PRA 2013/34

CAPITAL REQUIREMENTS DIRECTIVE (DISAPPLICATION)
INSTRUMENT 2013
Powers exercised
A. The Prudential Regulation Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act

2000 (“the Act”):

(1)section 137G (the PRA’s general rules); and
(2)section 137T (general supplementary powers).

B. The rule-making powers referred to above are specified for the purpose of section
138G(2) (Rule-making instrument) of the Act.

C. The Prudential Regulation Authority gives as guidance each provision in the
Annex marked with a G.

Pre-conditions to making

D. In accordance with section 138J) of the Act (consultation with the Financial
Conduct Authority) (“FCA”), the PRA consulted the FCA. After consulting, the
PRA published a draft of proposed amended rules and had regard to
representations made.

Commencement

E. This instrument comes into force on 1 January 2014.

Amendments

F. The General Prudential sourcebook (GENPRU) is amended in accordance with
Annex A to this instrument.

G. The Prudential sourcebook for Banks, Building Societies and Investment Firms
(BIPRU) is amended in accordance with Annex B to this instrument.

Citation
H. This instrument may be cited as the Capital Requirements Directive

(Disapplication) Instrument 2013.

By order of the Board of the Prudential Regulation Authority
16 December 2013
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Annex A

Amendments to the General Prudential sourcebook (GENPRU)

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

Application

1.1 Application

1.1.2 G Broadlyspeaking-however-GENPRU-apphesto:

2T ETE

greups-containing-such-firms: [deleted]
1.1.2-A G Further, GENPRU also broadly applies to:

[€9)] an insurer;

(2) groups containing an insurer.

1.2 Adequacy of financial resources
Application
1.2.1 R Thissectionapphesto:
& a-BIPRU-firm:and
@) liroctive frindl iety:
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&) anincomingTreaty-firm: [deleted]

1.2.1A R This section also applies to an insurer, unless it is:

1) a non-directive friendly society; or

(2) a Swiss general insurer; or

3) an EEA-deposit insurer; or

(4) an incoming EEA firm; or

(5) an incoming Treaty firm.

1.22A R

1.23A G larelationto:

1.2.11 G The adequacy of a firm's financial resources needs to be assessed in
relation to all the activities of the firm and the risks to which they give
rise and so this section applies to a firm in relation to the whole of its

business. r-the-case-of-a—collectiveportiolio-managementinvestment
fiern thi hat thi i I I k itie in relati
to the management of AlFs and/or UCITS.

Purpose

1.2.13 G This section amplifies Principle 4, under which a firm must maintain
adequate financial resources. It is concerned with the adequacy of the
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financial resources that a firm needs to hold in order to be able to meet
its liabilities as they fall due. These resources include both capital and
liquidity resources. As—hoted—in—GENPRU—1.2.3AG—however—the

1214 G ind £ 2 bank orbuildi . hi ion-imol Asticl

i ol Ad N : I ol i ol
123 of the Banking Consolidation Directive. [deleted]

Outline of other related provisions

1221 G (1) SYSC 11 sets out material on systems and controls that apply
specifically to liquidity risk as that concept relates to an
insurer.

(2 [deleted]

(?A)  BIPRU 12 sets out material on systems and controls that apply
specticatly EG.|IE|HIE|.IE§ Fisk H |elat|e||_te a-BIPRU-Hrm a
b. |a|_|e||_ of a”l ||||ee| '"'lg Eﬁ & (I .I"l”' that—s—a—ful F'BQEI e'e.d't
bank: [deleted]

(€)) [deleted]

(5) GENPRU22 (Adeguacy—of—financial —resources)—requires
. . . toduct illiauid :
calculating their-capital resources:[deleted]

1.2.22 G BIPRU 2.3 contains rules and guidance on interest rate risk in the non-

everall Pillar 2 rule. [deleted]
1223 G For a BIPRU firm using a VaR model BIPRU 7.10.72R (Risk
1.2.24 G BIPRU 10.2.22R (Stress testing of credit risk concentrations) sets out

curtl I ; hould £ i )
approaches to collateral for the purposes of the rules about large
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expesures: [deleted]

are-setoutin-BIRRU-2.2 (Internal-capital-adequacy-standards). [deleted]

Requirement to have adequate financial resources

1.2.26A G

Systems, strategies, processes and reviews

1233 R

(2 —the—case—ofaBIPRUfirm—theprocesses,—strategies—and
systerms—relating o eeneenlt_latlen ”.SIF Fust |||elude;t||ese
exposures-reguirements): [deleted]

Application of this section on a solo and consolidated basis: Processes and
tests

1.2.47 R The ICAAP rules apply on a solo basis:
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@) ; corrod . Py Applicat  thi
section-to-certain-nen-EEA-firms). [deleted]

1.2.47A R The ICAAP rules apply on a solo basis to an insurer to which those

1.2.78

1.3

13.1

rules do not apply on a consolidated basis under GENPRU 1.2.45R.

Capital planning

G Additional guidance in relation to stress tests and scenario analysis for

liquidity risk as that concept relates to an insurer is available in SYSC

11 (Liquidity risk systems and controls). BIPRU-12-sets—out-the-main
bool icions inrelati licuidity risk £ e

Valuation

Application

R @ hi ion of i book anpli : unless itis:
@) lirective friend] ety
by an-inecoming-EEAfirm:;-or
© : : —

@ hi : ” ool i —
) This section of the Handbook applies to a UK ISPV, [deleted]
R (1) This section of the Handbook also applies to an insurer, unless

itis:

(@) anon-directive friendly society;

(b) anincoming EEA firm; or

(c) anincoming Treaty firm.
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(2) This section of the Handbook also applies to a UK ISPV,

Purpose

1.3.3 G (1 m%eas&ef—a—BJPRU—ﬁ#n—tms—seeHen—mplememsAmM

Directive: [deleted]

General requirements: Accounting principles to be applied

1.3.4 R Subject to GENPRU 1.3.9R to GENPRU 1.3.10R and GENPRU
1.3.36R, except where a rule in GENPRU, BIPRU or INSPRU provides
for a different method of recognition or valuation, whenever a rule in
GENPRU, BIPRU or INSPRU refers to an asset, liability, exposure,
equity or income statement item, a firm must, for the purpose of that
rule, recognise the asset, liability, exposure, equity or income statement
item and measure its value in accordance with whichever of the
following are applicable:

(4)  the—Building—Secieties{Accounis—and—Related—Provisions}
Regulation-1998: [deleted]

General requirements: Valuation adjustments or, in the case of an insurer or
a UK ISPV, valuation adjustments or reserves

1.3.35A G

appropriateregulator: [deleted]

Specific requirements: BIPRU firms

1.3.36 R Adjustments to accounting values

{(2)-and—{(3)-apphy-to-values—calculatedpursuantto- GENPRU
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1.3.37 G Provisions-foreguity-tstruments-held-in-the-avatable-for-sale-category

1338 R NPRU

[deleted]

1339 R

1.3.40 R Trading-bookpesitionsmust-bere-valued-atleastdaily [deleted)

Capital
2.1 Calculation of capital resources requirements

Application
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2.1.1 R Thissection-appliesto:
@ iroctive friondiy sociaty:
(b} aSwissgenerakinsurer-or
(e) anEEA-depesitinsurer;-or
(¢) anincoming-EEAfirmi-or
{e) an-incomingFreaty-firm: [deleted]

2.1.1A R Except as indicated in SUP 2.1.60R, this section applies to an insurer,

unless it is:

(1) anon-directive friendly society; or
(2) aSwiss general insurer; or

(3) an EEA-deposit insurer; or

(4) anincoming EEA firm; or

(5) anincoming Treaty firm.

Purpose

2.1.8 G (1) This section implements minimum EC standards for the capital

@ I : Hecti coli . .
F-ofthe UCHS Directive: [deleted]

2.1.8A G This section implements minimum EC standards for the capital
resources required to be held by an insurer undertaking business that
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falls within the scope of the Consolidated Life Directive (2002/83/EC),
the Reinsurance Directive (2005/68/EC) or the First Non-Life Directive
(1973/239/EEC) as amended.

