a direction. Conversely, if the Commission's conclusion is that the anti-competitive
effect isjustified, under subsections (5) and (6) the Treasury may nonetheless give a
direction to the Authority to take action which the Treasury consider necessary because
of exceptiona circumstances of the case.

Section 309: Statements by the Treasury

557.

558.

This section makes provision for statements to be made by the Treasury when they
declineto give aremedial direction under the preceding section.

Subsection (1) provides that if the Treasury decide not to give a remedia
direction action following a Commission report that they should, they must produce
a statement giving their reasons. Subsection (2) provides that if they do give such
direction they must give details of this. In addition, if they have made a direction in
a case where the Commission has concluded that the adverse effect on competition is
justified, they must publish a statement giving their reasons for doing so.

Chapter 111: Exclusion from the Competition Act 1998

Section 311: The Chapter | prohibition

559.

This section makes clear that the prohibition of agreements preventing, restricting or
distorting competition within the United Kingdom in Chapter | of the Competition Act
1998 does not apply to the constitution of arecognised investment exchange or clearing
house or to a body which has applied for recognition; nor to the regulatory provisions
of arecognised body; nor to adecision or practice of arecognised body, in respect of its
regulatory functions; nor to an agreement the partiesto which include arecognised body
or person subject to its rules to the extent that the agreement is required or encouraged
by the recognised body’ s regulatory provisions or practices.

Section 312: The Chapter |1 prohibition

560.

This section makes clear that the prohibition of abuse of adominant positionin amarket
which may affect trade in the United Kingdom in Chapter 11 of the Competition Act
1998, doesnot apply to theregulatory provisionsor practices of arecognised investment
exchange or clearing house, nor to agreements entered into by its members, to the extent
that these are required by the body’ s regulatory provisions.

Part Xix: Lloyd’'s

561.

This Part of the Act makes a number of provisions which supplement other parts of
the Act to bring the Society of Lloyd's (“the Society”) within the general regulatory
framework. These provisionsare needed to reflect the unique legal status of the Society
and its members, and the functions of the Council of Lloyd's (“the Council”), the
governing body of the Society, under the Lloyd’'s Acts 1871-1982, in relation to the
Lloyd’'s community.
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Lloyd's is regulated for solvency purposes by the Authority in accordance with the
arrangements under Part IV of the ICA 1982. The FS Act 1986 provides an exemption
for Lloyd' sand underwriting agents as respectsinvestment business carried on by them
in connection with or for the purposes of insurance business at Lloyd's. For most
purposes, regulation of the Society has been undertaken by the Council. The Act gives
the Authority considerable discretion as to how it discharges its obligations for the
regulation of Lloyd's.

The external regulation of the Lloyd's community by the Authority is achieved by
a number of different provisions in the Act. By virtue of this Part, the Society -
a body corporate - is to be authorised to carry on certain regulated activities. The
permission will be defined by the Authority, as if it had been granted under Part
IV. Primarily, the permission will cover making arrangements which enable members
to carry out contracts of insurance. The activitiesof managing and members' agents (or
“underwriting agents”) will become regulated activitiesfor the purposes of the Act, and
so underwriting agentswill need have relevant permission under Part 1V. Asauthorised
persons, the Society and agents will be subject to the full range of the Authority’s
powers under the Act, including its rules and its powers of investigation and discipline
and, ultimately, the power to withdraw authorisation, asisthe case with other authorised
persons under the general provisions of the Act.

Members of Lloyd's will benefit from an exemption from the need to be authorised
in relation to contracts of insurance effected or carried out at Lloyd's. They will,
nonethel ess, be subject to regulatory arrangements as directed by the Authority under
powers contained in this Part, and subject to the powers of the Council. Asaminimum,
the Authority will need to require the members to meet the solvency requirements
laid down under the relevant EC directives. A member of Lloyd s would, however,
need permission to carry on any other regulated activity, for example advising on
investments.

Section 314: Authority’s general duty

565.

It is not proposed that Lloyd’s should be subject to full regulation by the Authority at
the outset. Certain regulatory functions will be left with the Council. However, the
Authority will at any time be able to take a greater degree of direct responsibility for
regulation if it considersit appropriate and this section, therefore, places a duty on the
Authority to keep matters under review.

Section 315: The Society: authorisation and permission

566.

567.

This section makes the Society an authorised person, without it needing to submit an
application. Thisisneeded because, unlike most other current businesses, LIoyd’ sdoes
not have an authorisation from an existing regulator that can be grandfathered.

Subsection (3) limits the activities for which the Society will have permission, at
the time it becomes authorised, in broad terms to arranging deals in insurance
contracts and syndicate participation, and for connected activities. The precise
terms of the permission will depend on the activities specified for the purposes of
section 22(1). Subsection (4) gives the Authority a power, where it considers it
appropriate, to limit the scope of the permission, at the time the authorisation comesinto
force, or at any timethereafter. Lloyd swould apply for an extension of that permission
in accordance with Part V.

Section 316: Direction by Authority

568.

This section confers on the Authority power to give directions applying the general
prohibition to membersof Lloyd’ s or applying core provisionsto members. Thispower
can be used inrelation to amember of Lloyd’s, or memberstaken together, though they
will not, at least at the outset, be authorised persons. Directions under this section may
specify the extent to which the “core provisions’ of the Act, as set out in section 317,
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will apply to them and would impose regquirements directly on the members which the
Authority will be able monitor and enforce. The Authority could, for example, apply to
members general rules requiring persons carrying out contracts of insurance to appoint
an actuary to assess the extent of their liabilities. It could also require members to be
authorised if it considers that appropriate.

Section 317: The core provisions

569.

570.

The core provisions which the Authority may decide to apply to members of Lloyd's
under section 316 relate to:

» the performance of regulated activities;

e rulesand guidance;

» information gathering and investigations,
e control over authorised persons;

e compensation scheme;

*  ombudsman scheme;

* auditors and actuaries;

e insolvency

* restitution and injunctions

* notices.

Subsection (3) enablesthe Authority to apply acore provision with modifications. This
will enable the practical role played by the Society and underwriting agents in the day
to day business affairs of members to be reflected in the regulatory arrangements.

Section 318: Exercise of powers through the Council

571.

572.

573.

This section gives the Authority an alternative mechanism to its power of direction
under section 316. Instead of, or in addition to, giving a direction to the members
of Lloyd's, the Authority can direct the Society or the Council to use their powers
- such as the byelaw making powers of the Council under Lloyd's Act 1982 - to
impose obligations on members. It would, therefore, be open to the Authority to set
solvency requirements for LIoyd’ s members, perhaps specifying in adirection only the
high level requirements required by the EC directives; the Council would then make
byelaws specifying the detailed arrangements in accordance with the requirements of
the direction. The Council would be responsible for enforcing its byelaws and for
demonstrating to the Authority that the relevant requirements had been met. When
exercising this power, the Authority may additionally impose reguirements on the
Council or the Society.

Subsection (5) also alowsthe Authority to usethispower to direct the Council in respect
of managing and members' agents, rather than exercising powers against them directly
as authorised persons.

Subsection (6)(a) makesit clear that if the Authority chooses to give directionsin this
way, it is not precluded from using its other regulatory powers under the Act.

Section 319: Consultation

574.

This section sets out the procedurefor giving adirection under sections 316 or 318. The
procedures are similar to those that apply to other rule making functions.
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Section 320: Former underwriting members

575.

This section disapplies the general prohibition from former members of Lloyd's in
relation to contracts of insurance effected by them while they were members of the
society. It gives the Authority powers to impose requirements on former members
of Lloyd's, including members who decide to leave in the future, in relation to the
insurance business carried on by them while they were members of Lloyd's until all
their insurance liabilities have been discharged. A former member of Lloyd’'s would
need to obtain permission from, and be authorised by, the Authority in order to carry
on any other regulated activities under the Act.

Section 321: Requirementsimposed under 320

576.

This section requires the Authority to follow the specified procedures when exercising
the powers set out in section 320. The arrangements are consistent with other notice
arrangements under the Act and they give former names on whom regquirements are
imposed the opportunity to make representations. Subsection (11) confers a right on
former names to refer a matter to the Tribunal in certain circumstances.

Section 322: Rules applicable to former underwriting members

577.

This section, like section 320, confers on the Authority powersto impose requirements
on former member of Lloyd's. Whereas section 320 would enable the Authority to
impose specific requirements on former members, in much the same way as it would
impose restrictions on a Part 1V permission in relation to an authorised person, this
section alows the Authority to make rules that will apply more generally to former
members or classes of former member. The grounds for exercising the power are that
the Authority considersit appropriate for the purpose of protecting policyholders. The
procedures under section 319, including for example the consultation arrangements,
apply to the exercise of this power.

Section 323: Transfer schemes

578.

This section confers on the Treasury a power to apply Part VI to transfers of business
consisting of contracts of insurance from members of Lloyd's. This will ensure
that appropriate regulatory scrutiny can be given to any proposed business transfers,
and that any persons affected by the proposed transfer have the opportunity to make
representations to the court.

Part Xx: Provision of Financial Services by Members of the Professions

579.

580.

581.

This Part makes arrangements whereby professional's (such as solicitors, actuaries and
accountants) who:

e arenot carrying on mainstream regulated activities but

» aremembers of designated professional bodies,

will be exempt from the requirement to obtain permission from the Authority in order
to carry out certain regulated activities. Additional testsare set out in section 327 which
must be met in order for the professional to qualify for the exemption.

The arrangements under this Part include the safeguard of arms-length oversight by
the Authority of the way in which the professional bodies supervise and regulate
exempt professionals, and the way in which such professionals carry on regulated
activities. This will involve, amongst other things, the Authority monitoring the
effectiveness of the complaints and redress arrangements of designated professional
bodies.

In addition, the Authority will be able to ban members of the professions who benefit
from the exemption from carrying on regulated activities, where the circumstances
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justify this. The Authority can aso direct that the exemption be cut back on a more
general class basis (so that, for example, certain categories of professional, carrying on
certain types of activities, will no longer benefit from the exemption).

582. The Authority is also empowered to make rules requiring exempt professionals to
discloseto their clients the fact that they are not regulated by the Authority.

Section 325: Authority’s general duty

583.  This section obliges the Authority to keep itself informed about the way in which
designated professiona bodies supervise and regulate the carrying on of regulated
activities by their members. It also requires the professional bodies to cooperate with
the Authority so as to enable the Authority to fulfil its duty of arms-length oversight.

Section 326: Designation of professional bodies

584. This section gives the Treasury the power to designate bodies for the purpose of
section 325. Bodies will only be designated where they actively regulate the provision
of financia services by their members.

Section 327: Exemption from the general prohibition

585.  Thissection setsout the tests which need to be met in order for a professional to qualify
for the exemption, including:

e the professional must be a member of a professional body which is designated by
the Treasury;

e the professional must not receive acommission from athird party in respect of the
regulated activities unless he accounts to his client for it;

» the regulated activities must be provided in a way that is incidental and
complementary to the provision of professional (for example, legal, actuarial or
accountancy) services,

» the regulated activities must not relate to sensitive products (for example, life
insurance). What amountsto a“ sensitive product” isto be specified by the Treasury
in regulations.

Section 328: Directionsin relation to the general prohibition

586. This section allows the Authority to direct that the exemption from the general
prohibitionisnot to apply to certain classes of professional. The Authority may exercise
this power, however, only whereit issatisfied that it isdesirableto do so in theinterests
of clients. A non-exhaustive list of factors to which the Authority must have regard in
reaching that judgement is set out in the section.

Section 329: Ordersin relation to the general prohibition

587.  This section enables the Authority to make an order which would have the effect
of banning specified persons who are not fit and proper to carry on regulated
activities. Thisisconsistent with the arrangements for prohibition ordersin relation to
individuals under section 56.

Section 330: Consultation

588.  This section sets out the procedure for consulting on a direction. The procedure is
consistent with that applying to similar arrangementsin other parts of the Act.
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Section 331: Procedure on making or varying orders under section 329

589.

This section sets out the procedure which will apply when the Authority makes an order
under section 329. The warning and decision notice procedure applied throughout the
Act must be followed, and the person who is subject to an order can refer matters to
the Tribunal.

Section 332: Rulesin relation to personsto whom the general prohibition does not

apply
590.

This section allows the Authority to make rules requiring professionals carrying on
exempt regulated activitiesto discloseto their clientsthat they arenot authorised. 1t also
requires the professional bodies to make rules designed to ensure that those members
who benefit from the exemption will not carry on regulated activities which are not
complementary to the provision of particular professional servicesto aparticular client,
although this does not extend to regulated activities conducted by professional firms as
exempt persons under the Act. In order to be effective, those rules must be approved
by the Authority.

Section 333: False claimsto be a person to whom the general prohibition does not

apply
591.

592.

593.

Thissection makesit an offencefor aperson to describe himself (in whatever terms) asa
person who hasthe benefit of the Part XX exemptionin relation to a particular regul ated
activity, or behaves or otherwise holds himself out, in a manner which indicates (or
whichisreasonably likely to be understood asindicating) that heis such aperson, when
heisnot.

Subsection (2) provides that in proceedings for an offence under this section it is a
defence for the accused to show that he took all reasonable precautions and exercised
all due diligence to avoid committing the offence.

Undersubsection (3), a person found guilty of this offence is liable on conviction to a
maximum of 6 months imprisonment and a fine not exceeding level 5 on the standard
scale (currently £5,000). If the offence results from the public display of material,
subsection (4) afine of level 5 isto multiplied by the number of days for which any
material giving rise to the offence was on public display.

Part Xxi: Mutual Societies

594.

595.

596.

597.

This Part gives the Treasury powers by order to transfer the functions of the Building
Societies Commission, the Friendly Societies Commission and the Chief Registrar of
Friendly Societies and functions under the Industrial and Provident Societies Acts and
the Credit Unions Act 1979. These transfers will be achieved by orders made under
sections 334 to 339.

It is envisaged that the powers will be exercised to ensure that the functions which
relate to the registration and regulation of societies under the existing legislation will
be transferred to the Authority. For example, the functions to be transferred to the
Authority arelikely toincludethe power to require, or approve, atransfer of the business
of amutual society to another society or to a company.

The relevant legislation also confers power on the Building Societies Commission,
Friendly Societies Commission and the Chief Registrar, often subject to the consent
of the Treasury, to set requirements as to the registration and constitution of such
societies. Such powers are exercised by statutory instrument. Those powers are
different in character from the financial regulatory powers of the Authority under the
Act. Itisproposed that such functions will transfer to the Treasury.

