)

Changes to the DBB (Investment Business)

Handbook since April 2007

The following lists all the amendments that have been made to the DPB (Investment Business)
Handbook. Some of the changes described in this document have been overtaken by subsequent
changes.

Changes Effective from
1. Implementing the Insurance Distribution Directive 1 October 2018
2. Renaming of the Handbook 1 April 2016

3. Transition to the Financial Conduct Authority 1 April 2013

4. Firms’ eligibility to be DPB licensed 1 January 2011
5. Sale and rent back agreements 1 July 2009

6. Professional Indemnity Insurance requirements under the Insurance 1 March 2009

Mediation Directive

7. Definition of a pure protection contract 6 June 2007
8. Home reversion plans and home purchase plans 6 April 2007
9. Rights under a personal pension scheme 6 April 2007
10. Corporate finance 6 April 2007
11. Financial promotions 6 April 2007
12. Minor amendments 6 April 2007
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1. IMPLEMENTING THE INSURANCE DISTRIBUTION DIRECTIVE

The implementation of the Insurance Distribution Directive (IDD) in the UK means that changes
have had to be made to the DPB (Investment Business) Handbook, effective from 1 October 2018.
The IDD aims to ensure harmonisation of insurance regulation across the EU, creating a consistent
regulatory framework to raise conduct standards and improve consumer protection. The IDD
applies to insurers, insurance intermediaries, price comparison websites/aggregators and ancillary
insurance intermediaries.

As well as the changes listed below, where the Handbook previously used the term insurance
mediation this have been changed to insurance distribution.

- Explanation of change

2.04(c)

2.07(d)(iii)

2.07(m)(i)

2.07(m)(ii)

2.07(n)

2.11(K)

3.12

3.13

List B, examples
4 and 9

Addition of a new declaration that with a holding of more than 10% in the firm
or persons which have close links with the firm will not prevent the exercise by
the Institute of its supervisory functions.

Remainder of 2.04 is renumbered.

New requirement to inform ICAEW of changes to the firm’s shareholders or
individuals or entities with close links or otherwise connected to the firm

Uplift in the euro amount of PII to at least €1,250,000 for each claim and
€1,850,000 per annum for all claims

New requirement that where the firm undertakes insurance distribution
activities outside of the United Kingdom, but within the EU, its professional
indemnity insurance must meet the limits in i) above and also cover the whole
of the territory of the EU.

Additional guidance is also provided about PII.

New requirement that each principal and anyone the firm employs to do any
insurance distribution activity or permits to be involved in any insurance
distribution activity is, and continues to be, a fit and proper person.

Obligation imposed on ICAEW to deal with applications for a licence within
three months of the submission of a complete application, and notify the
applicant promptly of the decision whether or not to grant a licence.

A new regulation which sets out that a firm may only provide insurance
distribution activities as an ancillary insurance intermediary and prohibits the
distribution of large risks and insurance based investment products.

A new regulation dealing with the way a firm remunerates or otherwise
incentivises its employees in the context of insurance distribution activities.

Additional detail added around the activities a firm can carry out without
needing to be licensed.
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Part 4
Conduct of
business code

4.02

4.03(9)

4.05(b)

4.08(b)

4.15(b)

4.17

4.18

4.26

4.27

Part 4
Schedule 1

Part 4
Schedule 2

Part 8

Part 9

Explanation of how information may be provided including detail on what
constitutes a durable medium

Guidance that all communication with clients or potential clients should be
clear, fair and not misleading.

New requirement that the firm must disclose that the firm is an ancillary
insurance intermediary in relation to the conduct of insurance distribution
activities.

Also new guidance about how information should be communicated to clients

New requirement that all principals and staff within a licensed firm who
undertake insurance distribution activities have to comply with the Handbook.

New requirement that all complaints are acknowledged in writing.
There is also new guidance on complaints resolution after regulation 4.09.

New requirement about the disclosure of the remuneration received by the firm
to the client.

Also new guidance about this disclosure.

New requirement that an insurance policy should be consistent with the client’s
demands and needs.

Expansion of the requirements relating to demands and needs and additional
guidance.

New regulation to only use the services of registered insurance and
reinsurance intermediaries or ancillary insurance intermediaries.

New regulation about cross selling of insurance products.

Minor amendment to specimen engagement letter text due to updating to use
the expression insurance distribution activities instead of insurance mediation.

Guidance on demands and needs updated.

Explanation of the term “branch” added.