Main requirement: BIPRU firms

2.1.40 R A BIPRU firm must maintain at all times capital resources equal to or
i ifi i i ] 0
If“ el;eeelss_ o tlﬁleleuneul'ltlslpeellle_elI||| tlne' table “IF GENPRU-2 1F' IEI} g.
[deleted]

2.1.41 R A BIPRU firm must maintain at all times capital resources equal to or
.  the | ol . E I blo |
GENPRU-2.1.48R)- [deleted]

2.1.42 R Atthe-time-that Hfirst becomes—abank—bulldingseciety-or BIPRY
. firrmafi hold initial canital of not loss than the |
i i i - [deleted]

2.1.43 G

[deleted]

2.1.44 G The base capital resources requirement and the variable capital
resources requirement {(CRR) in the case of a BIPRU firm. [deleted]

Calculation of the variable capital requirement for a BIPRU firm

2.1.45 R

This-table-belongsto-GENRPRU-2140R[deleted]
[The table at GENPRU 2.1.45R is deleted in its entirety. The deleted
text is not shown.]

Calculation of the base capital resources requirement for a BIPRU firm

2.1.47 R The amount of a BIPRU firm's base capital resources requirement is
setoutithe-table-in GENPRU-21-48R- [deleted]
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Table: Base capital resources requirement for a BIPRU firm

2.1.48 R TFhistable-belongste-GENPRU-2.147R [deleted]

[The table in GENPRU 2.1.48R is deleted in its entirety. The deleted
text is not shown.]

Definition of BIPRU 730K firm, BIPRU 125K firm and BIPRU 50K firm

2.1.49 G ThetermsBIPRU730KFirm—BIPRU- 125K firm-and BIPRU-50KFirm

[deleted]

Table: Definition of BIPRU 730K firm, BIPRU 125K firm and BIPRU 50K
firm

2.1.50 G TFhistable-belongsto-GENPRU-2.1-49G[deleted]

[The table at GENPRU 2.1.50G is deleted in its entirety. The deleted
text is not shown.]

Calculation of the credit risk capital requirement (BIPRU firm only)

2.1.51 R A BIPRU firm must calculate its credit risk capital requirement as the
sum of:

@ 4 it ricl ital ;
(3)  the concentration risk capital component. [deleted]

Calculation of the market risk capital requirement (BIPRU firm only)

2.1.52 R (1) A BIPRU firm must calculate its market risk capital requirement
as the sum of:

BT 2 EE
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(“'St”"l“'e'l'tls fo l‘“’ll"el' RO Illm tleatllnent has bge;e'.' spleellled)
appropriate-manner- [deleted]

Calculation of base capital resources requirement for banks authorised
before 1993

2.1.60 R & TFhisruleapphiesto-abank-thatmeets-the-folowing-conditions:

rule—3-3-12(Reduced—minimum—capitalrequirement for—a

2.1.61 G
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provided-this-figure-isless-than-€5-mithen: [deleted]
2.1.62 R For the purpose of GENPRU 2.1.60R:

GENPRU 2.2 (Capital resources) to be used to meet the base
i i - [deleted]

2.2 Capital resources
Application
2.2.1 R Fhissectonapphesto:
2} andnsurerunlessitis:
{6} anEEA-depesitinsurer-or
@ : : i
{e) an-incoming-Hreaty-Hirm- [deleted]

2.2.1A R This section applies to an insurer unless it is:

(1) anon-directive friendly society; or
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a Swiss general insurer; or

(2)
(3) an EEA-deposit insurer; or
4

an incoming EEA firm; or

(5) anincoming Treaty firm.

Purpose
2.24 G Fhis—section—also—implements—minimum—EC—standards—for—the

Adegquacy-Directive(2006/49/EC)- [deleted]

Contents guide

2.25 G The-tablein-GENPRU 2.2.6G-sets—out-where-the-main-topics—in-this
section-can-befound- [deleted]

Table: Arrangement of GENPRU 2.2

2.2.6 G TFhistable-belongsto-GENPRU-2.2.5G-[deleted]

[The table in GENPRU 2.2.6G is deleted in its entirety. The deleted text
is not shown.]

Simple capital issuers

2.2.7 G Parts of this section are hrelevant to a BIPRU firm whose capital
resourees-consist-of straightforward-capitalnstruments: [deleted]

Deductions from capital

2.2.14 G Deductions should be made at the relevant stage of the calculation of
capital resources to reflect capital that may not be available to the firm
or assets of uncertain value (for example, holdings of intangible assets
and assets that are inadmissible for an insurer)..—or—n-the-case-of-a

bank-or-butding-society,-where-that firm-has-made investments—in-a
suﬁbsmh_an_y H'.'de'talk”'.gle'l'l”z a. Rother-Hinancial-institution-oF A-fespect

2.2.15 G Deductions—should—also—be—made,—in—the—case—of certain—BIPRY
wvestmentfirms-for-Hhguid-assets-{see- GENPRU-2.219R}- [deleted)
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Which method of calculating capital resources applies to which type of firm

2.2.17 R Afirm—mustcaleulate—Hs—capital resources—in—accordance—with—the
VEFston 9.' the-capital Fesourees table a.ppllealele o the-Hrm subjeet_ o
the—capital lnleseullees gel_aung |ulﬁe_s I.l'e "e'.sﬁ.'g'l' .gl Itlne elalplta.l
GENPRU-22.19R- [deleted]

2.2.18 R In the case of a BIPRU firm the capital resources table also sets out
how—the e_apltall |eseu||ee's| |eq|u|||ene_nt 1S d. E?HGEEQ From eaplltal
i i i - [deleted]
Table: Applicable capital resources calculation

2.2.19 R TFhistable belongsto-GENRPRU-2.2.17R[deleted]

[The table in GENPRU 2.2.19R is deleted in its entirety. The deleted
text is not shown.]

Calculation of capital resources: Which rules apply to BIPRU investment
firms

2.2.20

2.2.21 G A—consequence—of—a—firm—deducting—at—ofits—HHguid—assets—under

ic that it is allowed a hicher limi I
subordinated-debtunder GENPRU-22.49R- [deleted]

Calculation of capital resources: Insurers

2.2.22 G Capital resources for an insurer can be calculated either as the total of
eligible assets less foreseeable liabilities (which is the approach taken
in the Insurance Directives) or by identifying the components of
capital. Both calculations give the same result for the total amount of
capital resources. The approach taken in this section has been to
specify the components of capital and the relevant deductions. This is

set out in the capital resources table. Fhis-approach-is-the-same-as-that
| for leulati : ital for_banks_buildi

societies-and-BIPRU-investment-firms: A simple example, showing the

reconciliation of the two methods, is given in the table in GENPRU
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2.2.23G.