These transfer provisions also include power for the Treasury to dissolve the existing
bodies, it being envisaged that all their functions will have been transferred. The
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Treasury will be able to make supplemental provision, for example, to transfer the
property, rights and liabilities of bodies which are being dissolved or to amend the
existing legidlation in the light of the transfer of functions. For example, where the
existing legidation divides functions as between the different parts of the United
Kingdom, some consolidation may be required to reflect the fact that the Authority is
asingle corporate entity.

Schedule 18 makes certain amendments to the legislation governing mutuals. Further
amendments to that legislation which are consequential on the provisions of this Act
will be made by order under section 426.

Part Xxii: Auditorsand Actuaries

599.

600.

601.

This Part concerns the appointment, on a continuing, periodic or ad hoc basis, of
auditorsand actuaries by authorised persons. Itimposes certain requirements, including
a duty to disclose to the Authority information relevant to its functions under the
Act. These provisions carry forward a number of similar provisions in existing
legislation.

There are some similarities between the roles of auditors and actuaries, and they
are therefore dealt with together in this part of the Act. However, there are also
important differences, and these sections will give the Authority the power to act in
ways which will recognise the difference in the detailed roles and responsibilities of
the two professions.

Part X1 of the Act gives the Authority various powers to gather information and
investigate authorised persons, with section 166 in particular providing a power to
require an authorised person to provide the Authority with a report by an accountant
or other expert on a particular aspect of his business. Part XXII deals primarily with
the duties and responsibilities of auditors and actuaries in respect of their work for
authorised persons.

Section 340: Appointment

602.

603.

604.

Subsection (1) gives the Authority the power to make rules to require authorised
persons to appoint an auditor or actuary, where they are not already under a statutory
obligation to do so (for example under Companies Act requirements). Subsection (4)
allowsthe Authority to make rules concerning the terms, conditions, qualificationsfor,
and notification of such appointments. The Authority will also be able to make an
appointment itself if oneis not made or if it has not received any notification.

Subsection (2) allows the Authority to make rules requiring any authorised person to
produce periodic financial reports on its business, and to submit these for analysis and
comment by an auditor or actuary.

Subsection (5) provides that an auditor or actuary appointed to act on a continuing
basis or to produce a periodic report must comply with the relevant rules made by
the Authority. These rules may aso give the auditor or actuary such powers as the
Authority judges necessary for them to carry out their duties.

Section 342: Information given by auditor or actuary to the Authority

605.

606.

This section concerns the duties and powers of auditors and actuaries of authorised
persons to pass on information of regulatory importance to the Authority.

Auditors and actuaries of authorised persons will be members of professional bodies
and will therefore be subject to rulesmade by their respective bodies asto how they treat
confidential information. Subsections (3) and (4) ensurethat auditors or actuarieswho,
in good faith, pass on information or express their opinion to the Authority will not be
in breach of any duty of confidentiality to which they might otherwise be subject. This
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protection applies whether or not the auditor or actuary acts in response to a request
from the Authority.

607.  Subsections (5), (6) and (7) give the Treasury a power to set out the circumstances
in which auditors and actuaries must pass on information to the Authority. This
information may relate to the affairs of either the authorised person concerned, or other
persons. So far as auditors are concerned, the Treasury are required by EC directives
to set out the circumstances in which such reports must be made, and it is intended to
use this power to re-enact the rules necessary to comply with this requirement.

Section 343: Information given by auditor or actuary to the Authority: personswith
closelinks

608. This section concerns the duties and powers of auditors and actuaries to pass on
information of regulatory significance to the Authority about persons having “close
links” with authorised persons, including parent and subsidiary companies of an
authorised person.

609. Subsections (3) and (4) ensure that auditors or actuaries of persons with close linksto
an authorised person, who, in good faith, pass on information or express their opinion
to the Authority will not bein breach of any duty of confidentiality to which they might
otherwise be subject. This protection applies whether or not the auditor or actuary acts
in response to arequest from the Authority.

610.  Subsections(5), (6) and (7) givethe Treasury apower under which they can make rules
Setting out the circumstances in which auditors and actuaries must pass on information
to the Authority. This information may relate to the affairs of either the authorised
person concerned, or other persons.

Section 344: Duty of auditor or actuary resigning etc. to give notice

611. This section places a duty upon al auditors and actuaries of authorised persons
appointed as a result of statute to notify the Authority of certain events, for example
where they resign before the end of the period for which they were appointed.
Subsection (3) also requires an auditor or actuary to pass on any facts connected with
his ceasing to act for the authorised person which he thinks ought to be brought to the
Authority’s attention, or to make a positive statement to the Authority that he is not
aware of any such facts.

Section 345: Disqualification

612. Where the Authority believes that an auditor or actuary has failed to comply with any
obligations under this Act, it may disqualify that auditor or actuary from acting for any
particular authorised person, or class of authorised person. Any such disgualification
may belifted if the Authority issatisfied that the person concerned will in future comply
with the obligations.

613.  Subsections (2) and (3) require the Authority to serve a warning notice and decision
notice, whilst subsection (5) confers a right to refer to the Tribunal any decision to
disgualify.

Section 346: Provision of false or misleading information to auditor or actuary

614. This section makes it a criminal offence for an authorised person, or an officer,
controller or manager of an authorised person knowingly or recklessly to mislead an
auditor or actuary appointed under the Act or as aresult of provision containedin rules.

Part Xxiii: Public Record, Disclosure of Information and Co-Oper ation

615.  This Part requires the Authority to compile and maintain a public record of authorised
persons. It also imposes safeguards for the protection of confidential information.
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The Authority, together with the competent authority for listing and the Secretary of
State, will necessarily require access to confidential information. The Act provides
them with powers to obtain this. It also contains safeguards to ensure that this
information remains confidential, subject to alowing information to pass between
them and other regulatory authorities where this is necessary for the performance of
specific public functions (for example, to assist in the investigation and prosecution of
crime). The passage of information between authoritiesis subject to conditionsrelating
to the purpose of disclosure and, in some cases, the identity of the person to whom the
information is disclosed. These conditions are often referred to as “gateways’. This
areais aready subject to detailed constraints under EC law. The Act, together with
the regulations to be made under the powers conferred by these provisions, will create
a confidentiality regime very similar to those under the predecessor legislation. The
creation of a single regulator will however alow some rationalisation of the existing
structure.

Section 347: Therecord of authorised persons etc.

617.

This section places an obligation on the Authority to maintain arecord of certain details
about authorised persons and other categories of persons set out in subsection (1). The
record must includedetails of the services provided by authorised persons, the addresses
of authorised persons and other categories of specified persons, and any other
information the Authority thinks is appropriate. The record must be available for
inspection by members of the public, at a place and at times determined by the
Authority. The Authority must allow members of the public to obtain a copy of the
record, or apart of it. The Authority may charge for providing such copies.

Section 348: Restrictions on disclosure of confidential information by Authority etc.

618.

Subsections (2), (3) and (4) definewhat is, and what isnot, to be regarded as confidential
information. Subsection (1) makes clear that thisinformation is not to be disclosed by
a “primary recipient”, or a person who has received the information from a primary
recipient, without the consent of the person from whom it was obtained and, if different,
the person to whom it relates. Subsection (5) lists primary recipients.

Section 349: Exceptions from section 348

6109.

This section makes clear that, notwithstanding the restrictions in section 348,
confidential information may bedisclosed if thisisin accordance with regul ations made
by the Treasury. It also givesthe Treasury the power to make such regulations where
disclosurewould facilitate the carrying out of apublic function. Thispower will be used
to create various “gateways’ between the primary recipients and other organisations
for various specified purposes.

Section 350: Disclosure of information by the Inland Revenue

620.

621.

This section creates a mechanism, or gateway, through which information held by
the Inland Revenue, which would otherwise be subject to a legal obligation of
confidentiality, may, in certain circumstances be passed to the Authority or to the
Secretary of State. Subsection (2) makes clear that this disclosure may be made only
by, or under the authority of, the Commissioners of Inland Revenue.

Subsection (1) provides that Revenue information may be disclosed under this section
only for the purpose of assisting an investigator appointed by the Authority or the
Secretary of Stateunder section 168 in histask, or to assist the Authority or the Secretary
of State in taking a decision whether or not to appoint such an investigator. Once
information has been disclosed, subsection (4) providesthat it may only be used for the
purposes of taking a decision whether or not to appoint an investigator, or to further
an investigation, if an investigator has been appointed, or in any criminal proceedings

88


http://www.legislation.gov.uk/id/ukpga/2000/8/section/347
http://www.legislation.gov.uk/id/ukpga/2000/8/section/348
http://www.legislation.gov.uk/id/ukpga/2000/8/section/348/2
http://www.legislation.gov.uk/id/ukpga/2000/8/section/348/3
http://www.legislation.gov.uk/id/ukpga/2000/8/section/348/4
http://www.legislation.gov.uk/id/ukpga/2000/8/section/348/1
http://www.legislation.gov.uk/id/ukpga/2000/8/section/348/5
http://www.legislation.gov.uk/id/ukpga/2000/8/section/349
http://www.legislation.gov.uk/id/ukpga/2000/8/section/348
http://www.legislation.gov.uk/id/ukpga/2000/8/section/350
http://www.legislation.gov.uk/id/ukpga/2000/8/section/350/2
http://www.legislation.gov.uk/id/ukpga/2000/8/section/350/1
http://www.legislation.gov.uk/id/ukpga/2000/8/section/350/4

622.

These notes refer to the Financial Services and Markets Act
2000 (c.8) which received Royal Assent on 14 June 2000

or regulatory action, including proceedings before the Financial Services and Markets
Tribunal, that may arise out of an investigation.

Subsection (5) provides that onward disclosure of information received under this
section is prohibited, except in the case of proceedings before a court or the Tribunal
arising out of an investigation, or if thisis done with a view to the institution of such
proceedings, or if it takes place with the consent or the authority of the Commissioners
of Inland Revenue. Subsection (6) makes clear, however, that this does not prevent
disclosure of information to a person to whom it could have been disclosed under
subsection (1).

Section 350: Competition information

623.

624.

625.

This section makes provision, together with Schedule 19, for the protection of
information obtained by the DGFT and the Commission under their powers of
competition scrutiny under the Act. It appliesto information obtained under al of the
various competition scrutiny provisionsin the Act, that isto say the provisions covering
the competent authority for listingin Part V1, the Authority in Part X, and the recognised
investment exchanges and clearing housesin Part X V1.

Subsection (1) provides that it is an offence improperly to disclose “competition
information”. “Competition information” is defined in subsection (5) as information
about the affairs of a particular individual or body, which is not in the public domain,
and which was obtained under powers in a competition provision of the Act.

Subsection (2) sets out the circumstances in which disclosure will not be regarded as
improper, and which is therefore permissible. These circumstances basically fall into
two classes. First, wherethe personto whomtheinformationrelates, and if different the
person from whom it is obtained, have given their consent to disclosure. Second, when
this would serve one of a number of defined public purposes. These purposes include
the fulfilment of the UK’ s abligations under EC law, the investigation and prosecution
of crime, civil proceedings under the competition provisions of the Act, and finally the
disclosure of information to a number of bodies having various statutory functions, to
assist them in carrying out these functions. The bodies and the statutes concerned are
listed in Schedule 19.

Section 352: Offences

626.

This section makes clear that unauthorised disclosure or use of confidentia information
isacrimina offence, subject to the defences provided for in subsection (6), and sets
out the penalties for these offences. These provisions reproduce the existing offences
in this area.

Section 353: Removal of other restrictions on disclosure

627.

This section enables the Treasury to make regulations permitting disclosure of
information held by third parties to the Authority to assist it in carrying out its
functions. It also enables regulationsto be made to allow the disclosure of information
by various other entities carrying out functions under this Act, for example the
compensation scheme manager, in order to assist with these functions. The purpose
of this section is to enable the Treasury to create gateways, for example overriding
confidentiality obligations to which the prescribed persons are subject, if it is
appropriate that such persons should be able to disclose information either to the
Authority or to third parties for the purposes of functions connected to the Act.

Section 354: Authority’s duty to cooperate with others

628.

This section places aduty on the Authority to take such steps asit considers appropriate
to co-operate and shareinformation, which it isnot otherwise prevented from disclosing
by virtue of the provisions of this Part, with other bodies or persons, whether in the
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United Kingdom or elsewhere, who have functions broadly equating to those of the
Authority, or who have arole in relation to the prevention and detection of financial
crime. It carriesforward the provision in paragraph 5 of Schedule 7 of the FS Act 1986,
which places asimilar duty on the Authority.

Part Xxiv: Insolvency

629.

630.

631.

632.

633.

Insolvency and winding up are relevant to regulation for two reasons. First, there
are implications for existing customers if a financial service business becomes
insolvent. Second, winding up may itself be part of the appropriate regulatory response
to events. Thusit may bedesirableto wind up acompany to protect not just theinterests
of customers who have entered into contracts with it, but also those who might do
businesswith it in future, if it continued to trade. Subject to the particular provisions of
Part VII of the Companies Act 1989 for transactions carried out on regulated markets,
the general law of insolvency applies, and will continue to apply, to most financial
services businesses, as it does to other businesses. However, it is supplemented by
provisions which allow the regulators, alongside creditors, to petition the court for the
winding up of an authorised business on the grounds of insolvency, and, alongside the
Secretary of State, to petition the court to wind up an authorised business on the grounds
that thiswould be just and equitable.

Different arrangements apply to certain mutual societies. The arrangements under the
relevant legislation, for examplethe Building Societies Act 1986, will continueto apply
to relevant societies, with functions transferred in that case from the Building Societies
Commission to the Authority in accordance with the provisions of Part XXI.

The insolvency provisions of the Act are intended to build upon these existing
arrangements, establishing, so far as is practicable, a common approach across all
sectors. Sections 356, 357, 367 and 375 provide the Authority with the power to ask the
court to initiate various insolvency procedures. Sections 356, 362, 363, 365, 371 and
374 make clear that the Authority has the right to be heard by the court in insolvency
proceedings instigated by third parties. Sections 369, 376, 377, 378 and 379 carry
forward provisions of the |CA 1982 dealing with theinsolvency of insurance companies
(which because of the particular nature of insurance business, must in some respects be
dealt with in adifferent way to other authorised persons).

At the same time, the Part will fill anumber of gapsin the coverage of the predecessor
regimes. Section 359 will allow the Authority to ask the court to make an administration
order in respect of authorised businesses, as an alternative to winding up. Section 372
will give the Authority powers to petition the court to declare bankrupt an insolvent
sole trader providing financial services. Sections 360 and 366 make changes to the
insolvency regime for insurers.

Part XV (Financial Services Compensation Scheme) is also relevant to customers of
authorised firmsin financial difficulties.