New definitions added for the following terms:
- Ancillary insurance intermediary
- Close links
- Durable medium
- IDD
- Insurance based investment product
- Insurance distribution activity
- Large risks
- Reinsurance distribution
- Remuneration
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2. RENAMING OF THE HANDBOOK

As a consequence of the approval and implementation of ICAEW'’s arrangements for consumer
credit which also utilise ICAEW'’s role as a designated professional body (DPB), as from 1 April
2016, the DPB Handbook has been renamed the DPB (Investment Business) Handbook.

3. TRANSITION TO THE FINANCIAL CONDUCT AUTHORITY

On 1 April 2013 the FSA was replaced by two new regulatory bodies, the Prudential Regulation
Authority (PRA) and the Financial Conduct Authority (FCA).The FCA has the lead regulatory
interest in the designated professional body regime.

This has meant that we had to make changes to the DPB Handbook which contains frequent
references to the FSA. Therefore all references to the Financial Services Authority or FSA have
been replaced by the Financial Conduct Authority or FCA.

The majority of these changes are presentational. One change that affects firms is that the name of
the FSA Register has changed to the Financial Services Register and the website address for the
register has also been changed to www.fca.org.uk/register . This means the text for suggested
paragraph for engagement letters in Schedule 1 of Part 4 of the Handbook has changed as the text
referred to both the FSA and the FSA register and firms will need to make equivalent changes to
their engagement letters. Our engagement letter helpsheet has also been updated.

We share a common handbook with CARB and ICAS. These bodies have taken the opportunity to
make amendments to the Handbook reflecting changes to their own regulatory arrangements.
These changes have no impact on ICAEW licensed firms.

4. FIRMS’ ELIGIBILITY TO BE DPB LICENSED

Firms are increasingly adopting more complex structures which may result in all principals being
limited companies or LLPs. Under the current DPB licensing arrangements, such firms cannot
become or continue to be DPB licensed as the DPB Handbook requires at least one principal to be
a natural person. From 1 January 2011, to enable such firms to be DPB licensed, a change has
been made to regulation 2.03 to remove the requirement that at least one principal must be a
member of one of the Institutes. The Handbook will be changed in time for the 1 January 2011
implementation date.

Consequential amendments have also been made to ensure that in certain circumstances a role or
function is undertaken by a natural person - see regulation 2.09 (service of documents), regulation
4.07 (complaints resolution) and the definition of contact partner.

5. SALE AND RENT BACK AGREEMENTS

Sale and rent back involves individuals (often those in financial difficulty) selling their home, usually
at a discount, and obtaining an agreement to remain in the property for a set period - typically
through an assured shorthold tenancy of six to 12 months. They are being regulated by the FSA
because of the risk of consumer detriment.

From 1 July 2009, only FSA authorised firms have been able to recommend to an “agreement
seller” (ie the person whose house is to be rented back) or an “agreement provider” (the person
who will buy the house) to enter into such an agreement. DPB firms are able to comment on that
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advice and advise on variations to an agreement (provided this does not effectively produce a new
agreement).

Sale and rent back agreements are dealt with in the legislation in a very similar manner to other
types of home finance, so the new material has been introduced into the DPB Handbook by the
addition of a new definition “regulated sale and rent back agreements” and by the inclusion of that
expression in the definition of regulated home finance plan. Regulated home finance plans now
include regulated mortgages, home reversion plans, home purchase plans and regulated sale and
rent back agreements.

6. PROFESSIONAL INDEMNITY INSURANCE REQUIREMENTS UNDER
THE INSURANCE MEDIATION DIRECTIVE

Because of an escalation clause in the Insurance Mediation Directive, the PIl amounts are
increasing with effect from 1 March 2009. The revised amounts of €1,120,200* per claim and
€1,680,300 in total apply to policies renewing or commencing on or after 1 March 2009. Although
the amounts of required insurance are denominated in euros, there is no need to obtain insurance
in euros, just its sterling equivalent. Paragraph 2 in the notes to Part 2 the DPB Handbook sets out
how to establish appropriate sterling values. The change is only relevant to licensed firms who
conduct activities relating to insurance.

The only changes to the handbook are to insert the increased euro amount in regulation 2.07(m)
and in the notes to Part 2.

7. DEFINITION OF A PURE PROTECTION CONTRACT

As from 6 June 2007, the definition of a pure protection contract has been amended to remove the
age and ten-year term condition in the definition.