2.2.28 R

Limits on the use of different forms of capital: Limits relating to tier one
capital applicable to BIPRU firms

2.2.30A R Inrelation to the tier one capital resources of a BIPRU firm, calculated
4 loulation.in.f ol ble (Total t

ireluded ‘o leulation in_d ol
table: [deleted]

Limits on the use of different kinds of capital: Purposes for which tier three
capital may not be used (BIPRU firm only)

2.2.44 R Ter—one—capitaland—tier—two—capitalare—the—onlytypeof capital
I i for i : ine

2.2.45 R

Handbeok: [deleted]

Limits on the use of different kinds of capital: Tier two limits (BIPRU firm
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2.2.46 R For the purpose of GENPRU 2.2.44R:

resources-table: [deleted]

Limits on the use of different kinds of capital: Purposes for which tier three
capital may be used (BIPRU firm only)

2.2.47 R Ferthepurposes-of-meeting:

A tierthreecapital- [deleted]

2.2.48 R Fhe-amountof-tierone-capital-and-tiertwo-capital- that-is-hot-used-to
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ealeulatl_en th-the-sapial FESOUFEES table (Total-tier-one ea'pltal phs el
B0 _eapltal atter deduet_mns) I_ess the—paris—ol—tne-capHal resourees
|equnenent| IeIeEellueteeI ||||F|n|ed|atel_y Ialten stage IJ_el the I'eapllta'l
GENPRU-22.44R)- [deleted]

Limits on the use of different kinds of capital: Combined tier two and tier
three limits (BIPRU firm only)

2.2.49 R For the purpose of meeting the requirements in GENPRU 2.2.47R (1) to

nelud . i aither:
@ s ital ol ithi Py 5

2.2.50 R in—relation—to—aBIPRU-investmentfirm—which—caleulates—s—capital

Example of how the capital resources calculation for BIPRU firms works

2.2.51 G GENPRU2.2.52Gt6-GENPRU-2.2.59GHustratehowto—caleulatea

H 1
RIDL) m A

I ol i : . ol
in-the-table-in- GENPRU-2.2.526- [deleted]

Table: Example of the calculation of the capital resources of a BIPRU firm

2.2.52 G Fhistable-belongsto-GENPRU-2.2.51G-[deleted]

[The table at GENPRU 2.2.52G is deleted in its entirety. The deleted
text is not shown.]
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[deleted]

Table: Example of how capital resources of a BIPRU firm are measured
against its capital resources requirement

2.2.56 G Thistable-belongsto-GENPRU-2.2.55G-[deleted]

[The table in GENPRU 2.2.55G is deleted in its entirety. The deleted
text is not shown.]

2.2.57 G

Kot ris! i I I » I .
capital- [deleted]

2.2.58 G
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follows:[deleted]
@ I I ) ital for ) leulation_i ;
[deleted]

2y 250%of the relevant tierone-capital-is-£125-and [deleted]

[deleted]

2.2.59 G Fhe 250%gearingHmitismet-as-the Hmit-of £125-is-greaterthan-the
upper tier three capital of £50 used in this example. [deleted]

Capital used to meet the base capital resources requirement (BIPRU firm
only)

2.2.60 R A-BIPRU-firm-may-use-thecapitalreseurces—used-to—meet-the-base
ol A I 4 ol
resedrees-requirement: [deleted]

2.2.61 G The explanation for GENPRU 2.2.60R can be found in GENPRU
the bal sl_e_ eaplltal |_ese| UFees FeguUIFements ||e. Hia-practice-meanto a;E as
to-the-capital-resoureesreguirement. [deleted]

Guidance on certain of the general conditions for eligibility as tier one
capital

2.268A R A-BIPRU-Hirmmust-net-include—a—capialthstrumentin—its—tier—one

2268B G

een!erapy—teGENFlRU—Z—Z—MRéé)- [deleted]

Tier one capital: payment of coupons (BIPRU firm only)

2269A R
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hybrid capital if the firm has no distributable reserves. [deleted]
2269B R
22.69C R
5 thefirm-meets-tscapital-resourcesrequirement-and
@ .
resedrees: [deleted]
2269D G
instruments: [deleted]
2269E R A BIPRU firm must cancel the payment of a coupon i circumstances

N Accaraanca \A
v cHtcl v

requtrements-of GENPRU-22.69CR- |de|eteé||

2269F G (1) In relation to the cancellation or deferral of the payment of a

AR (4 N) __ANnas NA
S S

ith NPB A
GEN U240
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hani M Nation_t | he f
j i f i - [deleted]

Redemption of tier one instruments
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I o ital ) ’. |
i i i i - [deleted]

Purchases of tier one instruments: BIPRU firm only

2.2.79A R A-BIPRUHrmmustnot-purchase—atier—one—instrument—thathas
neluded in its { ital loss.

&
2y fdeleted]
&)
“4)

2279B G

QANAPR(A

- [deleted]
22.79C R GENPRU22.79AR{4) doesnotapphif:

@ 4 | ol i I lroady_| . 1
[deleted]

2279D R GENPRU2.2.79AR(4) doesnotapphy if:

b 3%-ofthefirm'stotabssued-hybrid-capial [deleted]

nces-providedio in NP P ONR

2279 G

[deleted]
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2.2.79F R For the purposes of calculating its tier one capital resources, a firm
helds-: [deleted]

22.79G R

2.2.79H G The appropriate regulator considers that:

2.2.791 R

Page 24 of 72



PRA 2013/34

appropriateregulator- [deleted]

2.2.79) R If a BIPRU firm announces the purchase of any tier one instrument, the
; I inelude that i ol

resourees: [deleted]
22.719K R H—aBIPRUfirm—dees—not—comply—with—Hs—capital—reseurees

2.2.79L G Adfirm-should-continue-to-exelude-from-is-tier-one-capital reseurces-ah

expired: [deleted]
Loss absorption

2.2.80 R A firm may not include a share in its tier one capital resources unless
(in addition to complying with the other relevant rules in GENPRU
2.2):

(1) (in the case of a firm that is a company as defined in the
Companies Act 2006 it is "called-up share capital" within the
meaning given to that term in that Act; or

(2) {inthe—case—ofa—building—society)itis—a—deferred—share;—or
[deleted]

(3) (inthe case of any other firm) it is:
(@ ineconomic terms; and
(b) in its characteristics as capital (including loss absorbency,
permanency, ranking for repayment and fixed

costs);substantially the same as called-up share capital
falling into (1).

Core tier one capital: permanent share capital

2.2.83 R Permanent share capital means an item of capital which (in addition to
satisfying GENPRU 2.2.64R) meets the following conditions:

(1) itis:
(@ an ordinary share; or

(b) amembers' contribution; or
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(c) part of the initial fund of a mutual.

(d) adeferred-share; [deleted]

General conditions for eligibility of capital instruments as core tier one
capital (BIPRU firm only)

2.2.83A R TFheconditions—thata BIPRUfirm's—permanentshare—capitalmust
i ] . i !
eel_n_lpl P with H“dl er-GEN :EH 22|_8.3|,| R0 El'ellt &,B“ I_!ullnms

(1) itisundated:
(2)  the—terms—upon—which—it—is—ssued—do—not—give—theholder—a

(3) - - - - - : - - -

4) the—ﬁ%m—s—ebhgaﬂemmder—the—mswmem—de#}e{—eensmu%e—a

(5)  there Lor othor oblication arisi »

(6) the—terms—upon—which—H-is—issued—do—notinclude—a—dividend

(7)  the fism is-under no-obligation to-issue. : ool

©)  itissimpleand-t hich_it s issucd loas]

9) H—ls—able%—fbmy—andﬁneenémgmnyﬂabsepb—lesses—en—a—nen-
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(1) the_firm ictocl_the_holder with_a_di indi

(12) a—reasenable—person—would—notthink—that-the—firm—is—tikely—to

(13) itsi : il I :

permanent-share-capital-GENPRU-2.2.83R(3)- [deleted]

2283B R

2283C R

2283D G

pays- [deleted]
Core tier one capital: exception to eligibility criteria (building societies

only)
2.2.83E
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()

3)

(4)

(%)

(6)

F o ises. L ictedin_t
referredto-in-this-paragraph{(6)- [deleted]

2983F R Abuildi . . itali hat_includ

eeupeln I".'"f RS t_e;_msl ell tssue ”'ﬁa.eee.'da"e.e with GI EN ”HI 22838

month-before-the-intended-date-ofssue: [deleted]
2.283G G Under GENPRU 2.2.83E R(4), an effective right means that in practice

2.2.83H G TFhe—purpose—of GENRPRU—22.83ER{6)—is—to—Hmit—the—potential
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) . ol i hich i b

¢ capital which is.cubs Himitand

(2)  thepreferenceso-arising-should-berestricted-so-that-H-is-not-an
untimited-preference: [deleted]