Voluntary arrangements

Section 356: Authority’s powers to participate in proceedings. company voluntary
arrangements

634.

Insolvency legidation allows companiesin financial difficultiesto propose avoluntary
arrangement with creditors; that is, for creditors to agree to take a proportion of what
they were owed as a final settlement of their debts. If agreed, such an arrangement is
binding on all creditors who were aware of the proposal, subject to their right to ask
the court to intervene if the arrangement seems improper or unfair. This section gives
the Authority the right to apply to the court in the same way as a creditor, and also
makes clear that the Authority may be represented in any such proceedings initiated
by acreditor.
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Section 357: Authority’s powersto participate in proceedings: individual voluntary
arrangements

635.

636.

In England and Wales and in Northern Ireland insolvency law provides that an
individual whoisinfinancial difficultiesmay apply to the court for amoratorium during
which he may prepare a proposal to his creditors for settlement of his debts. Whilst
this moratorium is in force the individua is protected against the presentation of a
bankruptcy petition.

Subsection (1) of this section provides that the Authority is entitled to be heard by the
court on an application for such amoratorium, if thisismade by an individual whoisan
authorised person. Subsections (3) and (4) provide that the Authority isentitled to send
arepresentative to attend and speak at any meeting of creditors summoned to consider
a proposa which a debtor brings forward, and that it shall be informed of the results
of any such meeting. Subsection (5) goes on to provide the Authority with the same
rights as creditors to challenge in court a decision by the meeting to agree a creditor’s
proposal, or to challenge the implementation of an agreed proposal, if it believes that
thisisin someway unfair or irregular, whilst subsection (6) providesthat the Authority
is entitled to be heard by the court if any other person makes such a challenge.

Section 358: Authority’s powersto participate in proceedings:. trust deeds for
creditorsin Scotland

637.

638.

639.

640.

Section 357 provides the Authority with powersto be involved in individual voluntary
arrangements proposed for authorised persons. Such arrangementsare only possiblein
England, Wales and Northern Ireland. This section makes provision for the Authority
to have certain rightsin the equivalent arrangement in Scots law (avoluntary trust deed
for creditors within the meaning of section 5(4A) of the Bankruptcy (Scotland) Act
1985).

The purpose of atrust deed under Scotslaw isto allow aperson who cannot pay hisdebts
to hand over hisassetsto atrustee, who may then arrange a settlement with his creditors
as a aternative to proceedings for sequestration under the 1985 Act. Subsections (1)
and (2) provide that where atrust deed is granted in respect of an authorised person, the
trustee must, as soon as he becomes aware that the person concerned is an authorised
person, inform the Authority, and send it copies of the deed and any other documents
which he has sent to the creditors.

Under subsection (3) the Authority is given the same rights as certain creditors who
have not received notice of the trust deed, or who have objected to it, to petition for the
sequestration of a debtor who is an authorised person.

If thetrustee proposes at any stage to hold ameeting of creditors, subsections (4) and (5)
regquire him to inform the Authority, which will have the right to send a representative
to attend and speak at the meeting. However, the Authority will not have the right to
vote at the meeting, except on those occasions whereit isitself a creditor of the person
concerned.

Administration orders

Section 359: Petitions

641.

General insolvency law provides for the court to place a company or partnership into
administration, that is to allow it to continue in business, under the supervision of an
administrator, as an aternative to winding it up. This section allows the Authority to
ask the court to do this in respect of present or former financial services businesses
and appointed representatives or persons who are or have carried on financial services
business without authorisation, where it would be in consumers' interests for the
business to remain in being, rather than be wound up. It aso provides that for such
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persons failure to pay money due to consumers on time shall count as sufficient
evidence to allow theinitiation of administration proceedings.

Section 360: Insurers

642.

At present, the law prohibits insurance companies from being put into
administration. When insolvency law first made provisionsfor administration in 1985,
it was not clear whether this procedure would be appropriate for such companies, given
the special nature of insurance business. Experience has shown that it may be helpful
to make this option available, so this section gives the Treasury the power to make an
order removing the prohibition in relation to insurers. “Insurers’ for these purposes
will be defined in regulations made by the Treasury.

Section 362: Authority’s powersto participate in proceedings

643.

This section makes clear that when a creditor or other third party asks the court to
place in administration a person who is doing or has done financial services business,
or who is or has been an appointed representative, or persons who are or have carried
on financial services business without authorisation, then the Authority shall have the
right to be represented at the hearing. It also gives the Authority the right to receive
any information or proposals sent by the administrator to creditors, to attend and speak
at any meeting of creditors called to discuss the administration, and to have the same
rights as creditors to ask the court to intervene, if it considers that the administration is
being carried out improperly or unfairly. It also givesthe Authority the same power that
creditors have under section 425 of the Companies Act (and the equivalent Northern
Ireland provision), where a scheme is proposed to settle some or all of the debts of a
company in administration, to ask the court that this be put to a vote of creditors.

Receiver ship

Section 363: Authority’s powersto participate in proceedings

644.

This section provides that when areceiver is appointed in respect of a company which
is or was an authorised person, or an appointed representative, or which is or has been
carrying on regulated activities without authorisation, the Authority is entitled to be
represented at any hearing at which the receiver applies to the court for directions. It
also provides that the Authority has the right to receive any information or proposals
sent by the receiver to creditors and to attend and speak at any meeting of creditors
called to discuss the winding up.

Voluntary winding up

Section 365: Authority’s powersto participate in proceedings

645.

This section gives the Authority the right to be represented at any court proceedings to
wind up voluntarily afinancial services company, other than an long term insurer. It
also provides the Authority with the same powers that creditors have to ask the court
to decide any questions arising out of the winding up, or to order that a scheme, under
section 425 of the Companies Act (or the equivalent Northern Ireland provision), to
settle some or al of the debts of the company, should be put to a vote of creditors. In
addition, it gives the Authority the right to receive any notice or document required to
be sent to creditors and to attend and speak at any creditors’ meeting.

Section 366: Insurers carrying on long-term business

646.

Under the predecessor |legidlation, there is a prohibition on the voluntary winding up
of insurance companies carrying on long term, or life assurance, business. The reason
is that if such companies went into voluntary liquidation the rights of endowment
policyholders would accrue, so that they would be entitled only to the current value of
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their policy, and not to the terminal bonusesthey would expect if their policiesran onto
the end of their term. This section removes this absolute prohibition, but provides that
voluntary winding up can only take place with the Authority’s prior permission. This
will alow the Authority to ensure that winding up will only proceed subject to
arrangements being made to meet the legitimate expectations of policyholders.

Winding up by the court

Section 367: Winding-up petitions

647.

This section provides that the Authority may ask the court compulsorily to wind up
any company or partnership which is doing or has done financial services business
or which is or has carried on financial services business without authorisation. The
powers also apply to an appointed representative. As with the other provisionsin this
part which empower the Authority to initiate proceedings, this enables the Authority
to act on behalf of consumers, who could in theory take action themselves, but may in
practice lack the resources and expertise to do so. The court may agreeto thisin cases
where the business cannot pay its debts, or where it decides that it would be “just and
equitable” to wind up the business. The Authority might make an application under the
latter ground if, for example, a business had been guilty of such serious rule breaches
that the Authority had found it necessary to cancel its permission in order to protect
the public. This section also provides that for such businesses failure to pay money
due to consumers on time can count as sufficient evidence to allow the initiation of
insolvency proceedings.

Section 368: Winding-up petitions: EEA and Treaty firms

648.

This section makes clear that the Authority can only petition under section 367 for the
winding up of a business which is authorised in another EEA State, and is entitled to
provide financia servicesin the United Kingdom because of that authorisation, when
it has been asked to do so by the home State regulator concerned. Thisis because the
issues that generally arise in relation to the winding up of a business are issues which
are primarily the concern of the home State regulator, rather than of the host State where
the business is being carried on.

Section 371: Authority’s powersto participate in proceedings

649.

This section makes clear that when acreditor, or other third party, asksthe court towind
up aperson who is doing or has done financial services business, or who is or has been
an appointed representative, the Authority hastheright to be represented at the hearing,
and at any subsequent hearing. It also providesthat the Authority hastheright toreceive
any information or proposals sent by the liquidator to creditors and to attend and speak
at any meeting of creditors called to discuss the winding up, and to have the samerights
as creditors to ask the court to intervene. It also gives the Authority the same power
that creditors have under section 425 of the Companies Act (or the equivalent Northern
Ireland provision), where a scheme is proposed to settle some or all of the debts of a
company being wound up, to ask the court that this be put to a vote of creditors.

Bankruptcy

Section 372; Petitions

650.

Section 367 gives the Authority power to ask the courts to wind up companies or
partnerships doing financial services business. The section also confers a power in
respect of sole traders doing financial services business. The Authority will be able
to petition for the bankruptcy of such persons, or in Scotland, for the sequestration of
their estate, if they are or appear unable to pay their debts to consumers. It should be
noted, however, that here, as in insolvency law generally, inability to pay debtsis the
only ground on which asole trader can be made bankrupt - there is no equivalent to the
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provision covering companies and partnerships that these may be wound up because
the court fedsit is“just and equitable” to do so. Thisisbecause sole traders’ business
affairs are not legally distinct from their personal finances.

Section 374: Authority’s powersto participate in proceedings

651.

This section makes clear that when a creditor, or other third party, asks the court to
make a bankruptcy order for, or in Scotland to sequestrate the estate of, an individual
who isdoing or has done financial services business, then the Authority shall have the
right to be represented at the hearing, and at any subsequent hearing. It also provides
that the Authority has the right to receive any report sent by an insolvency practitioner
to creditors and to attend and speak at any meeting of creditors called to discuss the
bankruptcy.

Provisions against debt avoidance

Section 375: Authority’sright to apply for an order

652.

TheInsolvency Act 1986 provides creditors, liquidators and administrators of insolvent
persons with the right to ask the court to set aside transactions which appear to have
been entered into to defraud creditors (that is, where assets are transferred as a gift, or
sold at less than their full value, with the intention of putting them beyond the reach
of creditors). This section provides the Authority with an equivalent right to make an
application to the court in relation to transactions entered into in the course of financial
services business.

Supplemental provisions concerning insurers

Section 376: Continuation of contracts of long-term insurance whereinsurer in
liquidation

653.

This section provides for the business of an insolvent insurer so far as it relates to
contracts of long-term insurance to be transferred to another company, rather than for
the policyholdersto receive ashare of the assets available on winding up. Policyholders
of long term insurers face different problems to most consumers if the company
fails. They enter into agreements, for example for pensions, which are designed to last
many years, and the benefits they expect to receive build up over time. Also, theterms
of the contract (and importantly the premium) are set at the outset. If, for example,
during the course of the contract they were to develop an illness they might not then
be able to obtain alternative cover. For thesereasons, it is desirable, where possible, to
maintain the insurer’s business as a going concern, or to find an alternative insurer to
take over its palicies, rather than allowing it to be wound up.

Section 377: Reducing the value of contractsinstead of winding up

654.

This section is intended to facilitate timely payments on, or the transfer of, insurance
contracts of a company which has become insolvent, rather than leaving these to
be matters to be resolved at the end of an insolvency process, which may take a
considerable period of time.

Section 378: Treatment of assets on winding up

655.

This section empowers the Treasury to make regulations to alow for the separate
treatment in insolvency situations of an insurer’s contracts of long-term and general
insurance, given the special characteristics of long term business (referred to in the note
on section 376 above).
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Section 379: Winding-up rules

656.

This section enables the making of rulesto deal with the winding up of insurers, under
the powers of the Insolvency Act 1986.

Part Xxv: Injunctions and Restitution

657.

658.

ThisPart isconcerned with the Authority’ s(andin certain casesthe Secretary of State’s)
power to seek injunctions and restitution orders from the High Court, or in Scotland the
Court of Session, against both authorised and unauthorised persons where it appears
that certain requirements have been, or might be, contravened. Section 384 also gives
the Authority the power to require restitution to be paid without having to apply to the
courts for arestitution order, but this direct power can only be used against authorised
persons.

The powers contained in this Part may be exercised by the Authority in relation to
breaches which constitute an offence under the Act, or which the Authority has power
to prosecute under section 402, or any breach of any other requirement imposed by or
under the Act, such as arule made under Part X. The Secretary of State may exercise
the powers in relation to any breach which constitutes an offence which the Act gives
him the power to prosecute under section 401.

Section 380: Injunctions

659.

660.

661.

662.

663.

This section sets out the powers of the court to makeinjunctive orders on the application
of the Authority or Secretary of State and the grounds on which they may exercise
those powers. The court may make three types of order: an order restraining the
contravention of certain requirements (subsection (1)), an order directing remedial
action to be taken when there has been such a contravention (subsection (2)) and an
order freezing the assets of someone who has contravened certain requirements or been
knowingly involved in a contravention (subsection (3)).

The first of these is a preventative measure. Undersubsection (1)(a) an order can be
made restraining a person from contravening a requirement where the court believes
they are reasonably likely to do so. Where a contravention has already occurred, under
subsection (1)(b) the courts can restrain a person from doing so again.

Where there are clear steps that can be taken either by the person who has contravened
a requirement or by a person knowingly concerned in the contravention, under
subsection (2) the court may order a person to take those steps. This is a corrective
power. For example, an order may simply require a person to meet commitments they
haveenteredinto but sofar failed to discharge. Subsection (5) providesthat theremedial
action that the court may order under subsection (2) may include orders to mitigate the
impact of acontravention eveniif it is not, strictly speaking, possible to remedy it. For
example where a person has published a misleading advertisement, the Authority could
apply to the court for an order requiring the person to publish acorrection. Thiswould
not be of useto anyone who had taken action on the basis of the original advertisement
but would prevent others doing so in the future.

An order made undersubsection (3) to freeze a person’s assets is sSimilar to a Mareva
injuncti on' apart from its timing: a Marevainjunction may only be applied for where
court proceedings have been commenced or are imminent whereas this section gives
the Authority or Secretary of State an independent power to apply to the court for an
asset-freezing order on the grounds that they believe a breach may have occurred. The
power does not prevent separate applications for Mareva injunctions.

Subsection (6) sets out the range of requirements the contravention or likely
contravention of which may be grounds for an order under this section. These are

1

A Marevainjuction (now known as a‘freezing order’) is aremedy acourt may use to prevent assets being removed, charged
or otherwise dealt with in away that could prejudice alegal action that is otherwise being, or about to be, pursued.
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reguirements imposed by or under the Act, including the Authority’ s rules made under
Part X, plus the various requirements a breach of which constitutes an offence under
the Act, such as the general prohibition under Part I1. In addition, the powers may be
exercised for breaches of requirementsimposed by other Actswhich constitute offences
which the Authority has power to prosecute. The Authority’s power in that respect is
set out in section 402.