The definition of a qualifying contact of insurance in part 9 of the handbook, which includes
reference to pure protection contracts, has been amended in line with the FSA changes, as
follows:

Qualifying contract A life policy other than a pure protection policy and including a pension
of insurance contract. It is a contract of long-term insurance but excludes:

a areinsurance contract; or

b acontract in respect of which the following conditions are met:

i) The benefits under the contract are payable only on death or in
respect of incapacity due to injury, sickness or infirmity;

i) The contract has no surrender value, or the consideration
consists of a single premium and the surrender value does not
exceed that premium; and

iii) The contract makes no provision for its conversion or extension in
a manner which could result in it ceasing to comply with any of
the above conditions.

1 These amounts were subsequently increased to €1,250,000 for each claim and €1,850,000 per annum for
all claims, effective from 1 October 2018. See 1 above.
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8. HOME REVERSION PLANS AND HOME PURCHASE PLANS

As home reversion plans and home purchase plans are dealt with in the legislation in a very similar
manner to regulated mortgages, the new material has been introduced into the handbook mainly
by the addition of new definitions. Thus there are new definitions for home reversion plans and
home purchase plans, a definition for related party, which is only used in other definitions, and a
definition of regulated home finance plan. This is simply an omnibus term to refer to regulated
mortgages, home reversion plans and home purchase plans as appropriate in the body of the
handbook.

The revised definitions? as included in part 9 the handbook are as follows:

Regulated home e Regulated home purchase plan
finance plan e Regulated home reversion plan
¢ Regulated mortgage contract

The term ‘regulated home finance plan’ means all or any of the above.
References to a lender in the Handbook also include, where
appropriate, a “home purchase provider” and a "plan provider" as set
out in the definitions of regulated home purchase plan and regulated
home reversion plan respectively.

Regulated home A home purchase plan is a regulated home purchase plan if at the time
purchase plan it is entered into the following apply:

a the plan is one under which a person (the "home purchase
provider") buys an interest or an undivided share of an interest in
land (other than timeshare accommaodation) in the United Kingdom;

b  where an undivided share of an interest in land is bought, the
interest is held on trust for the home purchase provider and the
individual or trustees mentioned in paragraph (c) as beneficial
tenants in common;

c the plan provides for the obligation of an individual or trustees (the
"home purchaser") to buy the interest of the home purchase
provider over the course of or at the end of a specified period; and

d the home purchaser (if he is an individual) or an individual who is a
beneficiary of the trust (if the home purchaser is a trustee), or a
related person, is entitled under the arrangement to occupy at least
40% of the land in question as or in connection with a dwelling
during that period, and intends to do so;

Note, a home purchase plan entered into before 6 April 2007 is not a
regulated home purchase plan unless it is varied after that date to such
an extent that a new plan is created to which the above criteria apply.

Regulated home A home reversion plan is a regulated home reversion plan if at the time
reversion plan it is entered into the following apply:

2 These are the revised definitions as at 6 April 2007 and therefore do not include changes after that date. In
particular, the definition of regulated home finance plan does not include sale and rent back agreements, as
these did not become regulated until 1 July 2009. See 5 above.

DPB IB Handbook changes to 011018.docx Page 6 of 9



a the planis one under which a person (the "plan provider") buys all
or part of an interest in land (other than timeshare accommodation)
in the United Kingdom from an individual or trustee (the "reversion
seller";

b  the reversion seller (if he is an individual) or an individual who is a
beneficiary of the trust (if the reversion seller is a trustee), or a
related person, is entitled under the plan to occupy at least 40% of
the land in question as or in connection with a dwelling, and intends
to do so; and

c the plan specifies one or more qualifying termination events, on the
occurrence of which that entitlement to occupy will end.

A qualifying termination event means:

e the person becomes a resident of a care home;

o the person dies;

e the end of a specified period of at least twenty years beginning with
the day on which the reversion seller entered into the arrangement.

Note, a home reversion plan entered into before 6 April 2007 is not a
regulated home reversion plan unless it is varied after that date to such
an extent that a new plan is created to which the above criteria apply.

Regulated mortgage A mortgage contract is a regulated mortgage contract if at the time it is
contract entered into the following apply:

a The contract is one under which a person ("the lender") provides
credit to an individual or to trustees ("the borrower");

b  The contract provides for the obligation of the borrower to repay to
be secured by a first legal mortgage on land (other than timeshare
accommaodation) in the United Kingdom; and

c Atleast 40% of that land is used, or is intended to be used, as or in
connection with a dwelling by the borrower or (in the case of credit
provided to trustees) by an individual who is a beneficiary of the
trust or a related person.

Note, a mortgage contract entered into before 31 October 2004 is not a
regulated mortgage contract unless it is varied after that date to such an
extent that a new contract is created, to which the above criteria apply.