Core tier one capital: additional information

2284 G 11 the case of an insurer, GENPRU 2.2.83R(2) and GENPRU 2.2.83R

(3) have the effect that the firm should be under no obligation to make
any payment in respect of a tier one instrument if it is to form part of its
permanent share capital unless and until the firm is wound up. A tier
one instrument that forms part of permanent share capital should not
therefore count as a liability before the firm is wound up. The fact that
relevant company law permits the firm to make earlier repayment does
not mean that the tier one instruments are not eligible. However, the
firm should not be required by any contractual or other obligation
arising out of the terms of that capital to repay permanent share capital.
Similarly a tier one instrument may still qualify if company law allows
dividends to be paid on this capital, provided the firm is not
contractually or otherwise obliged to pay them. There should therefore

be no flxed costs. GENPRU—Z—Z—S%AR—te—GENPRU—Z—Z—S%FR—rmpese

Core tier one capital: profit and loss account and other reserves: Losses

2.2.85 R & Nega%we—%neunts—%ng—any—m%enm—net—tesses—ébut—m—the

these—lesses—&rsrd—net—jast—theue*ees& |deleted|

2.285A R (1) Inthe case of an insurer, negative amounts, including any interim

net losses, must be deducted from profit and loss account and
other reserves.
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(2) For these purposes material interim net losses mean unaudited
interim losses arising from a firm's trading book and non-trading
book business which exceed 10% of the sum of its capital
resources calculated at stage A (Core tier one capital) in the
capital resources table.

Core tier one capital: profit and loss account and other reserves: Losses
arising from valuation adjustments (BIPRU firm only)

2.2.86 R &) Fhis—rule—apphes—to—trading—book—valuation—adjustments—or

@ I lustion_adi e riseto.] »

or G 5 E o liner bool fits
otherwise: [deleted]

Core tier one capital: profit and loss account and other reserves:
Securitisation (BIPRU firm only)

2.2.90 R In the case of a BIPRU firm which is the originator of a securitisation,

Core tier one capital: profit and loss account and other reserves:
Revaluation reserves (BIPRU firm only)

2.2.92 G A revaluation reserve is not included as part of a BIPRU firm's profit
Ll ot it is dealt vt | I
m' i Hal- [deleted]

Core tier one capital: partnership capital account (BIPRU firm only)
2.2.93 R Eligible-parthership-capital-means-a-partners-accotnt
@ i hicl ital ibuted byt is-paid: and
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{a8) he ceases to be a partner and an equal amount s transferred
to—another—such—account—by—his—former—partners—or—any
lacing hi hei :
(b} thepartnership-is-wound-up-or-otherwise-dissolved;-or

© ¢ oy ! to | herised I
has-a-Part4Apermission: [deleted]

Core tier one capital: Eligible LLP members' capital (BIPRU firm only)
2.2.94 R Ehgible- LLP-members—capital-means-a-members—account:

(B the limited liabili hioi I I )

© oy o | horised |
has-a-Part-4A-permission: [deleted]

Core tier one capital: Eligible LLP members' and partnership capital
accounts (BIPRU firm only)

2.2.95 R A-BIPRU-firm-that-is—apartnership—or—alimited-HabHity parthership

2.2.96 G If a firm has surplus eligible partnership capital or eligible LLP
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2
be_abl I X in (1) and (2 L
| i ital-injections: [deleted]

Core tier one capital: Other capital items for limited liability partnerships
and partnerships (BIPRU firm only)

2.2.97 R

2.2.98 R Witheutprejudice-to-GENPRU-2.2.62R (Tier-one-capital-Generab,the
tem-othe |ese|ues_(wlne|| Fors part ot th_e Hem p|eI|t_ane| Ies_s _anel
e_tlne_l Feset es) app_lles to-a BIPRU-firm tnatds & partnership of-a-limited
Il'ab'“% pla.'.tl”el |sﬁlnp_te|t||e_ extent ltl'e FESERVES _eelllespenel tﬁe FESErVES

i i i - [deleted]

2.2.99 G A BIPRU firm that is a partnership or a limited liability partnership
hould_includ . # taking | torim. |
fak-inter - i ital- [deleted]
Core tier one capital: partnership and limited liability partnership excess
drawings (BIPRU firm only)

2.2.100 R A-BIPRU-firm-which—is—aparthership-orHmited-Habiity—partnrership

Ilp | ' .. I .|. | .I EE['FF'IZ.E.EEE
GENRPRU-22.94R-are-notincluded-inthis-caleudation: [deleted)]

Core tier one capital: deferred shares (building society only)

2.2.108A R A-building—seciety-may—include—a—deferred-share—at-stage—-A—of-the
caletation i t_lne eapltet_l FESOUFEES te&b_le H{in &dd.'“e“ 0 .S&E'sb"'g ah
tllne other _|ee||u||e|||_|e||ts| H |_elat|e||_te|t|e| one eapll_tal) H IIS permanent
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S-Capha-g g . I . [deleted]

2.2.108B G TFhe-othermain-provisions—relevant-to-inclusion-of a-deferred-share-in
5 ; I it : licibili .
2 ton)- [deleted]

Other tier one capital: conditions for eligibility for hybrid capital to be
included at the different stages B1, B2 and C of the calculation in the
capital resources table (BIPRU firm only)

2.2.115A R A BIPRU firm must not include a capital instrument at stage B1 of the
leulation_in_ ol bl I : it
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decreases: [deleted]

2.2.115B G The intention of GENPRU 2.2.115AR is to ensure that capital
instruments —included—in-stage—B1-of e ealeulat!en H tlne_eap;ltal
FESoHFees taﬁble ||a|ule tlne_seuneﬁ penlnaulel_lee as-core-terone GElthIEEH ltl e
permanence: [deleted]

22115C G &)

I o the fi he i .
core-tier-one-capital: [deleted]

2.2.115D R A BIPRU firm may include a capital instrument at stage B2 of the

22115E G &) Fhe-othermainprovisionsrelevant-to-theehgibility-of a—capital

that-caleulation: [deleted]

2.2115F R A BIPRU firm may include a capital instrument at stage C of the
saloulation-in-tne-sapHal |eseu.|ee’s_tab_le a“.d.”'HSE Aot me_luele i
stellge A of E.l'at elal_eulatlel_l -G add.'t'el H tel lsaltls_lyllng a_lllztll_e
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date-ofisissue: [deleted]

2.2.115G G An-hcentive-to-redeem-is—afeatureof a—capital-instrument-that-would

reclassified: [deleted]

Other tier one capital: loss absorption

2.2.116A R A-BIPRU-firmmust-netinclude-a-capitalinstrument-thatis-nota-share
| 1 leulation.int ital bl

I ol cor 1l ﬁ . :
the Insolvency Act 1986 (Wrongful trading). [deleted]

2.2.117A R A BIPRY firm mustnotinclude-acapital-instrument at stage B1 B2 or
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Q) when it bl _§ blo_that 4

b) when—the—firm—is—in—breach—of —its—capitalresourees
reguirement. [deleted]

22.117C G &)

eperate—tlé}&meehanism.—|deleted|

2.2.118A G FeHhe—pumeses—ef—GEhPRU—Q—Z—H%R@—the—fee%—ef—the—leg&l

eap&al—heldemwnet—enhaneed—by—me&pﬁahsaﬁen—|deleted|

Other tier one capital: hybrid capital: indirectly issued tier one capital
(BIPRU firm only)

2.2.123 R GENRRU-22123R-to-GENPRU-22137R—apply—to—a-BIPRUtHm:
[deleted]

22124 R & GENPRU-22123R--GENPRU-22137R -apply-to-capital-of-a

) - corrod in(2)_i beidi

@ T »” rorred toin (1) are:
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{b) {(inany other case) GENPRU 2.2.133R. [deleted]

22125 R A BIPRU firm may only count capital to which GENPRU 2.2.124R
[deleted]

2.2.126 R Fer-the purposeof GENRPRU 2.2 an-SPV-is—inrelation-to—aBIPRY
e tortaki I : L ice funds for that fi
or-fora-group-to-which-that BIRRU-firm-belongs- [deleted]

22127 R

22128 G An SPV could take the form of a limited partnership. In such an

.I.. 1| | I I ,I - I Fl
’ - [deleted]