Section 381: Injunctionsin cases of market abuse

664.

This section provides the Authority with the power to apply to the court for injunctive
ordersin cases of market abuse. The Secretary of State has no powers under this section
inrelation to market abuse. Thetypes of orderswhich the court may make are the same
for cases of market abuse under this section asfor contraventions of requirements under
the previous section.

Section 382: Restitution orders

665.

666.

667.

668.

6609.

This section gives the court the power, on the application of the Authority or the
Secretary of State, to order restitution to be paid by a person who has contravened a
reguirement or been knowingly involved in acontravention. The court must be satisfied
that the contravention has led either to the person ordered to pay restitution accruing
profitsor to others suffering loss or being adversely affected in other ways. Itispossible
for an application for a restitution order to be combined with an application for an
injunction.

Under subsection (2), the court has discretion to decide what is an appropriate sum for
a person to have to pay taking into account the size of any profits which have accrued
and the extent to which persons have suffered loss or been adversely affected. The
restitution is initially paid to the Authority, but the Authority is then required to
distribute the money among people chosen by the court. These must be those
people who appear to the court to have been directly affected by the contravention, or
to whom the profits may be attributed, for example because it was their fundsthat were
used to make a particular investment which gave rise to the profits.

Subsections (4) and (5) give the court powers to require further information from
potential recipients of restitution orders to assist the court in determining what profits
have accrued to them, to what extent others have been affected by a contravention or
how to distribute the money. The court may also require thisinformation to be verified.

Subsection (7) provides that the fact that the Authority or the Secretary of State has
made an application under this section for arestitution order does not prevent someone
taking a private action for restitution in respect of the same matter. The court islikely
to have regard to the question of whether any payments have already been made by a
person in determining whether to order restitution in any particular case.

Therange of requirements the contravention of which can give rise to an application to
the courts under this section for a restitution order is the same as for injunctions under
section 380. These are set out in subsection (9).

Section 383: Restitution ordersin cases of market abuse

670.

This section provides the Authority with the power to apply to the court for restitution
orders against personswho it is satisfied have engaged in market abuse. The Secretary
of State has no powers under this section. The provisions of this section are equivalent
to those in the section above for restitution orders following the contravention of a
requirement. Again, the court has discretion to determine the amount of restitution paid
and the eventual recipients of that restitution who must be persons directly affected by
the market abuse. The court also has similar powers as under section 382 to require
further information from the person who has engaged in market abuse. However
under this section the court may not make an order if it is satisfied that the person
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concerned believed, on reasonable grounds, that market abuse was not involved, or took
all reasonable precautions and exercised all due diligence to avoid market abuse. This
restriction is analogous to the provisions of section 123(2) which apply where the
Authority wishes to impose a penalty in relation to market abuse.

Section 384: Power of Authority to requirerestitution

671.

672.
673.

674.

This section gives the Authority the direct power to require an authorised person to pay
restitution, without having to go through the court, athough the authorised person does
have the right to refer the matter to the Tribunal under section 386. The Authority can
order restitution to be paid by:

» authorised persons who have contravened arequirement under the Act or who have
committed an offence mentioned in section 402;

» authorised persons who have been knowingly involved in such a contravention;
» any person, whether authorised or not, who has engaged in market abuse.
The Secretary of State has no direct powers under this Part to require restitution.

The grounds for the Authority using this power are set out in subsections (1) and (2).
These are that the Authority is satisfied that the person has done the misdeed and that,
because of it, either profits have accrued to that person or one or more people have
suffered loss or been adversely affected.

The Authority may require someone to pay restitution of an amount which it considers
to be just, taking into account the profits that have accrued and/or the extent of the loss
or adverse effect suffered. The money isto be paid to people who have been directly
affected by the contravention or offence, or to whom profits are attributable, as under
sections 382 and 383. Where restitution is sought via a court order, the money is paid
initialy to the Authority, but when the Authority uses its power under this section to
require restitution directly, subsection (5) provides for the money to be paid straight to
the final recipients. The Authority may determine the arrangements for payment.

Section 385: Warning notices

675.

This section requires the Authority to issue a warning notice informing someone of
any proposal to require them to pay restitution under section 384. A warning notice
must comply with the provisions of section 387. The warning notice must specify the
amount of restitution proposed.

Section 386: Decision notices

676.

This section provides that if the Authority decides to require restitution to be paid,
it must send a decision notice to the person in relation to whom this power is being
exercised. The section also provides a right to refer the Authority’s decision to the
Tribunal.

Part Xxvi: Notices

677.

Various provisions of the Act relate to the Authority taking decisions, for example
as to whether to grant, or to withdraw, authorisations and approvals, or whether to
take other regulatory action, such as imposing financial penalties or making public
statements. The relevant provisions of the Act require the Authority in some cases to
givewarning and decision notices, and in othersto give other kinds of notice This Part
is concerned with the Authority’s procedures during, before and after the process of
serving these notices aswell asthe information which they aretoinclude. In particular,
the Part requires the Authority to act in accordance with a published set of procedures.
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Section 387: Warning notices

678.

679.

This section provides that a warning notice must be in writing and must set out the
reasonsfor the proposed course of action. It must al so state whether section 394 (Access
to Authority material) applies.

Subsection (2) gives any person who receives a warning notice an opportunity to
make representations to the Authority. The Authority may specify the period available
for representations, provided it allows a minimum of 28 days from the date of the
notice. The Authority must then decide whether to give the person a decision notice
within a reasonable period.

Section 388: Decision notices

680.

681.

A decision notice must be in writing and must set out the reasons for the course of
action. It also requires the Authority to explain aright of accessto Authority material
under section 394 and rights to refer the case to the Tribunal (including the procedure
for doing s0).

If a decision notice follows a warning notice, the action proposed in it must be action
the Authority has powers to take under the same Part of the Act. The Authority can
issue afurther decision notice altering the action proposed in an earlier notice, but only
with the consent of the person concerned.

Section 389: Notices of discontinuance

682.

683.

This section requires a “notice of discontinuance” to be issued when the Authority
decides not to proceed with action proposed in a warning notice (section 387) or in
relation to which a decision notice (section 388) was given.

However a natice of discontinuance does not have to be given if the effect is purely to
grant an application made by the person in question. In such cases the Act generally
contains express provision requiring written notice to be given of the grant of the
application.

Section 390: Final notices

684.

685.

686.

This section requires a “final notice” to be issued to confirm and give effect to an
action proposed in a decision notice (and to require payment in the case of a penalty)
whenever the period for referring amatter to the Tribunal has expired, or if it has been
referred, whenever the matter has been finally determined by the Tribunal or the higher
courts. |If the matter was referred to the Tribunal then the final notice will give effect
to the directions of the Tribunal (or the higher courtsif there has been a appeal).

Subsection (7) requires the final notice to set out details of the action which is being
taken and the date when it isto be taken. Particular requirementsfor certain categories
of case are given in subsections (3) to (6). For example the notice must include the
terms of any public statement which is to be made and details of the manner and date
of publication, or the amount of any financial penalty and details of how and whenitis
tobepaid. The period for making payments must not be less than 14 days beginning
with the date on which the final notice is given, after which the Authority may recover
any outstanding amount as a debt owed to it.

A similar 14 day minimum period must be allowed for making restitution as required
under section 384, after which any outstanding obligations are enforceable through an
application by the Authority to the courts (for an injunction in England and Wales and
Northern Ireland or, in Scotland, for an order under section 45 of the Court of Session
Act 1988).
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Section 391: Publication

687.

688.

This section establishes common rules on publication of decisions which:
» prevent the Authority from publishing details about warning and decision notices,

» enable the Authority to publish appropriate details of a discontinued decision, but
only if the person to whom the notice is given consents; and

* require the Authority to publish appropriate information about a final notice, but
omitting information which would be unfair to the person to whom the noticerel ates
or prejudicial to the interests of consumers.

The provision for publishing details of afinal notice applies equally to a supervisory
notice (as defined in section 395) but only when such a notice takes effect. The
procedure on giving a supervisory notice is set out under the description of section 53
above. If the notice so states, it may take effect immediately, or on a particular
date. Otherwiseitwill take effect only onceitisnolonger “opentoreview”. Subsection
(8) of this section provides that a supervisory notice is “open to review” until after the
period for referring the matter to the Tribunal has expired and until any reference or
further appeal has been finally determined.

Section 392: Application of sections 393 and 394

689.

Sections 393 and 394, described below, confer additional procedural rights relating to
third parties and to disclosure of Authority material. However those rights apply only
in cases, other than those involving the Authority responding to an application, which
are governed by the warning notice and decision naotice procedure. This section lists
the particular sections of the Act where sections 393 and 394 apply.

Section 393: Third party rights

690.

691.

Where this section applies (see section 392 above) it confers rights on any person (a
“third party”) whoisidentified in prejudicial termsin thereasons contained in awarning
notice or decision notice.  Third parties are given the right to receive a copy of the
notice, and to make representations or refer the matter to the Tribunal inthe sameway as
the person who is the subject of the Authority’s proposed action. However subsections
(2) and (6) provide that a third party does not need to be given a copy of a notice
which identifies him if a separate warning or decision notice has been given to himin
relation to the same matter, and subsection (7) provides a further exception whereit is
impracticable to contact the third party.

Subsection (13) provides that third party notices must describe the rights which third
parties also have under section 394 below. Subsections (5) and (14) provide a third
party with rights to receive copies of subsequent noticesin relation to the same matter.

Section 394: Access to Authority material

692.

693.

Wherethis section applies (see section 392 above), the Authority isrequired to give any
person who isthe subject of awarning or decision notice, or who hasreceived a copy of
such anctice asathird party, accessto certain categories of material. Subsection (1)(a)
requires access to be given to any material on which the Authority relied in taking the
decision in question. Subsection (1)(b) requires access to be given to material which
the Authority considers might undermine that decision.

Thelatter category does not apply to all material in the Authority’s possession but only
to material which the Authority considered in reaching itsdecision, or which it obtained
in connection with, that isin investigation of, the matter in question (see the definition
of “secondary material” in subsection (6)).
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Theright of access to Authority material is subject to the following exceptions. First,
the Authority may refuse accessto material relating to adifferent case which wastaken
into account only for the purposes of comparison with the casein question. Secondly,
it may refuse access to “excluded material”, defined as covering “protected items’ as
defined in section 413, and material intercepted under (or indicating the existence of) a
warrant for the interception of communications. |f accessto material isrefused on the
groundsthat it is subject to legal professional privilege, the Authority must give written
notice to the person concerned.

Finally the Authority can refuse access to material which it would not be in the
public interest to disclose (that is, material subject to public interest immunity) or to
commercially sensitive material which it would not be fair to disclose. In these cases
the Authority must notify the person and give its reasons for refusing.

Section 395: The Authority’s procedures

696.

697.

This section concerns the Authority’s decision-making procedures. It is for the
Authority to decide onits procedures but subsection (2) requiresthat, to avoid prejudice,
they should be designed to ensure that the task of deciding whether to issue awarning,
decision or supervisory notice and the task of collecting relevant information should
be carried out by different people. However, subsections (3) and (4) provide that the
procedures can provide for this requirement to be waived for supervisory notices (as
defined in subsection (13)) if necessary to protect the interests of consumers, so long as
the decisionistaken by aperson at an appropriatelevel of seniority giventheimportance
of the decision.

The Authority is required by subsections (5) and (6) to issue and publish a statement
describing its procedures. It must be published in a way appearing to the Authority
best calculated to bring it to the attention of the public and a reasonable fee may be
charged for providing acopy. A copy of the statement must also be given without delay
to the Treasury. The Authority must also publish a revised statement if it decides to
change the procedures. Under subsection (9) the Authority must act in accordance with
its published procedures. Subsection (11) ensures that the validity of any notices given
in such acaseis not affected by any failure to do so. However, subsection (12) makes
clear that the Tribunal can take into account any failure to follow the procedures.

Section 396: Statements under section 395

698.

This section makes provision about consultation arrangements. These are similar to
those in other equivalent provisions of the Act, such as under section 70 to the issuing
of a statement under section 395.

Part Xxvii: Offences

699.

This Part contains provisions which make it an offence to make misleading statements
or engage in a misleading practice in order to induce someone to enter into an
investment contract. It also creates offences of misleading the Authority and the
DGFT. Thefirst of these offencesiscarried over from sections47 and 133 of the FSAct
1986 and section 35 of the Banking Act. It also provides that where a corporate body
(or partnership) has committed an offence then, in certain circumstances, its officers
may also be guilty of that offence. In addition, this Part contains general provisionson
theinstitution of proceedingsfor offencesunder thisAct. It givesthe Authority powers
to prosecute insider dealing under the Criminal Justice Act 1993, to prosecute under
the Money Laundering Regulations 1993, and to prosecute the offences of misleading
statements and practices.
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Section 397: Misleading statements and practices

700.

701.

702.

703.

704.

705.

This section provides for two criminal offences concerning misleading statements and
practices. Personsfound guilty of either of these offences may be subject to amaximum
of up to 7 yearsimprisonment or to afine, or to both.

Thefirgt, set out in subsections (1) and (2), applies where a person deliberately makesa
misleading statement, promise or forecast, or dishonestly conceals facts from someone
with the intention of inducing any other person to do or refrain from doing something
in relation to an investment. A possible example of this offence would be someone
lying about acompany’sfinancial position at atime when he was seeking to dispose of
sharesin that company. It is also an offence to make the misleading statement, promise
or forecast recklessly and to be reckless as to whether another person was so induced.

The second offence, set out in subsection (3), isthe creation of amisleading impression
about an investment with the intention of inducing another person to do or not
do something in relation to that investment. This covers such things as market
manipulation, for example engaging in artificia trades in a particular investment in
order to create the impression that there is more interest in the investment than really
exists.

Subsection (4) provides a defence against the offence in subsection (2) for a person
if he can show that a statement, promise or forecast was made in compliance with
price stabilising or control of information rules. Subsection (5) provides three defences
against the offence in subsection (3). Thefirst isthat the person concerned reasonably
believed that hisconduct would not create amisleadingimpression. The second defence
is where the person is engaged in price stabilisation in circumstances where this is
permitted. The third defence is where the person acted in conformity with the control
of information rules under section 147.

Subsection (7) providesthe offencein subsection (3) isnot committed unlessthe action
donetakesplacein the United Kingdom, or the misleading impression this creates arises
in the United Kingdom.

Subsections (9) to (12) give the Treasury the power to prescribe those agreements and
investments to which this section applies.

Section 398: Midleading the Authority: residual cases

706.

