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13 March 2013

Dear Himali

CP12/40 Financial Conglomerates Directive – Technical review amendments

This letter and the appendix, set out our written comments on Part 1 of Consultation Paper 12/40
Financial Conglomerates Directive – Technical review amendments published in December 2012 (the
‘consultation’).

We welcome the opportunity to respond to the consultation in respect of the transposition of the
amendments to the Financial Conglomerates Directive (FICOD) the Insurance Groups Directive (IGD),
the Capital Requirements Directive and the Solvency II Directive into the FSA handbook. We respond
to the specific consultation questions in the Appendix to this letter.

We recognise the limited discretion that exists in implementing the amendments arising from the
Financial Conglomerate Directive Technical Review (2011/89/EU) (FICOD1) and agree with the
approach set out in paragraph 2.4 of the consultation of copying the Directive text into the Handbook
without supplementary provisions or guidance. However, we have a concern over the implementation
of this approach in certain specific areas. In addition, we have some concerns that, in certain areas, the
changes go further than the minimum required by FICOD1.

If you have any queries on the content of this response please contact Mike Vickery (0117 923 4222).

Yours sincerely

PricewaterhouseCoopers LLP
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Appendix – responses to specific consultation questions

Q1 Do you agree with our approach to implementing these amendments by copying the
text of the Directive?

We recognise the limited discretion that exists in implementing the amendments arising from the
Financial Conglomerate Directive Technical Review (2011/89/EU) (FICOD1) and agree with the
approach set out in paragraph 2.4 of the consultation of copying the Directive text into the Handbook
without supplementary provisions or guidance. However, we have a concern over the implementation
of this approach in certain specific areas. In addition, we have some concerns that, in certain areas the
changes to INSPRU 6.1 go further than the minimum required by FICOD1. We set out these concerns
below:

 FICOD1 inserts a new subparagraph 3a into FICOD Article 3. This states that where the smallest
sector does not exceed €6billion, the relevant authorities may decide by common agreement not to
regard the group as a financial conglomerate and requires that, except in exceptional
circumstances, such decisions shall be made public. Paragraph 2.18 of the consultation refers to
this as a 'new waiver condition' implying that and groups wishing to take advantage of this new
provision would be expected to apply for a rule waiver. However, the introduction of new
Threshold Test 3A in the financial conglomerate definition decision tree appears to apply this
exemption automatically without the need for common agreement by the relevant authorities or
the need for making any decision that is then published. As such the introduction of Threshold
Test 3A in the rules as drafted does not appear consistent with the requirements of FICOD1.

 We are concerned that insurance sectoral supervision at the level of a mixed financial holding
company appears to have been introduced both by explicitly applying the requirements to groups
headed by such holding companies and also by expanding the definition of an insurance parent
undertaking to include a mixed financial holding company (thereby expanding the definition of an
insurance group). This appears to lead to some 'double counting' and potential internal
inconsistency of requirements. We believe it would be preferable to leave the definition of an
insurance parent undertaking unchanged and to introduced specific rule requirements in respect
of groups headed by mixed financial holding companies where required by FICOD1 (with the
potential disapplication of requirements to insurance subgroups forming part of a larger MFHC
conglomerate). For example, under the new definitions it is possible that the ultimate EEA
insurance parent undertaking of an insurance group will be a mixed financial holding company
whereas prior to the rule changes the ultimate EEA insurance parent undertaking of that same
group may have been an insurance holding company subsidiary of that mixed financial holding
company. Under the revised rules there would no longer be a ‘hard’ capital test at the level of the
insurance holding company under INSPRU 6.1.15R – it is unclear if this is intentional. It is further
unclear, taking into account the revised INSPRU 6.1.27R(2), whether it is intended that a ‘hard’
capital test under INSPRU 6.1.15R would apply to an ultimate EEA insurance parent undertaking
that is also the mixed financial holding company at the head of the MFHC conglomerate.

 We believe that the reference to ‘the mixed financial holding company’ in INSPRU 6.1.7R(1)(ba)
should refer to ‘the ultimate mixed financial holding company’ to ensure that insurance sectoral
supervision is limited to the ultimate mixed financial holding company (as permitted under Annex
II to IGD).

 As permitted, by FICOD Article 5(2) we believe that the proposed new requirements of SUP
15.9.5R (which stem from FICOD Article 9(4)) regarding public disclosure, and provision to FSA,
of information legal structure and governance and organisational structure should only be applied
to the largest EEA financial conglomerate and not to any sub-groups that are also financial
conglomerates.
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 As a point of drafting, in the amended financial conglomerate definition decision tree (GENPRU 3
Annex 4) a ‘Yes’ arrow is missing between the box dealing with Article 2(14)(a) and the box dealing
with Threshold Test 1 and arrowheads are missing from the lines joining certain other boxes.

Q2 Do you agree with the manner in which we require conglomerate stress testing to be
undertaken?
We have no comments on this question.

Q3 Do you agree that the financial conglomerate, having consulted the PRA/FCA, should
choose which calculation method it will apply?
We welcome the proposal to allow financial conglomerates to choose (after consultation) the method
they will apply for the calculation of group solvency.

However in one area it is unclear how the rules will operate. Paragraph 3.6 of the consultation notes
that for an insurance led conglomerate ‘method 3’ (‘higher of the book value and capital requirement
deduction’) is currently applied to ancillary services undertakings. Paragraph 3.7 notes that, as
FICOD1 removes method 3, a rule change is required to apply a different method. Paragraph 3.12
notes that under the revised rules ancillary services undertakings will now be consolidated by
insurance led conglomerates. However the insurance sectoral rules (INSPRU 6.1.62R – 6.1.64R) which
effectively require a ‘higher of the book value and capital requirement deduction’ approach for
ancillary services undertakings are unchanged. Therefore, for ancillary services undertakings subject
to the insurance sectoral rules (which by virtue of GENPRU Annex 1 5.4(3) will include all ancillary
insurance services undertakings) the intended change does not appear to have been made.

Q4 Do you agree with the method by which we intend to collect conglomerate capital
data?
We welcome the proposal to allow firms to agree with their supervisor the form in which the data will
be collected.

However regarding the groups to which reporting requirements apply to we have a concern that the
new wording proposed as IRPU(INS) 9.40R(2)(c) to disapply reporting requirements to certain
subgroups is not clear. The wording would appear to give an exemption to a group headed by an
insurance parent undertaking in the EEA which is a subgroup of an insurance group headed by an
ultimate insurance parent undertaking which does not have its head office in the EEA. Given a ‘hard’
capital requirement applies at the level of the EEA insurance parent undertaking it is unclear why such
an exemption would be intended.

Q5 Do you agree with our cost benefit analysis?
We have no comments on this question.