2.2128A R GENPRU 2.2.127R(4) does not apply if the firm has conducted a
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2.2.128B R Fhe-an

22129 R
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lai . he fi I hold £ 4 :
astrument-directhy-issued-by-the-firm: [deleted]

22130 R For the purpose of GENPRU 22.129R and GENPRU 2.2.132R,
apply. |de|efed|

2.2.131 R in+elationto-the-obligationto-substitute-deseribedr-GENPRU-2.2.129
IFEZ) 2 I“”'.'“HSE take a_II |ease||ab_le steps—to-ensure .El'at H-has-at _aII
times au_tllel |E|seell alnel unllssu_eel ea'pltal "I'S“ u}menﬁnﬁt_s .“l"el' all_e el ore-tes

tgati Hute: [deleted]

2.2 131A G GENPRU 22129 R(2}and GENPRU 2.2.131R allow a-firm-to-replace
: ol by o " ol hict
i ital: [deleted]

2.2.132 R TFhecapital-which-thefirmseeks—to—include—in—its—capital reseurees

22133 R & Fhisruledealswith-any-transaction:
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2 on: s0p) o e | o o ot

hain_of ions_beainnina_with_the | £ canital by

® G i I ital i by the fi
the-instrumentreferred-to-in{5)- [deleted]

22134 G

22135 R

2.2.136 G The-appropriateregulator-istikely-to-consideras-unusual-a-transaction

2.2.137 R Afirm—must-ensure—that—in—relation—to—a—transaction—fating—within

22156 &
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iems s dealt with i 3 (Valuation): they should
deducted-asan-intangible-asset: [deleted]

2.2.156A G Intangible assets include goodwill as defined in accordance with the

2.2.185

requirements referred to in GENPRU 1.3.4R (General requirements:
accounting principles to be applied) applicable to the firm.

General conditions for eligibility as tier two capital instruments

GENPRU-2.2.159R. [deleted]

Upper tier two capital: Revaluation reserves (BIPRU firm only)

R (1) Thisrule applies to a BIPRU firm.

’F‘ Blllnuﬁ. "”“.“I'HSE Hh-relation :te eqities-held-in-the-available
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2.2.187

2.2.188

2.2.189

2.2.190

2.2.191
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6y Brand{(4)applytoafirmwhateverthe-accounting-treatmentof
I ) . tor 1 e £ il i I
firm-asreferred-to-i-GENPRU-1.3.4R- [deleted]

G Subject to GENPRU 2.2.185R, a BIPRU firm should value its
luati . I i los_| .
aluation). [deleted]

Upper tier two capital: General/collective provisions (BIPRU firm only)
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22192 R Forthepurposeof GENPRU 22190R and-GENPRU 2.2 191R —risk

2.2.193 R H-aBIPRUfirm-caledwlatesrisk-weighted-exposure-ameunts-underthe

rule: [deleted]

Deductions from tiers one and two: Qualifying holdings (bank or building

society only)
22202 R 2 2
building-seciety: [deleted]
22203 R

[deleted]

2.2.204 R Ferthepurpoeseof GENPRU2.2.203R—anon-financial- undertaking-is

(1)  acreditinstitution-orfinanciabinstitution;
) lertaking wk luci ain-activit "

22205 R
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2.2.206 R The relevant capital resources of a firm mean for the purposes of this
rule the sum of the amount of capital resources calculated at stages L

22207 R

(3)  shares held inafirm's name on behalf of others. [deleted]
Deductions from tiers one and two: Material holdings (BIPRU firm only)

22208 R

22209 R (1) Subjectto (2} and (3), a material holding is:
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hoelding- [deleted]

22210 G

=6 BHRESEe—-0 --e‘z-e.--.-.-ee-e -.-..
accountwhen-determining-the-amountot-share-capital: [deleted)]

22211 R When calculating the size of its material holdings a firm must only
inelud | holding (that is. 2. I ition)_Af
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net-such-holdings-with-a-shert-position: [deleted]
22212 R materia

hat fulfil  the followi litions:
@ it beidi lortaki  that firm:

4) thatfirm-heoldsaparticipationin-it: [deleted]
22213 R Anitem falls into this provision for the purpose of GENPRU 2.2.212R

3) of 1 ; ifa Direet] | licable. ol
i i i ive: [deleted]
2.2.214 R

22215 R

22216 G
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: X I e ity should_t
deducted-at-this-stage- [deleted]

Deductions from tiers one and two: Reciprocal cross holdings (BIPRU firm
only)
22217 R GENPRU 2.2217R to GENPRU 2.2.220R apply to a BIPRU firm.
[deleted]
22218 R

22219 R

beneficial than it 1c | . aking
the agreement or arrangement as a whole. [deleted]

2.2.220 R Ferthepurpese-of GENPRU-2.2.219 Ra-relevantrle-means-a-rile-in
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Deductions from tiers one and two: Connected lending of a capital nature
(bank only)

22221 R {1) GENPRU22221R to GENPRU2.2.235G only-apply to-a bank.
H-a-firm-nas-elestea-to-ignore-an-investment tn-a-Veniure Gapital |

22222 R

22223 R

22224 R

22225 R

urtlesssueh-treatmentwould-be-misteading: [deleted)]

22226 G BIPRU 10.3.13G (Guidance onexposures to trustees) applies to
GENPRU-22225R - [deleted]

22227 R Aloanis connected lending of a capital nature if:
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2y ifalsinto GENPRU-2.2.228R. [deleted]

2.2.228 R Aleanfals-into-thisrulefor-the purposes-ofF GENRPRU-2.2.227R (2,
whether-through-contractual-structural;reputational-or-other-factors:

&

22229 R Aloanisalso connected lending of a capital nature if:

2.2.230 G Itislikely that a loan is not connected lending of a capital nature if:

2.2.231 R A-guarantee-is-connected-lending-of-a-capital-nature-if-itis-a-guarantee

22232 R A guarantee is also connected lending of a capital nature if it is a
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2.2.236

2.2.237

&
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the-lender: [deleted]

Deductions from tiers one and two: Expected losses and other negative
amounts (BIPRU firm only)

approach)- [deleted]

Deductions from tiers one and two: Securitisation positions (BIPRU firm

only)
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Itlne le;slpesule elulneunt_ of see_ullltlse_ttllen pﬁesmens _|ﬁ|||t||e H &d".'g
the-firm's-hon-trading-book: [deleted]

Deductions from tiers one and two: Special treatment of material holdings
and other items (BIPRU firm only)

22238 R

[deleted]

E B BE

22239 R Fhe-treatment-in-the-capital resources-table-of-the-deductions-in

resources gearing rules.

E

2.2.240 G TFhealernative—caledlationn—GENPRU-2.2.239R (3} to—(4)—is—only

has-effectforalpurpeses: [deleted]
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2.2.243

2.2.244

2.2.245

2.2.246

2.2.247

PRA 2013/34

Tier three capital: upper tier three capital resources (BIPRU firm only)

regutrement: [deleted]

R The rules in the table in GENPRU 2.2.245R apply to short term
subelelmate_d dl ebt-that-a Blll“g II"“' |||ellueles ||F|_|ts't|e'| three eap.ltall
resourees-with-the-adjustmentsin-that table: [deleted]

R ble: licati - ital_rul . I ol
[The table in GENPRU 2.2.245R is deleted in its entirety. The deleted
text is not shown.]