This section makesit an offence to givefal se or misleading information to the Authority
in purported compliance with requirements under the Act in cases where this is not
already an offence under other provisions (for example under section 177(4) regarding
the provision of information to investigators). The penalty for this offence is an
unlimited fine on indictment or a fine of up to the statutory maximum (£5,000) on
summary conviction.

Section 399: Midleading the Director General of Fair Trading

707.

This section applies the provisions of section 44 of the Competition Act 1998. The
effect of thisisthat it is an offence to mislead or give false information to the DGFT
when heis exercising his functions under the Act.

Section 400: Offences by bodies corporate etc.

708.

This section makes provision as to the circumstances in which partnersin apartnership
and directors and officers of bodies corporate and unincorporated associations may be
found guilty of an offence in a case in which an offence has been committed by the
relevant partnership, body or association.
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Subsection (7) givesthe Treasury the power to make regul ations applying the provisions
of this section, with any appropriate modifications, to equivalent undertakings
established under the laws of other countries.

Section 401: Proceedingsfor offences

710.

711.

This section confers powers to prosecute offences under this Act. The Secretary of
State and the Authority can prosecute any offence in England, Wales or Northern
Ireland. Others can only prosecute with the consent of the Director of Public
Prosecutions in England and Wales or, in Northern Ireland, with the consent of the
Director of Public Prosecutions for Northern Ireland. The DGFT can prosecute in
England, Wales or Northern Ireland for breaches of any prohibition on carrying on any
CCA 1974 business he has imposed under section 203.

Subsections (5) and (6) give the Treasury the power to set conditions relating to the
way in which the Authority can bring proceedings for offences under this Act. For
example, the Treasury could require the Authority to comply with the Code for Crown
Prosecutors. 1n Scotland, prosecution will be the responsibility of the Lord Advocate.

Section 402: Power of the Authority to institute proceedings for certain other
offences

712.

713.

This section allows the Authority to prosecute in England, Wales or Northern Ireland
two crimina offences which are not in this Act. These are the offences of insider
dealing (Part V of the Criminal Justice Act 1993) and breach of the Money Laundering
Regulations 1993 (regulation 5).

Subsections (2) and (3) give the Treasury the power to set conditions relating to the
way in which the Authority can bring proceedings for these offences. For example, the
Treasury could require the Authority to comply with the Code for Crown Prosecutors.

Section 403: Jurisdiction and procedure in respect of certain offences

714.

715.

This section makes provision for the procedures under which offences under the Act
may be prosecuted and punished. It carries forward and has similar effect to the
provisions of section 203 of the Financial Services Act 1986.

Subsection (1) makes clear that a fine imposed upon a unincorporated association
must be paid out of the funds of the association, whilst subsection (2) provides that
any proceedings for an offence brought against an unincorporated association must be
brought in the name of the association. Subsections (3) and (4) provide that for the
purposes of the service of documents, and of prosecutions, unincorporated associations
should be treated in the same way as bodies corporate. Subsection (5) provides
that summary proceedings may be taken against a body corporate or unincorporated
association at their place of business, whilst proceedings may be brought against an
individual at any place where he is present for the time being.

Part Xxviii: Miscellaneous

Section 404: Schemes for reviewing past business

716.

This section enables the Treasury, by order under subsection (2), to set out the
framework for a scheme to be established and operated by the Authority to require
authorised persons to review their past business and, where appropriate, to determine
the amounts payable by those persons by way of compensation for liabilities that they
have incurred to private investors and certain others. This power will facilitate the
handling of issues such as those which arose in cases of mis-selling - most notably of
persona pensions.
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Reciprocity powers

717.

718.

Sections 405 to 408 concern reciprocity powers. Under certain EC directivesadecision
can be taken by the Council of the European Union or the Commission to require
individual member States' regulators to take reciprocal action to deprive subsidiaries
of firms from a country outside the European Economic Area (EEA) of access to their
markets. Thisisreferred to in the Act as a“third country decision”. Such a decision
may be taken where it appears to the Commission that EEA firms wishing to establish
themselves or provide financial servicesin third countries are not being treated on the
same basis and offered the same competitive opportunities as domestic firms.

Thepotential for reciprocity action has diminished following World Trade Organisation
(“WTQ") negotiations on financial services which resulted in the EU, along with many
other WTO member countries, making a commitment to offer Most Favoured Nation
treatment to other WTO members on a permanent basis. This commitment came into
force on 1 March 1999 and means that EC reciprocity powers can now only be used
against countries outside the WTO.

Section 405: Directions

7109.

720.

This section definesthe nature of reciprocity action that may betakenin order to comply
with a third country decision. The section provides the Treasury with the power to
direct the Authority to do the following:

» refuse, or put on hold, an application for authorisation from a person which is
formed under the law of the United Kingdom but which is the direct or indirect
subsidiary (the powers do not apply to branches) of afirm from acountry whichis
the subject of athird country decision (subsections (1)(a) and (b));

e object to a person from a country which is the subject of athird country decision
acquiring a 50 per cent share in an authorised person incorporated in the United
Kingdom or formed under UK law whether or not they have served the Authority
with anotice of control as required under Part X11 (subsections (1)(c) and (d))

The circumstances in which a person is taken to acquire a 50 per cent share is defined
in section 406.

Section 407: Consequences of a direction under section 405

721.

This section sets out the procedure the Authority must follow if the Treasury directs
them to implement athird country decision.

Section 408: EFTA firms

722.

If asubsidiary of afirm from a country subject to a third country decision is aready
authorised in an EU member State then its entitlement to exercise passport rights (see
explanatory notes to Schedule 3) to establish a branch or provide services in another
member State is not affected if by the third country decision. Thisis not the case for
subsidiaries of third country firms authorised in EEA States which are not also EU
member States (Norway, Iceland or Liechtenstein), referred to in the Act as “EFTA
firms’ (subsection (8)). EFTA firms may not exercise their passport rights following
athird country decision relating to the country of their parent. This section therefore
gives the Treasury the power to make a determination that a particular firm does, or
class of firms do, not qualify for authorisation under Schedule 3. Subsections (6) and
(7) set out the procedure the Treasury must follow if it makes such a determination.

Section 409: Gibraltar

723.

This section provides for matters arising from Gibraltar’ s status within the EEA.
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Subsection (1)(a) gives the Treasury the power to extend Schedule 3 so that Gibraltar
firms which are covered by one of the single market directives to which effect has
been given in Gibraltar would be able to qualify for status as an authorised person
and establish a branch or provide services within the United Kingdom. It also enables
the Treasury to make the necessary provision to ensure that firms from other EEA
States which exercise passport rightsin relation to Gibraltar before they exercise them
in relation to the United Kingdom proper are not required unnecessarily to duplicate
notification requirements.

Subsection (1)(d) does the equivalent for Gibraltar based collective investment
schemes. The Treasury aso has the power under subsection (1)(c) to extend the
application of Schedule 4 so that a financial services firm with its head office in
Gibraltar or being otherwise connected with Gibraltar would acquire Treaty rights if
it is authorised by the Gibraltar competent authority and the relevant conditions in
Schedule 4 are met.

Subsection (1)(e) will enable the Treasury to modify the provisions of section 264 so
that the Authority can refuse to admit a collective investment scheme from another
member State if the way in which it proposes to market its units is incompatible with
reguirements imposed in Gibraltar in the general good.

Subsection (1)(b) gives the Treasury the power, by order, to extend the application of
Schedule 3 to the Act so as to make provision asto the exercise by UK firms of rights
which are afforded to them under the law of Gibraltar which corresponds to an EEA
right.

Section 410: International obligations

728.

This section provides the Treasury with the general power to direct a number of
bodies with powers under the Act to take, or refrain from taking, any action which
is either required by, or is incompatible with, the United Kingdom's international
obligations. For example, if the Authority’s rules on capital requirements were such
that the UK’ s obligations under EC law were not being met, this section would allow
the Treasury to direct the Authority to change their rules so as to ensure compliance.

Section 411: Tax treatment of levies and repayments

729.

Thissection relatesto levies and paymentsrelating to the legal assi stance scheme under
Part 1X, the compensation scheme under Part XV and the ombudsman scheme under
Part XVI. This section amends the Income and Corporation Taxes Act 1988 so that it
provides for such levies to be treated as atax deductible expense and for levy rebates
made to authorised persons to be treated as trading receipts.

Section 412: Gaming contracts

730.

Legidation governing gaming contracts includes provisions for such contracts not to
be legally enforceable. Some regulated activities involve entering into or performing
contracts which could potentially be covered by thislegislation, for example derivative
contracts such as “put options’, and the effect of this section is to make certain that
such contracts are legally enforceable.

Section 413: Protected items

731.

This section provides that no power under the Act can be used to require any person
to produce, disclose or permit the inspection of “protected items’. These are defined
in terms which are materialy identical to the definition of items subject to lega
professional privilege in section 10 of the Police and Criminal Evidence Act 1984.
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Section 414: Service of notices

732.

733.

This section enables the Treasury to make regulations prescribing the procedure for
giving noticesand other documentsunder the Act. Thepower coversany such provision
in the Act, regardless of its precise wording, and includes provisions about giving
directions or imposing requirements.

In particular, the regulations may specify how a document may be given, the address
to which it should be sent, and whether the document or notice may be sent
electronically. They may also specify the date and time a document is to be regarded
as having been served (this may be important, for example, where a time limit begins
to run from that date). The regulations may also make particular provision for cases
where the person to whom the document is being sent isnot an individual (for example,
in the case of alimited company or partnership) or is outside the United Kingdom. The
precise arrangements required under the regulations may vary depending on the nature
of the document in question.

Section 415: Jurisdiction in civil proceedings

734.

This section enables civil proceedings, such as judicial review, to be brought against
any of the bodies corporate on which functions are conferred by this Act in the courts of
any part of the United Kingdom. Thisisnecessary because these bodies are companies
incorporated under the Companies Acts and, as such, the effect of the Civil Jurisdiction
and Judgments Act 1982 would otherwise be that civil proceedings could be brought
against them only in the courts in England and Wales because that is the part of the
United Kingdom in which they are treated as being domiciled for the purposes of that
Act. That Act isamended by paragraph 3 of Schedule 20.

Section 416: Provisionsrelating to industrial assurance and certain other
enactments

735.

736.

This section provides for the Industrial Assurance Acts 1923-48 (and the equivalent
Northern Ireland Order) to cease to have effect and for the repeal of the Insurance
Brokers (Registration) Act 1977. It also providesfor the dissolution of certain statutory
bodies mentioned in subsection (3). The section aso confers on the Treasury a power
by order to make such provisions as it considers necessary in consequence of the
provisions of this section. Such consequential provisions would alow, for example,
for the protection of existing policyholders under the Industrial Assurance Acts, and to
make provision for the orderly dissolution of the bodies mentioned.

The repeals and dissolutions set out in this section are dealt with on the face of the
Act because they may not be entirely consequential on the other provisions of the Act
and therefore maybe outside the scope of section 426, which allows for consequential
repeals to be made by order.

Part Xxix: Interpretation

737.

ThisPart definesanumber of thetermsusedinthe Act. Themajority of such definitions
are contained in section 417.

Section 418: Carrying on regulated activitiesin the United Kingdom

738.

This section deals with the territorial scope of the authorisation requirement, and
establishes its so-called “ outward” #application, whereby persons based in the United
Kingdom who carry on regul ated activities overseas need to be regulated in the United
Kingdom. The section reflectsthe provisions of the EC directivesin determining when
apersonisto beconsidered to be carrying on regul ated activitiesin the United Kingdom,
and sets out four broad cases:
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» first, all persons who have their head or registered office in the United Kingdom,
but who only carry on regulated activities in another EEA State, but are entitled to
exercise rights under asingle market directive as UK firms, and are carrying onin
another EEA state regulated activities to which that directive applies, will need to
be authorised in the United Kingdom;

» second, all persons who have their registered offices (or head offices, where they
do not have registered offices) in the United Kingdom, and operate as managers of
schemes which are entitled to enjoy the rights conferred by arelevant Community
Instrument will require authorisation where personsin another EEA stateareinvited
to become participants in the schemes,

» third, al persons who have their head or registered office in the United Kingdom,
but who only carry on regulated activities in non-EEA states, will need to be
authorised if they direct the day-to-day management of the activities from an
establishment in the United Kingdom; or

« fourth, even if a person does not have a head or registered office in the United
Kingdom and is not dealing with UK customers, he will still need to be authorised
if the activity is carried on from an establishment maintained by him in the United
Kingdom.

These provisions complement the so-called “inward” territorial scope of the Act,
whereby overseas persons who carry on regulated activities in the United Kingdom
need to be regulated unless an exemption or exclusion applies. The“inward” scope of
the Act isimplicit in the terms of section 19, but it may also be further amplified or
restricted by the order to be made under section 22.

Section 419: Carrying on regulated activities by way of business

740.

This section allows the Treasury to make orders to define “carrying on a regulated
activity by way of business’ for the purposes of section 22. This would, for example,
allow special provision to be made in the case of occupationa pension schemes, as
under the FS Act 1986. The section would aso enable different provision to be made
in the case of different activities, if that was thought to be desirable in the light of the
sightly different tests which apply under the existing legislation.

Section 420: Parent and subsidiary undertaking

741.

742.

743.

The definitions of parent and subsidiary undertaking for the purposes of the Act are
consistent with the definitions used in the single market directives.

Although individuals are not themselves “undertakings’, it is possible for an individual
to have a relationship with an undertaking which would be classified as a parent/
subsidiary relationship if they were an undertaking. Subsection (2) clarifiesthat for the
purposes of the Act such an individual isto be included as a parent undertaking. The
undertaking with whom the individual has a parent/subsidiary relationship is to be
included as a subsidiary undertaking.

Subsection (2) also extends the definitions in relation to EEA bodies to cover any
undertaking which would be treated as a parent or subsidiary undertaking under the law
of the EEA state where the body is established.

Part Xxx: Supplemental

744.

This Part contains various supplemental provisions. For example, provisions as to
Parliamentary control over statutory instruments and provisions enabling the Treasury
to make transitional provisions and consegquential amendments. It also determines the
name by which the Act may be cited.
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Section 426: Consequential and supplementary provision

745.

This section confers on Ministers of the Crown a power, exercisable by order, to
makeincidental, consequential, transitional or supplemental provisions. The provisions
which may be made include ones which appear to the Ministers to be necessary or
expedient in order to give full effect to the Act. This power will be used in particular
to make consequential amendments and repeals to other legislation when the Act is
brought into force.

Section 427: Transitional provisions

746.

747.