Related person e A person’s spouse or civil partner;

o A person (whether or not of the opposite sex) whose relationship
with another person has the characteristics of the relationship
between husband and wife; or

e A person's parent, brother, sister, child, grandparent or grandchild.

In the case of a person who is a trustee, a related person is a
beneficiary of the trust.
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Note: this definition is only used in the definitions of regulated home
purchase plan, regulated home reversion plan and regulated mortgage
contract.

Part 3, schedule 1, has been amended to include home reversion plans and home purchase plans
in the list of prohibited activities.

The other main changes are to use the new definitions in the following sections:

e Part 3, schedule 2, tables 2A, 2B, 2C and 2D- activities that a licensed firm can undertake.

e Part 3 schedule 4, list B- guidance on work that is not a regulated activity.

e Part 3, schedule 7 — guidance on mortgage business activities, now renamed as guidance on
home finance business activities. (Also added, a new example of assisting a client with
completing a application form for a regulated home finance plan.)

e Part 3, schedule 9 guidance to assist on deciding whether an activity can be undertaken within
the scope of the Designated Professional Body arrangements, lists A and B.

o Part 4 Regulation 4.23.

9. RIGHTS UNDER A PERSONAL PENSION SCHEME

Rights under a personal pension scheme became regulated as “securities”. This is in addition to
the regulation of any underlying life assurance contract, which is a “qualifying contract of
insurance” and forms the basis of many personal pension schemes.

The new definition of personal pension scheme is included in part 9 the handbook as follows:

Personal pension
scheme

A scheme or arrangement which is not an occupational pension scheme
or a stakeholder pension scheme and which is comprised in one or more
instruments or agreements, having or capable of having effect so as to
provide benefits to or in respect of people:

a on retirement,
b on having reached a particular age, or
c on termination of service in an employment.

“Rights under a personal pension scheme” are regulated as “securities”.
This is in addition to the regulation of any underlying life assurance
contract, which is a “qualifying contract of insurance” and which forms
the basis of many personal pension schemes.

However, “rights under a personal pension scheme” is a wider concept.
A personal pension scheme now describes the vehicle in which the
investment sits and includes Self Invested Personal Pension schemes
(SIPPs). The rights include some or all of the rights to:

e make payments to the scheme,

o withdraw sums from the scheme in certain circumstances,

e transfer value to another scheme,

e place property into the scheme,

e receive benefits from the capital or income of the assets in the
scheme,
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e instruct the scheme operator on the assets to buy or sell for the
scheme,

e instruct the scheme operator to switch funds,

e appoint a manager,

e instruct the scheme operator to borrow money to purchase assets.

Consequential amendments to the handbook to reflect the above definition are as follows:

o Part 9, deletion of the reference to ‘stakeholder’ in the definition of security.

e Part 3, schedule 1 — list of prohibited activities.

o Part 3, schedule 2, table 2A — guidance on regulated activities that may be provided by a
licensed firm.

e Part 3 schedule 4, list B - guidance on work that is not a regulated activity. (Also added, a new
example of arranging to place an asset in a scheme at the client’s request.)

e Schedule 9 - guidance to assist on deciding whether an activity can be undertaken within the
scope of the Designated Professional Body arrangements, lists A and B.

10. CORPORATE FINANCE

Further examples have been added to part 3, schedule 5, which offers guidance on corporate
finance activities. These cover company formations, valuations, share issues, minority sale of
shares and a family reorganisation of shareholdings. The insertion of the new examples has led to
a renumbering of the situations listed in schedule 5. Example 13 (previously 12) has been
amended to include a reference to company secretarial work.

11. FINANCIAL PROMOTIONS

The need for additional wording in the engagement letter about financial promotions at the point
where the client signs (part 4, schedule 1) has been deleted.

12. MINOR AMENDMENTS

e The transitional arrangements have been reduced to details of major changes to the
Handbook.

e The list of key legislation in paragraph 19 of the introduction has been amended.

e The flow chart of types of investment in the introduction has been amended.

e Regulation 2.07d has been amended as the previous version could have been interpreted as
only requiring notification to the Institute if a principal changes his name, not if a new principal
joined the firm.

e Schedule 1 of part 3 now includes two further activities that DPB firms cannot undertake, the
issue of electronic money and giving basic advice on stakeholder products (i.e. selecting which
product to have). This has resulted in the re-numbering of the schedule.

e Example 7 of part 3, schedule 6 insurance activities has been amended from any firm to a
DPB or authorised firm to better reflect what is likely to happen in practice, as indicated in the
‘is it regulated’ column.
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