Tier three capital: lower tier three capital resources (BIPRU firm only)

R GENPR
[deleted]
’I ' Blll “Qﬁ. I||||||_s ||et| “IteF“III“ t'e:‘d”'g book-profits—ean-its-net-trading

(1)  they are net of any foreseeable charges or dividends and less net
: its other business: and

@ af Kol irorns that have._alreadyt
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2.2.249

2.2.259

2.2.260
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Deductions from total capital: liquid assets (BIPRU investment firm only)

R

mvestment—ﬁmor [deleted]
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2.2.262

2.2.263

2.2.264

2.2.265
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pllny_s:eal s_teellasle;lae_eplt Iellpelsn_lens F“I F_pllylsmal €0 "l'.“ed'“es'
[deleted]

Deductions from total capital: Excess trading book position (bank or
building society only)

R 2. 2.
building-society- [deleted]

R & Fheexeesstradingbookpesitionisthe-excessof

2 b.a”klez' bH'll.d"'gl Seel tety’s-aggreg atel”ﬁ Ie’ R9 l(mell_udmgl

(2)  Only the excess amount calculated under (1) must be deducted.
[deleted]

Public sector guarantees
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2.2.276 R A-BIPRUfirm—maynet-include—a—guaranteefrom—a—state—orpublic

abtherity-in-Hs-capital-reseurees: [deleted]
i Annex Capital resources table for an insurer
R Type of capital Related text Stage
Core tier one (A)
capital
Profit and loss | GENPRU 2.2.85AR; GENPRU
account and other | 2.2.87R to GENPRU 2.2.88R
reserves (taking
into account interim
net losses)
2 Annex .
2 >apitalresources-table for-abank
[deleted]
[GENPRU 2 Annex 2R is deleted in its entirety. The deleted text is not
shown.]

2 Annex . e .
3 Sapital-resourees-table-for-a-butding soeiety

[deleted]

[GENPRU 2 Annex 3R is deleted in its entirety. The deleted text is not
shown.]

2 Annex Capital resources table for a BIPRU investment firm deducting
4 1 hold

[deleted]

[GENPRU 2 Annex 4R is deleted in its entirety. The deleted text is not
shown.]

2 Annex
5

[deleted]
[GENPRU 2 Annex 5R is deleted in its entirety. The deleted text is not
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Guidance on applications for waivers relating to Implicit itemsk

G

Implicit items under the Act

1

The capital resources table does not permit implicit items to be
included in the calculation of a firm's capital resources, except
subject to a waiver under section 138A of the Act. Article 27(4) of
the Consolidated Life Directive states that implicit items can be
included in the calculation of a firm's capital resources, within
limits, provided that the supervisory authority agrees. Certain
implicit items, however, are not eligible for inclusion beyond 31
December 2009 (see paragraph 5). The appropriate-regulater PRA
may be prepared to grant a waiver from the capital resources table
to allow implicit items, in line with the purpose of the Consolidated
Life Directive, and provided the conditions as set out in article
27(4) of the Consolidated Life Directive are met. Such a waiver
would allow an implicit item to count towards the firm's capital
resources available to count against its capital resources
requirement (CRR) set out for realistic basis life firms in GENPRU
2.1.18R and for regulatory basis only life firms in GENPRU
2.1.23R. An implicit item may potentially count as tier one capital
(but not core tier one capital) or tier two capital. Where a waiver
is granted allowing an implicit item as tier one capital, the value of
the implicit item so allowed must be included at stage B of the
capital resources table. If the application of the value of the
implicit item is restricted by GENPRU 2.2.29R, which requires that
at least 50% of a firm's tier one capital resources must be
accounted for by core tier one capital, the remainder may be
included at stage G of the calculation in the capital resources
table, subject to GENPRU 2.2.31G. An implicit item treated as tier
two capital will also be included at stage G of the calculation,
again subject to GENPRU 2.2.81 R. Article 29(1) of the
Consolidated Life Directive requires that implicit items be
excluded from the capital eligible to cover the guarantee fund.
Under GENPRU 2.2.33R a firm must meet the guarantee fund
from the sum of the items listed at stages A, B, G and H of the
capital resources table less the sum of the items listed at stage E of
the capital resources table. The appropriateregutator PRA will
only grant an implicit items waiver if the waiver includes a
modification to GENPRU 2.2.33R to ensure that the implicit item
does not count towards meeting the guarantee fund.

Under section 138A of the Act, the appropriate—regulator PRA

may, on the application of a firm, grant a waiver from PRU. There
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are general requirements that must be met before any waiver can

be granted. As explained in SUP 8, the apprepriateregulator PRA

may not give a waiver unless the appropriate—regulator PRA is
satisfied that:

The appropriate—regulator PRA will assess compliance with the

requirements in the light of all the relevant circumstances. This
will include consideration of the costs incurred by compliance with
a particular rule or whether a rule is framed in a way that would
make compliance difficult in view of the firm's circumstances. For
example, the firm may demonstrate that if an implicit item were not
allowed, the firm would either have to suffer increased (and
unwarranted) costs in injecting further capital resources or operate
with a lower equity backing ratio (see case studies in paragraph
43). Even if a firm can demonstrate a case for an implicit item
waiver, it should not assume that the appropriate—regutater PRA
will grant the capital resources requested, or that any capital
resources will be granted for the full amount of the implicit item
which could be granted, as set out in this annex. The appropriate
regulator PRA will consider each application on its own merits,
and taking into account all relevant circumstances, including the
financial situation and business prospects of the firm.

The Consolidated Life Directive (reflecting the changes introduced
by the Solvency 1 Directive) requires member states to end a firm's
ability to take into account future profits implicit items by (at the
latest) 31 December 2009. Until then, the maximum amount of the
implicit item relating to future profits permitted under the
Consolidated Life Directive is limited to 50% of the product of the
estimated annual profits and the average period to run (not
exceeding six years) on the policies in the portfolio. The
Consolidated Life Directive further limits the maximum amount of
these economic reserves that can be counted to 25% of the lesser of
the available solvency margin and the required solvency margin.
The changes introduced by the Solvency 1 Directive take effect for
financial years beginning on or after 1 January 2004. However, the
Consolidated Life Directive allows for a transitional period of five
years, which runs from 20 March 2002 (the publication date of the
Solvency 1 Directive), for firms to become fully compliant with
these new requirements. fFirms will need to consider the potential
impact of these changes when engaging in future capital planning.
When applying for an implicit item waiver a firm should provide
the appropriateregulator PRA with a plan showing how the firm
intends to maintain its capital adequacy over the period to 31
December 2009. fFirms should also be aware that the appropriate
regulator PRA will typically only grant waivers for a maximum of

Page 60 of 72



PRA 2013/34

12 months.

Zillmerisation

7 | Zillmerisation is an allowance for acquisition costs that are
expected, under prudent assumptions, to be recoverable from
future premiums. fFirms can make a direct adjustment to their
reserves for zillmerisation, subject to the rules on mathematical
reserves. However, where no such adjustment has been made, the

appropriate-regulator PRA will consider an application for a waiver

to take into account an implicit item.

Process for applying for a waiver, including limits applicable when a
waiver is granted

9 | This annex sets out the procedures to be followed and the form of
calculations and data which should be submitted by firms to the

appropriate—regulator PRA. This guidance should also be read in

conjunction with the general requirements relating to the waiver
process described in SUP 8. The appropriateregulater PRA expects
that applications for waivers in respect of future profits and
zillmerising will not normally be considered to pass the “retresult

proteet” “would not adversely affect the advancement of any of the
PRA’s objectives” test unless the relevant criteria set out in this
guidance have been satisfied and an application for such a may
require further criteria to be satisfied for this test to be passed. As
set out below, waivers in respect of either zillmerising or hidden
reserves will not normally be given except in very exceptional
circumstances.

Timing

10 | A long-term insurer may apply to the appropriateregulator PRA
for a waiver in respect of implicit items. A waiver will not apply

retrospectively (see SUP 8.3.6G). Consequently, applications
intended for a particular accounting reference date will normally
need to be made well before that reference date. Applications by
firms must be made to the appropriate—regutater PRA in writing
and include the relevant details specified under SUP 8.3.3D.
Given the uncertainty in predicting the future, waivers will
normally be granted for a maximum of 12 months at a time and
any further applications will need to be made accordingly.