This section amplifies the power conferred on Ministers of the Crown by section 426,
permitting an order under that section may make particular provision in respect of
transitional mattersor savings. The complexity of thetransitionto theregulatory regime
to be established under this Act is such that it may be necessary to make provisions
of the kinds described in this section which might not otherwise fall within the scope
of section 426.

For example, subsection (2)(a) makes clear that an order under section 426 could
provide for a person authorised under predecessor arrangements to have permission
from the day the relevant provisions of this Act come into force to continue to carry
on the activities permitted by the authorisation from the predecessor regulator. An
order under section 426 may also make provision for the continuation of rules and
regulations. Itisexpected that most rules made by the Authority will be new rulesmade
for the purposes of the Act. However, there may be a need for the continuation of rules
under previouslegidation, at least for a transitional period. Thissectionwill enablethe
Authority to be given power to carry forward such rules and regulations which it could
make under this Act. This section also provides that an order under section 426 may
deal with disciplinary casesin train on the day of commencement, and for transitional
provisions to be made in respect of ombudsman and compensation schemes.

Section 429: Parliamentary control of statutory instruments

748.

This section sets out the procedure for making statutory instruments under the powers
inthe Act. Most of the powersto make orders and regul ations under the Act are subject
to the negative resolution procedure. The power to appoint aday for the commencement
of particular provisions of the Act under section 431(2) is not subject to Parliamentary
control. However, the affirmative procedure appliesto the following powers:

» thepowerinitially to set thedefinition, or to extend the scope of, regul ated activities
under section 22(1) (the type of affirmative procedure applicable to this power is
set out in paragraph 26 of Schedule 2);

e the power initially to specify the matters set out in section 21(4), (5), (9) and (10)
(the meaning of certain elements of the basic restriction on financial promotion and
the exceptions from that restriction);

e any subsequent exercise of the power to specify the matters dealt with in
section 21(4) and (5) (the meaning of certain elements of the basic restriction on
financial promotion) which hasthe effect of extending that restriction so asto apply
in circumstances in which it did not previously apply;

» the power to add to the activities and investments that are “controlled” for the
purposes of section 21;

e the power under section 38, when it is first used, and any subsequent exercise of
the power that has the effect of restricting or removing an exemption previously
conferred by an order under section 38;

» the power to set the scope of price stabilising rules under section 144(4);
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e the power under section 192(b) to vary, remove from or add to the casesin which
a person has control for the purposes of Part Xl and the equivalent power in
section 192(e) in relation to the meaning of “controller” in section 422;

» the power under section 236(5) to amend the definition of open-ended investment
company;

» the power for the establishment and regulation of collective investment schemesin
Great Britain taking the form of oeics under section 262;

e the power initialy to determine the circumstances in which the carrying on of
regul ated activities by members of the professionsis subject to the arrangements set
out under section 326(1) and restriction of exemption from the general prohibition
under section 327(6)) and any subsequent exercise of those powers so asto restrict
those circumstances;

» the power under section 404 authorising a scheme for reviewing past business;
e anorder under section 419 defining the business test; and

e the power under paragraph 1 of Schedule 8 to alow any exercisable function
conferred on the competent authority to be transferred in order for another person
to exercise that function.

Schedule 1: the Financial Services Authority

749.

Part | of this Schedule sets out requirements for the Authority’s constitution and
imposes certain obligationson it. Part |1 dealswith the status of the Authority. Partslli|
and IV concern the Authority’s powers to raise fees and impose penalties and certain
other matters. Part IV givesthe Authority and those who work for it limited immunity
from suit.

Part |: General

Paragraph 2: Constitution

750.

751.

This paragraph requires the Authority to have a chairman and a governing body which
includesthe chairman. Both the chairman and the members of the governing body must
be appointed and be liable to removal from office by the Treasury.

Sub-paragraph (4) provides for the acts of the Authority still to be valid irrespective of
avacancy in the office of chairman or any defect in an appointment to the governing
body. Thisisto prevent the Authority’s rules, and any action it takes in pursuit of its
functions, being rendered invalid purely as aresult of such avacancy or defect.

Paragraph 3: Non-executive members of the governing body

752.

This paragraph provides that the Authority’s governing body must include a majority
of non-executive members and requires there to be a committee of the non-executive
members of the governing body, the chairman of which is to be appointed by the
Treasury.

Paragraph 4: Functions of the non-executive committee

753.

The functions of the non-executive members are not restricted by the non-executive
committee. The non-executive committee has three specified functions. These are:

» keeping under review the efficiency and economy with which the Authority uses
its resources;

» keeping under review itsinternal financial controls; and
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e determining the remuneration of the chairman and the executive members of the
governing body.

The committee’s function of keeping the Authority’s economic and efficient use of its
resources under review must be undertaken by the whole committee. However, the
function of reviewing internal financial controls and determining the remuneration of
the chairman and executive members of the governing body may be performed by a
sub-committee.

Paragraph 5: Arrangements for discharging functions

755.

This paragraph allows the Authority’s functions, with the exception of its legislative
functions, to be delegated below the level of the governing body. The legislative
functions are rule-making, giving general guidance, issuing statements, issuing codes,
and giving directions.

Paragraph 6: Monitoring and enforcement

756.

This paragraph requires the Authority to maintain arrangements for monitoring
compliance with, and enforcing requirements imposed by or under, the Act. The
Authority may arrange for monitoring, but not enforcement, to be delegated to another
body or person which it believes is competent, which might include, for example, a
professional body. If it does so, the Authority remains responsible for ensuring that
proper monitoring arrangements are in place.

Paragraph 7: Arrangementsfor the investigation of complaints

757.

758.

759.

760.

761.

The Authority is required to put in place a scheme, the “complaints scheme”, for the
prompt, independent investigation of complaints madeagainst it. These might typically
be complaints about maladministraton by the Authority.

Sub-paragraphs (1), (2) and (3) require the Authority to establish acomplaints scheme
and appoint an independent investigator, whose appointment and remova will be
subject to the approval of the Treasury.

Sub-paragraph (4) requires the investigator be appointed on terms and conditions
reasonably designed to ensure his independence from the Authority and to ensure that
complaints will be investigated under the scheme without favouring the Authority.

Sub-paragraphs (5) to (9) and (14) provide for the Authority to consult on its proposals
for the complaints scheme.

Sub-paragraph (10) to (13) provide that the Authority is required to publish details of
the complaints scheme and the powers of the independent investigator. The Authority
may charge a reasonable fee for providing a person with a copy of details published
under this paragraph.

Paragraph 8: Investigation of complaints

762.

763.

This paragraph is concerned with the operation of the complaints scheme. The
Authority may decide not to investigate a complaint in accordance with the scheme
whereit considersthat the complaint would more appropriately be dealt with in another
way, for example by reference to the Tribunal.

Under sub-paragraph (2), the Authority is required to ensure that the independent
investigator has the means at his disposal to conduct afull investigation of complaints
referred to him, and the investigator can publish his report if he considers that the
matter ought to be brought to the attention of the public. The investigator may, under
sub-paragraphs (3) and (4), choose to investigate complaints in accordance with the
scheme which the Authority has, itself, declined to pursue. If areport iscritical of the
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Authority, sub-paragraphs (6) and (7) require the Authority to inform the investigator
and the complainant of the steps it proposes to take in response, and the investigator
may require the Authority to publish al or part of that response. Sub-paragraph (5)
requiresthat the scheme alowstheinvestigator to recommend that the Authority makes
a compensatory payment to the complainant or remedies the matter, or both. Sub-
paragraph (9) prevents an officer or employee of the Authority from investigating a
complaint on the investigator’s behalf.

Paragraph 9: Records

764.  The Authority must have satisfactory arrangements for recording its decisions and for
the safe-keeping of those records which it considers should be preserved.

Paragraph 10: Annual report

765.  Thisrequiresthe Authority toreport at least once ayear to the Treasury on the discharge
of itsfunctions and, in particular, the extent to which the statutory objectives have been
met and its regulatory principles under section 2(3) have been taken into account and
such other matters as directed by the Treasury. It also requiresthe Treasury to lay the
report before Parliament.

766.  Sub-paragraph (2) requires that the report of the Authority must be accompanied by a
report by the non-executive members of the governing body and allowsthe Treasury to
direct that any other reports or information, including material prepared by third parties
such as an auditor’ s report, also accompany it.

767.  Sub-paragraphs (4) to (6) alow the Treasury to direct the Authority to comply with
provisions of the Companies Act which would otherwise not apply to it dealing with
accounts and their audit. The direction may modify provisions under that Act in their
application to the Authority. Thisisto ensure that the Authority is required to prepare
audited accounts which are open to inspection irrespective of any exemptions which
are made under that Act which would otherwise apply to the Authority.

Paragraph 11: Annual public meeting

768. The Authority must hold an annual public meeting to consider the most recent
report of the Authority, within three months of its publication. The meeting should
allow for a genera discussion of the contents of the annual report and give those
attending an opportunity to put questions to the Authority on the discharge of its
functions. Paragraph 12 requires the Authority to publish a report of the proceedings
of the meeting.

Part I1: Status

Paragraphs 14 and 15: Exemption from requirement of “limited” in Authority’s
name

769. The Authority is a company limited by guarantee. These paragraphs exempt the
Authority from having to include “limited” in its name, as would normally be required
under the Companies Act. They also provide for the Secretary of State to remove that
exemption if it isinappropriate for it to continue.

Part I1l: Fees

Paragraph 16: Penalties

770.  This paragraph provides that in determining its policy with regard to the level of
penalties to impose under powers in the Act, the Authority may take no account of its
expenses or anticipated expenses. It clarifies that there isto be no link or incentive to
fund the Authority by levying penalties on the regulated community.
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Sub-paragraph (2) requires the Authority to operate a scheme to ensure that penalties
paid to the Authority are to be applied for the benefit of authorised persons. The
Authority is required to consult on these arrangements.

Paragraph 17: Fees

772.

773.

This provides for a rule-making power for the Authority to raise fees for what it does
in the discharge of its functions under the Act. It may use the fees to meet its expenses,
to repay borrowing incurred in preparing for the assumption of functions under the Act
and by virtue of the Bank of England Act 1998 and to maintain adequate reserves.

The Authority may not take into account any penaltieswhich it has received, or expects
to receive, in setting the fees under the Act.

Paragraph 18: Services for which fees may not be charged

774.

Fees may not be charged when a person gives notice of their intention to exercise
passporting rights under Schedule 3 or to persons approved under the employed persons
regimein Part V.

Part 1VV: Miscellaneous

Paragraph 19: Exemption from liability in damages

775.

This paragraph provides immunity for the Authority and its staff from actions for
damages except where they act in bad faith or where damages are sought under the
Human Rights Act 1998. Similar immunity is granted to the independent investigator
appointed under paragraph 7.

Paragraph 20: Disgualification for membership of House of Commons

776.

Serving members of the Authority’s board are disqualified from membership of the
House of Commons. Paragraph 19 makes similar provision in respect of the Northern
Ireland Assembly. Provision in respect of the Scottish Parliament and the Welsh
Assembly are maderespectively in the Scotland Act 1998 and the Government of Wales
Act 1998.

Schedule 2: Regulated Activities

777.

778.

779.

780.

This Schedule does not definewhat activitiesareregulated under the Act. Theregulated
activities will be those activities which are prescribed using the power conferred by
section 22. The Schedule sets out a list of “activities’ and “investments’ which,
together, indicate the broad scope of activities which are potentially regulated under
the Act. The scope of the Act is not strictly limited by the Schedule, but rather by the
overall object and purpose of the Act. However, the genera nature of the activities
set out in the Schedule serves to inform and therefore indirectly limit the extent of the
Treasury’s power to bring further activities within the scope of the Act.

It iswithin this overall object and purpose that the power under section 22 to prescribe
the regulated activities operates. Orders made under that section will be an exhaustive
statement of the regulated activities.

The Schedule isin three parts. The first Part describes certain activities which when
carried on in relation to “investments’ may be regulated. The second describes the
“investments’. The third makes further provisions asto the scope of the order-making
power under section 22.

The activities, which in each case include offering or agreeing to carry on the activity
aswell as actualy carrying it out, are:
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e dedling in investments, which includes buying, selling, subscribing for or
underwriting investments. It covers a person acting as either principal or agent. In
relation to insurance, dealing also includes carrying out a contract of insurance;

* arranging dealsin investments on behalf of others, or making arrangements which
enable other persons to deal;

e accepting deposits,

» safeguarding or administering assetsfor another person, or arranging for their assets
to be safeguarded or administered;

* managing assets on behalf of another person, where those assets are or may include
investments,

* giving advice on the buying, selling, subscribing for or underwriting of an
investment or about the exercise of any right conferred by an investment to buy
or sell, subscribe or otherwise convert an investment (examples of conversions on
which advice might be given would include a corporate bond which, in certain
circumstances, could be converted into, or redeemed in return for, a share of the
equity in the company concerned);

e establishing, operating or winding up a collective investment scheme, including
acting astrustee, or depositary or sole director of certain types of scheme;

* sending, or causing to be sent, instructions by means of acomputer based system as
to the transfer of investments. This element would cover computer-based clearing
systems such as that operated by CREST.

Part Il of the Schedule is an indicative list of the investments relevant to the question
whether an activity could be brought within regulation under section 22. These are;

e stocks and shares in companies incorporated in the United Kingdom or elsewhere,
or in unincorporated bodies constituted under the law of any territory;

* instruments creating or acknowledging indebtedness, such as loan stock,
certificates of deposit, debentures and bonds, including debt issued by
Governments, local authorities or international organizations of which the United
Kingdom or any other EU member State is a member, such as the United Nations
or the OECD;

e instruments, such as warrants, conferring a right to subscribe in other types of
investment (including investments which are not yet in existence or which, like
ordinary sharesin a company, are not individualy identifiable);

e instruments which confer contractual or property rights to underlying investments
and which can be traded or transferred without reference to the party holding the
underlying investments. Explicit inclusion of this element reflects the established
practice whereby apublicissue of securities might be made by issuing the securities
themselvesto athird party, which would issue certificates (which may confer only
a proportionate property right to a security) to the subscribing public, which are
then tradable as if they were the underlying securities themselves;

* unitsin, or securities issued by, collective investment schemes and open-ended
investment companies,

e optionsto buy or sell property;

» futures, which are contractual rights to buy or sell a commodity or property at
a future date and at a price agreed at the time that the contract is made (though
the price might still be contingent on other factors). This includes both bilateral
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“forward” contracts as well as standardized futures contracts traded on a futures
exchange such as London International Financial Futures Exchange (“LIFFE");

» contractsfor differencesand other contracts whose value depends on fluctuationsin
the value of some factor such as property or index, for example interest rate swaps,

e contracts of insurance;

« membership and potential membership of aLloyd' s syndicate and the underwriting
capacity of such asyndicate;

* deposits, that is contracts under which money is paid other than in return for goods
or servicesand onthe basisthat it will berepaid, with or without interest, on demand
or at some specified times or circumstances;

e loans secured on land, such as mortgages; and
e any other right or interest in any other investment.

