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Introduction

The New Bank Start-up Unit has been set up by the UK’s financial regulators, the Prudential
Regulation Authority and the Financial Conduct Authority, to give you the information and support
you need if you're thinking of becoming a new bank in the United Kingdom.

Any firm that wants to be a bank (which means carrying on the regulated activity of accepting
deposits) must be authorised to do this by the PRA, which it will only do if the FCA is also content for
it to be authorised.

This guide includes five sections with useful information for you to use if you’re thinking of setting
up a bank. This information can also be found on our website
www.bankofengland.co.uk/pra/nbsu/Pages/default.aspx.

Thinking about becoming The.EarIy Stages s.ection .goes b.ack to basics, including whether
2 setting up a bank is the right thing for you, and what the

a bank? i )

alternatives might be.

Early stages

If you decide that you want to become a bank, you may find the
Pre-application section helpful. It includes details of the pre-
application meetings which, in our experience, have been
helpful to both sides as we share our expectations and you can
work out what this means for you and your resources.

What do you need to do to
get started?

Pre-application

You can look ahead to find out what happens when you apply to
become a new bank in the Application section. The application
section includes information about what we will assess, and how
Application long it could take to give you a decision. It also takes you to an
optional stage in the process, called mobilisation.

What happens when you
apply to become a bank?

The Mobilisation section sets out how you can build out your
new bank with confidence. Based on our discussions with you,
we may authorise you while you secure further investment, staff

Mobilisation and IT, for instance.

How can you build out your
bank with confidence?

When you’re fully authorised, you’ll want to know more about
what regulatory life is like as a new bank in the United Kingdom.
What can you expect in the early days of being supervised, and
After authorisation in subsequent years? Answers to these, and other questions, are
set out in the after Authorisation section.

What's life like as a new
bankin the United Kingdom?

If there are any words or phrases that you don’t understand, or a question that comes to mind,
please check the FAQs (Appendix 1). We also have glossaries in the PRA Rulebook and FCA
Handbook. If you have any queries about becoming a new bank you can also email
NewBankStartupUnit@bankofengland.co.uk or call 020 3461 8100.



http://www.bankofengland.co.uk/pra/nbsu/Pages/default.aspx
http://www.prarulebook.co.uk/rulebook/Glossary/Rulebook/211130/15-01-2016/A
https://www.handbook.fca.org.uk/handbook/glossary/
https://www.handbook.fca.org.uk/handbook/glossary/
mailto:NewBankStartupUnit@bankofengland.co.uk

Thinking about becoming a new bank?

Early stages

This section includes questions to ask yourself if you're thinking about becoming a new bank, and
next steps.

e Is setting up a new bank right for you?

e Whatis a bank?

e What are the alternatives?

e Things to consider if you decide setting up a bank is right for you

Is setting up a new bank right for you?

Depending on your business plan or the activities you want to undertake, setting up a bank may not
be the only, or in some cases, the most appropriate option. There are a number of alternatives to
becoming a bank which allow you to provide some of the services that banks offer at a potentially
lower cost than setting up a bank.

For example, if you want to take deposits and lend money on a not-for-profit basis to individuals
who reside in a specific part of the country or work in the same industry, a credit union may be more
appropriate. If you want to lend to local small businesses or non-profit organisations, setting up a
community development finance institution may be an alternative.

While there are varying degrees of legal restrictions placed on the scope or size of some of these
alternative options, these are matched by differing levels of regulation.

What is a bank?

It’s really important to define this clearly. A bank is an entity that carries out deposit-taking
business. More specifically the PRA Rulebook defines a ‘bank’ as:
1. afirm with a Part 4A Permission to carry on the regulated activity of accepting deposits and
is a credit institution, but is not a credit union, friendly society or a building society; or
2. an EEA bank (EAA banks are in general subject to their home regulatory regime and are
therefore excluded from the definition).
In addition, the Financial Services and Markets Act 2000 (Regulated Activities) Order 2001 sets out
the definition of the regulated activity of accepting deposits (see Chapter Il Accepting Deposits). This
definition also clearly stipulates that money received by way of deposit is lent to others. You should
consider your business plans to see if it falls within this definition.

What are the alternatives?

You can use our ‘Should | become a bank?’ factsheet (Appendix 3) to see whether you might be a
bank, or if an alternative might be more appropriate for what you want to do. See also our
‘Alternatives to being a bank’ factsheet (Appendix 4) which includes more information about each of
the alternatives.



http://www.prarulebook.co.uk/
http://www.legislation.gov.uk/uksi/2001/544/contents/made
http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/shouldibecomeabank.pdf
http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/alternativestobeingabank.pdf

Things to consider if you decide setting up a bank is right for you

If you have considered the alternatives and have concluded that setting up a bank is the right route,
there are some important things to consider before contacting us to start the authorisation process.
Questions include:

e Do you need to go through the authorisation process?

e What if your firm is already authorised?

e  What will your bank do and how will it do it?

e Do you need to undertake any other regulated activities?

e What is the new bank authorisation process?

e When can you call yourself a bank?

e How can you access payment systems?

e What are the next steps?