13 | An implicit item waiver in respect of zillmerising or hidden
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reserves is related to the basis on which liabilities or assets have
been valued. In the case of hidden reserves, as explained below,
the granting of a waiver will be dependent on the overall capital
resources of the firm. Waivers in respect of these implicit items
will, therefore, only be made in relation to the position shown in
a particular set of returns and it will be essential for firms to
submit applications to the appropriate—regulater PRA well in
advance of the latest date for the submission of the relevant
return.

14 | Waivers may be withdrawn by the appropriate—regulater PRA at
any time (e.g. where the appropriateregulater PRA considers the

amount in respect of which a waiver has been given can no
longer be justified). This may be as a result of changes in the
firm's position or as a result of queries arising on scrutiny of the
returns.

Information to be submitted

15 | An application for a capital resources waiver (which includes an
application for an extension to or other variation of a waiver)
should be prepared using the standard application form for a
capital resources (see SUP 8 Annex 2D). In addition, the
application should be accompanied by full supporting
information to enable the appropriateregulator PRA to arrive at a
decision on the merits of the case. In particular, the application
should state clearly the nature and the amounts of the implicit
items that a firm wishes to count against its capital resources
requirement and whether it proposes to treat the implicit item as
tier one capital or tier two capital. In order to assess an
application, the apprepriate—regulator PRA needs information as
to the make-up of the firm's capital resources, the quality of the
capital items which have been categorised into each tier of capital
and a breakdown of capital both within and outside the firm's
long-term insurance fund or funds and between the firm's with-
profits funds and non-profit funds. An explanation as to the
appropriateness of the proposed treatment of the implicit item
under the capital resources table should also be provided,
including a demonstration that, in allowing for implicit items,
there has been no double counting of future margins and that the
basis for valuing such margins is prudent.

17 | As a minimum, applications for a future profits implicit item
waiver should be supported by the information contained in
Forms 13, 14, 18, 19, 40, 41, 42, 48, 49, the answers to questions
1 to 12 of the abstract of the valuation report, Appendix 9.4 of
IPRU(INS), the abstract of the valuation report for the realistic
valuation, Appendix 9.4A of IPRU(INS) and Forms 51, 52, 53,
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54 and 58. For a zillmerisation #mpheititem implicit item waiver,
only those items noted above forming part of the abstract
valuation report will normally be needed. Applications for a
waiver in respect of a hidden reserves implicit item will normally
be considered only if accompanied by the information which is
contained in the annual regulatory returns. In particular, the
balance sheet forms, long-term insurance business revenue
accounts, and abstract of the valuation report as set out in
Appendices 9.1, 9.3 and 9.4 of IPRU(INS) should be provided.
This is not to say that a full regulatory return must be provided in
the specified format, simply that the information contained in
these forms should be provided. Where appropriate, the
information may be summarised.

18 | The following supporting information relating to the calculation
of the amounts claimed should be supplied for each type of
implicit item in respect of which a waiver is sought: Future
profits: in addition to information related to the prospective
calculation and retrospective calculation described below, the
profits reported in each of the last five financial years up to the
date of the most recent available valuation under rule 9.4 of
IPRU(INS) which has been submitted to the appropriateregulator
PRA prior to, or together with, the application, and the amounts
and nature of any exceptional items left out of account; the
method used for calculating the average period to run and the
results for each of the main categories of business, both before
and after allowing for premature termination (where the
calculation has been made in two stages); and the basis on which
this allowance has been made. Zillmerising: the categories of
contracts for which an item has been calculated and the
percentages of the relevant capital sum in respect of which an
adjustment has been made. Hidden reserves: particulars, with
supporting evidence, of the undervaluation of assets for which
recognition is sought.

Continuous monitoring by firms

19 | Firms should take into account any material changes in financial
conditions or other relevant circumstances that may have an
impact on the level of future profits that can prudently be taken
into account. fFirms should also re-evaluate whether an
application to vary an implicit item waiver should be made
whenever circumstances have changed. In the event that
circumstances have changed such that an amendment is

appropriate, the firm must contact the apprepriateregulator PRA

as quickly as possible in accordance with Principle 11. (See SUP

8.5.1 R). In this context, the appropriate—regutater PRA would

expect notice of any matter that materially impacts on the firm's
financial condition, or any waivers granted.
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Future profits - factors to take into account when submitting
calculations to support waiver applications

21 | fFirms need to assess prospective future profit (i.e. how much can
reasonably be expected to arise) and compare this to maximum
limits (in article 27(4) of the Consolidated Life Directive), which
relate to past profits.

Future profits - prospective calculation

22 | The application for a waiver should be supported by details of a
prospective calculation of future profits arising from in-force
business. The information supplied to the appropriate—regulator
PRA should include a description of the method used in the
calculation and of the assumptions made, together with the results
arising. From 31 December 2009 at the latest, future profits
implicit items will no longer be permitted under the Consolidated
Life Directive. Where a firm first applies for an implicit item
waiver after GENPRU 2.2 comes into effect, under the
prospective calculation a firm should only take into consideration
future profits that are expected to emerge in the period up to 31
December 2009. Implicit item waivers granted before GENPRU
2.2 comes into effect will continue to operate under the terms of
those waivers, but an application to vary the terms of such a
waiver, for example to extend the effective period, is an
application for a new waiver for which a firm should usually only
take into consideration future profits that are expected to emerge
in the period up to 31 December 2009.

Assumptions

23 | The assumptions made should be prudent, rather than best
estimate, assumptions of future experience (that is, the prudent
assumptions should allow for the fair market price for assuming
that risk including associated expenses). In particular, it would
not normally be considered appropriate for the projected return
on any asset to be taken to be higher than the risk-free yield (that
is, assessed by reference to the yield arrived at using a model of
future risk free yields properly calibrated from the forward gilts
market). It may also be appropriate to bring future withdrawals
into account on a suitably prudent basis. For with-profits
business, the assumptions for future investment returns should
not capitalise future bonus loadings except where the with-profits
policyholders share in risks other than the investment
performance of the fund. Furthermore, the rate at which future
profits are discounted should include an appropriate margin over
a risk free rate of return. Calculations should also be carried out
to demonstrate that the prospective calculation of the future
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profits arising from the in-force business supporting the
application for the implicit item waiver would be sufficient to
support the amount of the implicit item under each scenario
described for wuse in determining the resilience capital
requirement - where the waiver relates to an implicit item
allocated to more than one fund, this should be demonstrated
separately for that element of the implicit item allocated to each
fund. For an implicit item allocated to a with-profits fund, proper
allowance should be made for any shareholder transfers to ensure
that the implicit item is not supported by future profits which will
be required to support those transfers. To the extent, if any, that
future profits are dependent on the levying of explicit expense
related charges (for example as in the case of unit-linked
business) the documentation submitted should include a
demonstration of the prudence of the assumptions made as to the
level at which future charges will be levied and expenses
incurred.

Other limitations on the extent to which waivers for implicit items will
be granted to a realistic basis life firm

24 | Where a waiver in respect of an implicit item is granted to a
realistic basis life firm additional limits may apply by reference
to a comparison of realistic excess capital and regulatory excess
capital including allowance for the effect of the capital
resources. Where the capital resources waiver relates to an
implicit item allocated partly or entirely to a with-profits fund, the
waiver will contain a limitation to the effect that the regulatory
excess capital for that with-profits fund, allowing for the effect of
the capital resources, may not exceed that fund's realistic excess
capital. This limitation will apply on an ongoing basis so that, for
example, in the case of an implicit item allocated to a with-profits
fund, the amount of the implicit item would be limited to zero
whenever the regulatory excess capital exceeded the realistic
excess capital of that fund.

Other charges to future profits

25 | To avoid double counting, no account should be taken of any
future surplus arising from assets corresponding to explicit items
which have been counted towards the capital resources
requirement such as shareholders funds, surplus carried forward
or investment reserves. Deductions should be made in the
calculation of future surpluses for the impact of any other
arrangements which give rise to a charge over future surplus
emerging (e.g. financial reinsurance arrangements, subordinated
loan capital or contingent loan agreements). Deductions should
also be made to the extent that any credit has been taken for the
purposes of INSPRU 1.4.45R(2) for the present value of future
profits relating to non-profit business written in a non-profit fund.
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The information supplied to the appropriateregutater PRA should
identify the amount and reason for any adjustments made to the

calculation of the prospective amount of future profits.