Part 11l makes provision as to the scope of the order-making power under
section 22. The first order to be made under that section must be subject to an
affirmative resolution procedure - that is, it must be laid before Parliament after being
made, and it will cease to have effect if it is not approved by aresolution of each House
within 28 days of being made. The same procedure will apply where an order under
section 22 has the effect of extending the scope of activities to be regulated under the
Act.

Schedule 3: Eea Passport Rights

783.

784.

785.

786.

This Schedule gives effect in UK law to the single markets in banking, investment
services and insurance as provided for by the relevant directives: the 2" Banking Co-
ordination Directive, the Investment Services Directive and the Life and Non-Life
Directives.

Under the directives, credit ingtitutions (a term embracing both banks and building
societies), investment firms and insurance companies (which includes friendly
societies) with head offices in any member State of EEA (that is the 15 States of the
EU plus Norway, Iceland and Liechtenstein) have rightsto carry on certain activitiesin
other member States by virtue of their home State authorisation. These rights are often
referred to as their “ passport” and cover a range of financial services (some of which
may only be conducted by firms which are authorised under these categories), which
include deposit-taking, effecting and carrying out life or general insurance.

Under the 2" Banki ng Co-ordination Directive, subsidiaries of credit institutionswhich
meet certain criteria set out in article 18(2) of that directive may also have passport
rights, and are therefore included in the definitions of “EEA firms’ (persons from
other member States who qualify for the passport into the United Kingdom) and “UK
firms’ (persons established in the United Kingdom who exercise their passport rights
in other member States) in this Schedule.

Theauthoritiesin the member States, other than the home State, where these passporters
are carrying on business under their passports (referred to as the host State authorities)
may only impose limited regulations on the conduct of business under the passport, in
accordance with the established principle of the “general good”. This requires those
rules to be proportionate, non-discriminatory and non-duplicative of home State rules
with equivalent effect. Conduct of business rules generally come within the host State
remit. The home State retains full responsibility for authorising the passporting firms
and conducting their overall prudential supervision (that is, supervising their financial
soundness and ensuring that they and their controllersare fit and proper to conduct such
business).
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The passport may be exercised in order to establish a permanent place of business,
referredtointhedirectivesasa“branch” irrespective of the number of sitesinvolved, or
in order to provide cross-border serviceswithout apermanent place of business. Indeed
the passport may be exercised in order to provide services, perhaps different services,
by these two meansin parallel.

The business activities covered by the passport do not necessarily correspond exactly to
the activities which are regulated under the law of any member State, although certain
activities, such as deposit-taking, insurance business or the core investment services
defined under the Investment Services Directive, must be regulated, and will all be
regul ated activitiesunder the order made under section 22. Therearethereforeactivities
for which firms may have rights to conduct in other member States by virtue of the
passport, but which are not necessarily central to the definition of those firms which
qualify for the passport. There may equally be activities which are covered by the
passport, but which are not regulated activitiesin every member State.

An example of an activity not regulated in every member State islending. Lending, in
conjunctionwith deposit-taking, isadefining characteristic of what isacredit mstltutlon
and therefore of those who may qualify for passport rights under the 2" Banking
Co-ordination Directive. However, the directives do not require that lending should
be regulated, though they do require the regulation of deposit-taking. The passport
under that directive therefore not only coverslending, but qualification for that passport
depends on it being part of the business of the firm. However, lending is not covered
by the other directives (indeed, insurance companies are prohibited from carrying on
the business of lending unlessit is ancillary to their insurance business) and it does not
need to be regulated by member States. It is not currently a regulated activity in the
United Kingdom, except to the extent that it falls within the scope of the CCA 1974.

This Schedule, in conjunction with section 31, therefore defines the firms from other
EEA member States, which may qualify for authorisation via this route, and the
procedures which, in accordance with the various directives, must be followed (see
paragraphs 12 to 14 in Part 11). An EEA firm which fails to follow the correct
notification procedure does not, however, commit an offence and their contracts are not
rendered unenforceable in consequence (see paragraph 16).

Part |11 of the Schedule gives effect to the outward passport entitlements of UK credit
ingtitutions, investment firms and insurance companies. For the reasons referred to
above, those qualifying for the passport form anarrower classthan al personswho have
their head office in the United Kingdom and who are authorised by virtue of having a
Part IV permission. For example, not all banks and building societies are necessarily
credit institutions, though the vast majority are. Equally the definition of an investment
firm for the purposes of the Investment Services Directiveis restricted to afirm which
is authorised to carry on the business of providing for third parties the core services
defined under that directive.

Paragraphs 19 and 20 set out the procedure and conditions on which the Authority may
grant the passport to those UK firmswho qualify. A UK firm which failsto follow the
required notification procedures before establishing a branch or providing servicesin
another member State commits an offence under paragraph 21.

The Schedule also gives the Treasury powers to make regulations governing the
continuing regulation of both EEA firms and UK firms.

Paragraph 23 enables the Authority to intervene in respect of a UK firm's consumer
credit business in another member State. Paragraph 24 similarly enables the Authority
tointervenein the business carried on in other member States of subsidiaries qualifying
for the outward passport under Article 18(2) of the 2nd Banking Co-ordination
Directive. Such subsidiaries need not be authorised persons in their own right.
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Schedule 4: Treaty Rights

795.

796.

797.

798.

This Schedule gives effect in UK law to the rights of establishment and to provide
services of persons established in the other EEA States. Theserelate to rightswhich go
beyond those which are covered by the single market directivesin banking, investment
services and insurance (see Schedule 3).

These rights alow persons who are authorised under the law of one member State
to carry on an activity in the other member States so long as the relevant law of the
home State provides equivalent protection to that of the host State and meets any EU
minimum reguirements applicable in that area of law. These rights are given precise
effect for many financial services firms through the single market directives, and the
member State laws giving national effect to them. However, asexplained in relation to
Schedule 3, the directives do not cover the full range of financial services or financial
service providers. It is necessary, therefore, to provide an equivalent mechanism to
permit persons from other EU member States to exercise their Treaty rights in the
absence of formal directive passporting arrangements. The provisionsin this Schedule,
in conjunction with section 31, provide for that mechanism.

The Schedule does not seek to define the extent of Treaty rights, which arein any event
the subject of extensive and developing case law in the EU, but sets the conditions that
must be met for authorisation by this route in terms of the general principles described
above. It requires home State confirmation of a firm’s home State authorisation and
provides for the Treasury to take the decision as to whether the particular laws of a
particular member State provide the equivalent protection required.

Thefirm isalso required to give notice of their intention to exercise their Treaty rights
and to provide such information as the Authority may require. Failure to give proper
noticeisacriminal offence, unless all reasonable precautions have been taken to avoid
the commission of the offence. Itisalso an offence knowingly or recklessly to provide
false or misleading information.

Schedule 5: Persons Concerned in Collective | nvestment Schemes

799.

This schedule effectively deals with authorisation of collective investment schemesin
two circumstances:

» first, it affords authorisation to incoming passporters under the relevant directives,
and

* second, it deals with authorisation for certain types of oeic. The Treasury may
prescribe additional conditions for qualification for automatic authorisation. A
person who is authorised under this Schedule has permission to carry on regulated
activities in connection with the scheme of which heis the operator or depositary.

Schedule 6: Threshold Conditions

Part |: Part IV Permission

800.

801.

This Part sets out the minimum conditions against which an applicant for permission
under section 40 must be measured. Failure to meet one of the conditionsis sufficient
grounds for refusal to grant permission or for granting permission for a narrower range
or definition of regulated activities than sought by the applicant. However, the fact
that an applicant satisfies all the applicable conditions in this Schedule does not confer
any automatic right to permission. The Authority retains some discretion to refuse an
application even where al these conditions are satisfied.

The conditions must also be met on an on-going basis by authorised persons and
failure to meet one of the conditions is sufficient grounds for the exercise by the
Authority of its power to vary an authorised person’ s permission under section 45, and
through that power, its power to withdraw an authorised person’s authorisation under
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section 33. However, the Authority may, from time to time, temporarily subordinate
the need to ensure that the threshold conditions are met on a continuous basis in line
with its statutory objective of protecting consumers.

Paragraph 1. Legal Status

802.

803.

This paragraph sets out certain conditions for legal form. Section 40 allows for
authorised persons to be natural persons as well as companies, partnerships or other
unincorporated associations. However, not all these formsare acceptable under EC law
for authorised persons carrying on certain types of business.

Thus the effecting and carrying out of contracts of insurance is limited to bodies
corporate, registered friendly societies or members of Lloyd's insurance market, and
only bodies corporate or partnerships may accept deposits.

Paragraph 2: Location of offices

804.

This paragraph implements the requirement under the Post-BCCI Directive (Council
Directive 95/26/EEC of 29 June 1995) that persons covered by the single market
directive should havetheir head office in the country in which they havetheir registered
office. It requires authorised persons who are bodies corporate constituted under the
law of any part of the United Kingdom, to havetheir head office (that is, the main centre
from which the firmisrun) in the United Kingdom. If they have aregistered office, as
most bodies corporate do, it must also be in the United Kingdom. If the person does
not have a registered office (for instance if he is an individual or an unincorporated
association) but hishead officeisin the United Kingdom, he must carry on authorisable
businessin the United Kingdom. Thisrequirement isaimed at ensuring that authorised
persons organise their businessin away that can be effectively supervised. A problem
inthe case of thefailure of BCCIl wasthat it wasincorporated in one State, L uxembourg,
but had its head office in another, the United Kingdom.

Paragraph 3: Close links

805.

806.

This paragraph requires the Authority to be satisfied that it can supervise an applicant
or authorised person effectively, taking into account the structure of the group to
which they belong, or the other firms to which they have relevant links, and the laws,
regulations or administrative provisions of any non-EEA country to which they may
be subject.

“Close links” is defined in sub-paragraph (2) and this sets out the structures that are
relevant for these purposes. These cover the authorised person (or applicant), any parent
undertaking or subsidiary undertaking of theirs and certain undertakings connected to
such parent or subsidiary. In addition, the holding or control of 20 per cent of voting
power by the authorised person (or applicant) in another body, or such a holding or
control of voting power in the authorised person (or applicant), will constitute a close
link for these purposes. These structures cover natural persons, and other forms of
associations; and in such cases the relevant links are to be understood as referring to
degrees of control that are equivalent.

Paragraph 4: Adeguate resources

807.

This paragraph requires the Authority to be satisfied that the applicant has adequate
resources, which hasawide meaning. Theterm adequateisintended to mean sufficient
in terms of quantity, quality and availability, and resources is intended to include
all materia or financial resources, for instance capital, provisions against liabilities,
holdings of or accessto cash and other liquid assets. A person must also have effective
means by which to manage risks. The Authority may take account of a person’s
membership of agroup in deciding whether it is satisfied that this condition is met.
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Paragraph 5: Suitability

808.  This paragraph requires the Authority to be satisfied that the person is “fit and proper”
to be permitted to carry on the relevant activities, taking account of connections with
other persons, the range and nature of regulated activities he carries on (or proposes to
carry on), and the overall need to be satisfied that his affairs are and will be soundly
and prudently managed.

Part I1: Authorisation

809. This Part provides that the threshold conditions set out in paragraphs 1 to 5 are
relevant to any additional Part 1V permissions held, or applied for, by EEA or Treaty
firms. However, the conditionsare not relevant to an EEA or Treaty firm’ squalification
for authorisation under Schedules 3 or 4.

Part I11: Additional conditions

810. This Part enables the Authority to specify additional conditions for an applicant for
authorisation with a head office outside the EEA and who seeks to carry on regulated
activitiesinrelation toinsurance business. Paragraph 9 confersapower on the Treasury
to amend the threshold conditions by order.

Schedule 7: the Authority as Competent Authority for Part Vi

Paragraph 1: General

811. Thisparagraph appliesthe provisionsof therest of the Act tothe Authority, with certain
modifications, when it is exercising the competent authority function. The remaining
provisions of the Schedule set out what these modifications are.

Paragraph 2: The Authority's general functions

812.  This paragraph disapplies the Authority's general duties under section 2 by ensuring
that the definition of its general functions in section 2(4) does not include functions
of the competent authority under Part VI. (Section 2(4)(b) is not mentioned since the
competent authority does not have a statutory function of making codes.) However
the competent authority is placed under a separate obligation, by section 73, to follow
analogous principles.

Paragraph 3: Duty to consult

813. This paragraph disapplies section 8 which places a duty on the Authority to make
arrangements for consulting practitioners and consumers. The competent authority
already has alisting committee which it consults and which the Authority has said will
continue in operation following the transfer of functions from the Stock Exchange to
the Authority.

Paragraph 4: Rules

814.  Under thisparagraph, section 155, which relatesto consultation on rules, isapplied with
appropriate modifications to the listing rules made by the competent authority.

Paragraph 5: Statements of policy

815.  This paragraph deals with statements of policy made by the competent authority under
section 93. It has the effect of requiring that when the Authority publishes such
statements, it must not delegate this function, but must act through its governing body,
as provided for in paragraph 5 of Schedule 1.
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Paragraphs 6 and 7: Penalties and fees

816.  Thisparagraph disapplies provisions of Schedule 1 which would otherwise apply to the
imposition of penalties by the competent authority, because these matters are provided
for separately in section 100. Similar provision is also made, in paragraph 17 of
Schedule 1, in relation to the charging of fees for which separate provision for the
competent authority is made in section 99.

Paragraph 8: Exemption from liability in damages

817. The competent authority has exemption from liability in damages under section 102
and accordingly this paragraph maodifies paragraph 19 of Schedule 1 which deals with
similar issues for the Authority in its general regulatory role.

Schedule 8: Transfer of Functions under Part Vi

818. The provisions of this Schedule allow the Treasury to transfer some or al of the
competent authority functions to another body if it is in the public interest. Three
specific grounds covering the performance of the functions and competition issues are
set out in paragraph 1(2). These are particul ar situationsin which the Treasury consider
that they might exercise the power to transfer functions. The purpose of setting out
these particular examples of public interest groundsin the legislation isto provide more
certainty in this area. Any order the Treasury makes under this Schedule would be
subject to debate in both Houses of Parliament. Thisis provided for in section 429(1)

(b).
Schedule 9: Non-Listing Prospectuses

819.  This Schedule applies the provisions of Part VI so that they apply in relation to a non-
listing prospectus as they apply to listing particulars. It makes a number of changes to
those provisionsto deal with the fact that securities which are the subject of non-listing
prospectuses are not admitted to listing.

Schedule 10: Compensation: Exemptions

820. This Schedule sets exemptions from the liability to pay compensation for false or
misleading particularsin certain circumstances under section 90. Paragraph 5 provides
that aperson isnot liable to pay compensation for loss resulting from a statement in the
listing particulars which reproduces a statement made, for example, in apublic official
document. Paragraph 6 provides that there is aso no liability if the person against
whom action is taken satisfies the court that the person who acquired securities did so
in the knowledge that a statement in the listing particulars was false or misleading. In
such a case the person suffering the loss would not have been misied.

Schedule 11: Offers of Securities

821. In accordance with EC law requirements, section 84 requires a prospectus to be
approved and published where any person offers securities to the public in the United
Kingdom for the first time and when an application for listing has been made. Section
103 provides that whether securities are offered to the public in the United Kingdom is
to be determined in accordance with the requirements of this Schedule. This Schedule
therefore defines an offer to the public, subject to certain exemptions which are set out
in accordance with derogationsin EC law.

Schedule 12: Transfer Schemes; Certificates

822. The Schedule sets out the details of the certificates which the court must be satisfied,
under section 111(2)(a), have been obtained.
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Part | deals with insurance business transfers. The certificate requirements are all
necessary to implement the insurance directives. For all insurance business transfers,
a solvency margin certificate is required under paragraph 2. This certifies that the
transferee hasthe necessary margin of solvency (defined in sub-paragraph 2(4)). It must
be issued by the home State regulator in the case of an EEA firm under Schedule 3,
the Swiss supervisory authorities in the case of a Swiss insurance company, and the
Authority in al other cases.

If the transfer concerns a UK authorised person authorised under the insurance
directives and the business to be transferred is conducted from a branch in another
member State, a certificate is needed under paragraph 3 to the effect that the host State
regulator has been duly notified and has responded (or the 3 month period allowed for
response under the directives has elapsed).

If the transfer is of businesswhich relatesto the effecting and carrying out of long-term
insurance (other than reinsurance policies) involving policyholders from other member
States, and it involvesa UK authorised person authorised under the First Life Directive,
then a certificate is needed under paragraph 4 to the effect that the relevant authorities
for those other member States have been duly notified and have consented (or the 3
month period allowed for response under the directives has el apsed).

If the transfer concerns a UK authorised person authorised under the First Non-Life
Directive, and the business to be transferred is business which relates to the effecting
and carrying out of contracts of general insurance which includes policies (other than
reinsurance policies) concerning risks arising in other member States, a certificate is
needed under paragraph 5 to the effect that the relevant authorities for those other
member States have been duly notified and have consented (or the 3 month period
allowed for response under the directives has elapsed).

Part Il deals with banking business transfers. All such transfers require a financial
resources certificate under paragraph 8. This certifies that the transferee has or will
have adequate financial resources. It must be issued by the “relevant authority”. In a
case where the transferee is a person authorised under Part IV or Schedule 4, thisis
the Authority. Where the transferee is an EEA firm under Schedule 3 it is the home
State regulator. Where the transferee is neither, it is the relevant authority in the place
in which the transferee has its head office.

If either the transferor or transferee is an EEA firm under Schedule 3, a certificate is
also required under paragraph 9 to the effect that the home State regulator has been
duly notified and has responded (or the 3 month period allowed for response under that
paragraph has elapsed).

Schedule 13: the Financial Services and Markets Tribunal

829.

This Schedule makes provision further to that contained in Part | X asto the constitution
and operation of the Tribunal.

Paragraph 2: President

830.

This paragraph requires the Lord Chancellor to select one of the members of the panel
of chairmen, with qualifications as specified in paragraph 2(5), to be the President of
the Tribunal. Apart from his general responsibility for the Tribunal’s functions under
paragraph 2, it is the President’ s responsibility under paragraph 7 to establish standing
arrangementsfor the selection of panel membersto sit on the Tribunal to hear particular
cases. The standing arrangements must provide for the selection of at |east one member
of the panel of chairmen in each reference to the Tribunal, but may in addition provide
for the selection other members of either panel. The Tribunal is empowered to appoint
experts to assist it where necessary under paragraph 7(4). Paragraph 2 gives the Lord
Chancellor the power to appoint a Deputy President, in addition to a President. If
appointed, the Deputy President is to have such functionsin relation to the Tribunal as
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the President may assign to him, and he is able to exercise any function of the President
where the President is absent or otherwise unable to act.

Paragraph 3: Panels

831.

This paragraph requires the Lord Chancellor to appoint the members of two panels,
defined in paragraph 1 as the “panel of chairmen” and the “lay panel”, from which
members of the Tribunal for a particular case will be drawn. Members of the former
must have appropriate legal qualifications as specified in paragraph 3(2), at least one
being suitably qualified in Scotland.

Paragraph 4: Terms of office

832.

This paragraph provides that the terms of office of the panel members (including the
President and any Deputy President) are to be determined by the terms on which
they are appointed by the Lord Chancellor. The Lord Chancellor is aso to have the
power to remove them on grounds of incapacity or misbehaviour. The President and
panel members may resign at any time, and they may be reappointed at the end of
their terms. Paragraph 5 gives the Lord Chancellor similar powers to determine the
remuneration of such persons and gives the Lord Chancellor the power to retain and
pay administrative staff to support the Tribunal and to meet other expenses.

Paragraphs 8 to 10: Sittings and procedure

833.

This paragraph indicates some of the matters concerning the conduct of cases referred
which may be determined by rules made by the Lord Chancellor under section 132. As
section 132(4) provides, this list does not limit the Lord Chancellor’s powers. Under
paragraph 8, the Tribunal must sit at such times and in such places as the Lord
Chancellor may direct. Paragraph 10 enables the President of the Tribunal to give
directions as to the practices and procedures to be followed by the Tribunal.

Paragraph 11: Evidence

834.

This paragraph sets out the powers of the Tribunal to require people to attend and give
evidence, or produce documents, and makesit acriminal offence not to comply without
reasonable excuse. The statutory maximum fine for which a person can be liable on
summary conviction is currently £5,000.

Paragraph 12: Decisions of Tribunal

835.

Under this paragraph the Tribunal may reach a decision unanimously or by mgjority,
but must indi cate which was the casein the document whichit is obliged to i ssue setting
out its decision. This document must include a statement of its reasons, and a copy
must be sent to each party to the reference.

Paragraph 13: Costs

836.

The Tribunal will have discretion under paragraph 13 to award costs against any party
to its proceedings where the Tribunal considered that the party concerned had acted
vexatioudly, frivolously or unreasonably. It will also have specific power to award costs
against the Authority where it considers the Authority’ s decision was unreasonable.

Schedule 14: Role of the Competition Commission

837.

This schedule is concerned with the role of the Commission. It is introduced by
section 162.
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Paragraph 1: Provision of information by Treasury

838.  This paragraph provides that the Treasury may give information and assistance to the
Commission on mattersfalling within theinvestigation. For example, the Treasury may
wish to tell the Commission about its view of the UK’s international obligationsin a
particular area, or givesitsview of the systemic risk implications of changing regulating
provisions or practices.

Paragraph 2: Consideration of mattersarising on a report

839.  This paragraph provides that the Commission has to have regard to any cost-benefit
analysis produced by the Authority on the regulating provisions or practicesin question
and to any representations made by other persons with a substantial interest.

Paragraph 3: Applied provisions

840.  This paragraph applies provisions of the Fair Trading Act 1973 and other competition
legislation which give the Commission powers to investigate and which make it an
offence to provide false or misleading information to the Commission.

Paragraph 4: Publication of reports

841. This paragraph concerns the publication of reports by the Commission. When it
publishes a report the Commission, like the DGFT under section 160, must so far
as is practicable exclude any matter which relates to the affairs of a person which
might seriously prejudice that person’ sinterests. Sub-paragraph (4) providesthat such
information does not need to be excluded from the version of the report which is
required to be sent to the Director, the Treasury and the Authority under section 162(10).

Schedule 15: Information and I nvestigations. Connected Persons

842. Under section 165(7) the Authority may require information or documents from a
person who is connected with an authorised person, including, in addition to those listed
in the section itself, the persons related to an authorised person in any of the ways set
out in this Schedule. These are:

» employees and agents of the authorised person;

» officersand managersif the authorised person is abody corporate, unincorporated
association, building society or friendly society;

» officers, managers and agents of the authorised person’s parent undertakings, if the
authorised person is abody corporate; and

* managers and members, if the authorised person is a partnership .

843. In a similar way, section 171(4) enables investigators appointed to undertake
investigations under section 167 to require persons connected to the person
under investigation to attend and answer questions or provide information or
documents. Again, thisincludespersonsrelated to the person under investigation in any
of the ways set out above, plus persons who, at the time the investigation is concerned
with, were partners, managers, employees, agents, appointed representatives, bankers,
solicitors, accountants or actuaries of:

e the person being investigated;
e that person’s parent undertaking or subsidiary;
» afellow parent of asubsidiary of the person under investigation; or

» afellow subsidiary of a parent undertaking of that person.
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844. The terms “subsidiary undertaking” and “parent undertaking” are defined in
section 420.

Schedule 16: Prohibitions and Restrictions | mposed by the Director General of Fair
Trading

845.  This Schedule sets out the procedures the DGFT must follow when he exercises his
powers under sections 203 and 204 to impose a prohibition or arestriction, or vary an
existing restriction without the consent of the firm, on the conduct of consumer credit
business by an EEA firm. This procedure follows that which applies to the exercise of
comparable powers in relation to persons licensed under the CCA 1974. If the EEA
firm is carrying on consumer credit business here without a licence on the basis of its
passport under the single market directives then the DGFT will need to rely on the
powers in sections 203 and 204 to control that business when necessary.

846. The first step is for the DGFT to inform the firm that he proposes to impose the
prohibition or restriction, or vary the existing restriction, and give the reasons for
this. He hasto allow the firm at least 21 days to make representations, which may be
made either in writing or orally.

847. Thesecond stepisfor the DGFT, having taken account of any representations received,
to notify thefirm of hisdecision and send acopy of the notification to the Authority and
the firm’'s home State regulator. If the DGFT decides to proceed with a prohibition, a
new restriction or variation of an existing one, he may also direct that the firm carries
into effect credit agreements made before such action came into force.

848. The firm may appea against the DGFT’s decision to the Secretary of State, under
section 41 of the CCA 1974. Thisgivesthe Secretary of State discretion to dispose of
such an appeal as he thinks just (including making directions about payments of costs).

Schedule 17: the Ombudsman Scheme

849. This Schedule contains further details concerning the constitution and powers of the
Financial Services Ombudsman Scheme.

Paragraph 3: Constitution

850. Thissetsrequirements as to the scheme operator’ s constitution. These include that the
chairman of the scheme operator must be appointed by the Authority with the approval
of the Treasury. The scheme operator must be independent of the Authority.

Paragraph 6: Status

851.  This confirms that the scheme operator, its staff and the ombudsmen do not exercise
their functions on behalf of the Crown.

Paragraph 7: Annual Report

852.  The scheme operator has to publish an annual report of its activities and also a report
from the Chief Ombudsman.

Paragraph 8: Guidance

853. The scheme operator can disseminate appropriate information free of charge. This
could include guidance on the scheme's procedures or advice on how to deal with
disputes before coming to the scheme.

Paragraph 9: Budget

854. Inorder for thereto beexternal scrutiny of the scheme's finances, the scheme operator’s
budget has to be approved by the Authority.
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Paragraph 10: Exemption from liability in damages

855.  Theefficient operation of the scheme could be significantly disrupted if itsactionswere
subject to frequent legal challenge. This paragraph provides immunity for the scheme
operator and its staff from actions for damages, similar to the immunity enjoyed by the
Authority.

Paragraph 11: Privilege

856. This ensures that evidence produced during proceedings under the compulsory
jurisdiction is protected against actions for libel or slander.

Paragraph 13: Authority’'s procedural rules

857.  Thisrequiresthe Authority to make procedural rulesfor the operation of the compul sory
jurisdiction of the scheme. In respect of rules governing how authorised persons deal
with complaints, it extendsthe Authority’ srule-making powersunder Part X of the Act.

Paragraph 14: The scheme operator’srules

858.  This requires the scheme operator to make other procedural rules for the compulsory
jurisdiction. It provides, in particular, for rulesto be made which allow an ombudsman
to dismiss acomplaint without consideration of its merits, for example where he deems
the complaint to be frivolous or vexatious, and for the early stages of the handling of a
complaint, for example a conciliation stage, to be handled by a member of the scheme
operator’s staff other than an ombudsman.

Paragraph 18: Terms of reference to the scheme

859. This provides that the scheme operator has power to set terms of reference for its
voluntary jurisdiction dealing with matters for which rules may be made under the
compulsory jurisdiction. The terms of reference must be approved by the Authority.

Paragraph 19: Delegation by and to other schemes

860. Although the scheme is intended to cover most complaints relating to the financial
servicesindustry, thereislikely to be some continued overlap with other arrangements,
for examplein the areas of pensionsand consumer credit. The schemewould be ableto
agree with other schemes which body should consider complaints within the voluntary
jurisdiction. The arrangements must be approved by the Authority.

Schedule 20: Transitional Provisions and Savings

861. This schedule affects the provisions of the FS Act 1986 as they relate to recognition,
supervision and de-recognition of SROs under that Act. The Schedule alows the
Treasury by order to designate a date from which the amendments have effect for
particular SROs which are recognised under the FS Act 1986.

862. Theindependence of the Authority and the SROs from each other isan intrinsic feature
of the system established by the FS Act 1986. Under the new regime, however, the
regulatory functions performed by the SROs under the previous (FS Act 1986) regime
pass to the Authority and it is therefore necessary for the Authority to be able to take
appropriate steps in preparation for that transition. Were there any question whether
transitional arrangements, by materially affecting the independence of the SROs, called
into doubt the validity of their recognition, that could in turn cast doubt on the validity
of the authorisation of firms authorised by virtue of their membership of an SRO. This
Schedule makes clear that these questions do not arise and removes any potential for
doubt as to whether the SROs could continue to be recognised when they cease to be
truly independent of their regulator.
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These notes refer to the Financial Services and Markets Act
2000 (c.8) which received Royal Assent on 14 June 2000

COMMENCEMENT

Certain provisions of the Act commence at Royal Assent.

They are set out in

section 431(1). Other provisions will be brought into force by commencement order

in due course.
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