26 | The firm should confirm to the appropriateregulator PRA that the
calculations have been properly carried out and that there are no
other factors that should be taken into account.

Future profits - retrospective calculation

Definition of profits

28 | The estimated annual profit should be taken as the average annual
surplus arising in the long-term insurance fund over the last five
financial years up to the date of the most recent available
valuation which has been submitted to the appropriateregulator
PRA prior to, or together with, the application. For this purpose,
deficiencies arising should be treated as negative surpluses.
Where a firm's financial year has altered, the surplus arising in a
period falling partly outside the relevant five year period should
be assumed to accrue uniformly over the period in question for
the purpose of estimating the profits arising within the five year
period. When there has been a transfer of a block of business into
the firm (or out of the firm) during the period, surplus arising
from the transferred block should be included (or excluded) for
the full five year period. Where a portion of a block of business is
transferred, the surplus included (or excluded) should be a
reasonable estimate of the surplus arising from the portion
transferred.

Double counting

31 | The inclusion of investment income arising from the assets
representing the explicit components of capital resources (as part
of the estimated annual profit for the purpose of determining the
future profits implicit item) would result in double-counting. If
those assets were required to meet the effects of adverse
developments, this would automatically result in the cessation of
the contribution to profits from the associated investment income.
It would clearly not be appropriate for the appropriateregulator
PRA to grant a capital resources waiver which would enable a
firm to meet the capital resources requirement on the basis of
counting both the capital values of the assets and the value of the
income flow which they can be expected to generate.
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33 | Where there is reason to suspect that the elimination of any such
double-counting would reduce a firm's capital resources to close
to or below the required level, or would otherwise be significant,
the appropriate-regutater PRA will request this information with a
view to taking account of this factor in determining the amount of
the implicit item. Additional information concerning investment
income should be furnished with an application for a waiver, if a
firm believes that any double-counting would fall into one of the
categories mentioned above.

Average period to run

34 | The average number of years remaining to run on policies should
be calculated on the basis of the weighted average of the periods
for individual contracts of insurance, using as weights the
actuarial present value of the benefits payable under the
contracts. A separate weighted average should be calculated for
each of the various categories of contract and the results
combined to obtain the weighted average for the portfolio as a
whole. Approximate methods of calculation, which the firm
considers will give results similar to the full calculation, will be
accepted. In particular, the appropriate—regulator PRA will
normally accept the calculation of an average period to run for a
specific category of contract on the basis of the average valuation
factor for future benefits derived from data contained in the
abstract of the valuation report in the regulatory returns. A firm
will be asked to demonstrate the validity of the method adopted
only where an abnormal distribution of the business in force
gives grounds for doubt about its accuracy.

Zillmerising

41 | The appropriate-regulator PRA does not normally expect to grant
a walvers waiver permitting implicit items due to zillmerisation

except in very exceptional circumstances. Zillmerisation is an
allowance for acquisition costs that are expected, under prudent
assumptions, to be recoverable from future premiums. Firms can
make a direct adjustment to their reserves for zillmerisation,
subject to the requirements on mathematical reserves set out in
INSPRU 1.3.43R, and this is the usual approach. However, where
no such adjustment has been made, or where the maximum
adjustment has not been made in the mathematical reserves, the
appropriate—regulator PRA will consider an application for an
implicit item waiver, if the amount is consistent with the amount
that would have been allowed as an adjustment to mathematical
reserves under INSPRU 1.3.43R.

Hidden reserves
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42 | The appropriate—regulator PRA will grant waivers permitting

implicit items due to hidden reserves only in very exceptional
circumstances. These items relate to hidden reserves resulting
from the underestimation of assets. The rules for the valuation of
assets and liabilities (see GENPRU 1.3) which apply to assets and
liabilities other than mathematical reserves are based on the
valuation used by the firm for the purposes of its external
accounts, with adjustments for regulatory prudence such as
concentration limits for large holdings, and would not normally
be expected to contain hidden reserves.

Case studies on "unduly burdensome™

43 | Some examples of situations where the existing rules might be
considered to be unduly burdensome are given below:

e A firm writes with-profits business. The firm's investment
policy is affected by its published financial position.
Application of the rules without an implicit item waiver would
result in the firm adopting a lower equity backing ratio. It may
be possible to demonstrate that, in the circumstances, it would
be unduly burdensome to require the firm to incur costs
(which might prejudice policyholders) resulting from the
lower equity backing ratio, rather than take allowance for an
implicit item.

e A firm has a block of in-force business, on which the future
profits may be reasonably estimated. Application of the rules
without an implicit item waiver would result in a need to
obtain additional capital. It may be possible to demonstrate
that it is unduly burdensome, having regard to the particular
circumstances of the firm, to require it to incur the costs
involved in the injection of further capital rather than take
allowance for an implicit item.

Publicity

45 | The appropriateregutater PRA will publish the capital resources
(see SUP 8.6 and SUP 8.7). Public disclosure is standard practice

unless the appropriateregutater PRA is satisfied that publication

is inappropriate or unnecessary (see section 138AB of the Act).
Any request that a direction not be published should be made to

the appropriateregulator PRA in writing with grounds in support,

as set out in SUP 8.6. Disclosure of a waiver will normally be
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required in the firm's annual returns.

TP : :

7 Pillar-3-capital resources
[deleted]
[The table at GENPRU TP7 is deleted in its entirety. The deleted text is not
shown.]

;—P Miscellaneous capital resources definitions for BIPRU firms
Miscellaneous capital resources definitions for BIPRU firms [deleted]
[The table in GENPRU TP 8 is deleted in its entirety. The deleted text is not
shown.]

;E Further miscellaneous capital resources definitions for BIPRU firms

FurthermisceHaneous-caphtal-resources-definttionsfor BIRRU-firms-[deleted]

[The table in GENPRU TP8A is deleted in its entirety. The deleted text is not
shown.]

TP Miscellaneous capital resources definitions for BIPRU firms: Core tier
8B one capital

capital-[deleted]
[The table in GENPRU TP8B is deleted in its entity. The deleted text is not
shown.]

TP 9 Individual capital guidance for BIPRU firms

trevtdual-capial-guidancefor BIRRU-Frms-[deleted]

[The table in GENPRU TP9 is deleted in its entirety. The deleted text is not
shown.]

Sch 2 Notification and reporting requirements

G
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Handbook Matter to be Contents of Trigger Time allowed
reference notified notification events
[deleted] | assetsratherthan using method | change of
[deleted] | eneinstrumentin | firm's-pesitionafter to-becoming
GENPRU orderto-show-hov: prrehase
tirescale:
adequately stressed,
andhwithoutplanned
recourse to the
resources
requirement and
have-sufficient
financial resources
to-meetthe-averal
; 1 o
rule
[deleted] | efthecapital stage A of the shares are
different classes Fesoeurees the-caseof
of-thesame-share table-classes  existing
type-that-meet-the ofthesame | issued-shares)
] . j i
GE “I P28 Ell.'aﬁtﬁ have dlll_elen_eels H
. ] j j . .
ZI 283;.‘;; Bt voling-Hights: | take-eHeet
. e rihis.
[deleted] | to-ssue-acapital capital the-intended
) I ) | icoue.
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ofissuance-in
accordance with
[deleted] to-inelusion
[deleted] | principalon payment-of
subordinated debt interest or
three-capital
resotreasif-the
resotreas-are-less
than 1209% of its
capital resources
reguirement
[deleted] | eontractual the-Frrm-wiHmeet repayment
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Annex B

Amendments to the Prudential sourcebook for Banks, Building Societies and
Investment Firms (BIPRU)

The entirety of BIPRU is deleted save for:

- BIPRU 12;
- BIPRU, Schedule 3; and
- BIPRU Schedule 6.

The deleted text is not shown.
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