Do you need to go through the authorisation process?
Depending on where your new bank will be based and whether you are currently operating as a
bank elsewhere you may or may not need to go through the new bank authorisation process:

e if your new bank will be headquartered in the UK you will need to go through the new bank
authorisation process and be authorised by the PRA and regulated by the PRA and the FCA.

e if you are already authorised as a bank elsewhere in the European Economic Area (EEA) then
you can ‘passport’ into the UK directly, without applying to the UK regulators — further
details on passporting can be found here. However, if you want to open a subsidiary in the
UK, you will need to go through the new bank authorisation process and be authorised by
the PRA and regulated by the PRA and the FCA.

e international banks headquartered outside the EEA may operate in the UK through a branch,
a subsidiary or both. You will need to go through the new bank authorisation process for
either approach and will then, if successful, be authorised by the PRA and regulated by the
PRA and the FCA. Please see the ‘International banks’ factsheet (Appendix 5) for further
details.

What if your firm is already authorised?

If your firm is already authorised you will need to apply to vary your permissions to add deposit-
taking. While this is a different type of authorisations transaction, you will need to follow the same
process as a new bank and you should start pre-application activities with us as normal.

What will your bank do and how will it do it?
Before contacting us you should consider the following key areas, as these are things we will initially
want to focus on:

e Business plan — What products will you offer and who will you offer them to? Please
consider questions like: Will you have physical branches or not? How will the bank make
money?

e Senior management, the board and governance - Who will run the bank and how will they
do it?

¢ Financial resources - How will the bank be funded?

e IT strategy — What systems will your bank need and who will operate them?

e Outsourcing — What will you do in-house and what will you outsource?

We would encourage all applicants to read 'A review of requirements for firms entering into or
expanding in the bank sector' and the subsequent progress review which are both available here.
Although these were published in 2013 and 2014 respectively, they are still very relevant and include
some material not available elsewhere, particularly the information in both documents on the PRA’s
approach to setting capital and liquidity requirements for new banks.


https://www.the-fca.org.uk/passporting?field_fcasf_sector=251&field_fcasf_page_category=unset
http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/internationalbanks.pdf
http://www.bankofengland.co.uk/pra/Pages/publications/reports/2014/reviewrequirements.aspx

Do you need to undertake any other regulated activities?

Depending on your business plan and the products you plan to offer, you will also need to consider
any other regulated activities that your bank will undertake. For example, if you plan to offer any of
the following you will need to be authorised by us:

e mortgages;
e consumer credit; and/or
e insurance mediation.

What is the new bank authorisation process?

Setting up a new bank requires agreement from both regulators. While the PRA make the final
decision on an application, the PRA can only authorise a new bank with the FCA’s consent. If the FCA
concludes that it cannot provide its consent, the PRA will be unable to authorise a new bank.

Authorisation is a structured process which is made up of the following distinct stages:
e pre-application — working with us to prepare your application to become a new bank;.
e application - submitting your application for us to consider and use to decide whether to
authorise your new bank; and
e mobilisation — an optional stage where the new bank, once authorised, completes its set up
before starting to trade fully.

When can | call myself a bank?

Not yet. The use of certain sensitive words such as ‘bank’ and 'banking’ in registered company
names is controlled by legislation in order to prevent the public from being misled. A firm cannot
call itself a bank until it has been authorised.

You may begin the application process as ‘Example Ltd’ but only when you are authorised can you
call yourself ‘Example Bank Ltd’.

Website domain names and email addresses are controlled in a similar way and you should seek the
FCA’s consent before purchasing domain names that use sensitive words including ‘bank’ and
‘banking’.

There is further information on sensitive business names here.

How can you access payment systems?
A payment system, put simply, is a means of moving money. All newly authorised banks will need
access to payment systems.

You should consider your options for accessing payment systems as early as possible in order to be
able to adequately reflect these in your plans. Firms can access a payment system through either
direct access (where they have a direct relationship with the payment system operator (PSP)) or
indirect access (where a direct PSP acts as their sponsor). Further information about direct and
indirect access can be found on the Payment Systems Regulator and Payments UK websites.

What are the next steps?
When you are ready to start the process, you should contact us and we will arrange an initial pre-
application meeting with you.


https://www.the-fca.org.uk/sensitive-names?field_fcasf_sector=unset&field_fcasf_page_category=unset
https://www.psr.org.uk/psr-focus/access
http://www.accesstopaymentsystems.co.uk/

What do you need to do to get started?

Pre-application

This section covers the things for you to consider during the pre-application stage, and what
happens next, including:

e What is the purpose of the pre-application stage?
e What do the pre-application meetings with us involve?
e What are our expectations of you and what you can expect from us?
e What are the pre-application timeframes?
e How do you start the pre-application process when you’re ready?
e What are the next steps?
You may find it helpful to refer to the FAQs which include information on Small Specialist Banks,

technology and the use of consultants.

What is the purpose of the pre-application stage?

Our experience tells us that meeting with prospective new banks before they submit their
application can be highly beneficial for both parties. Experience has also taught us that a number of
structured formal meetings will help you:
e understand the authorisation process and what happens at the various stages;
e understand our expectations of you and in particular the PRA’s and the FCA’s Threshold
Conditions (Appendix 6);
e identify any particular concerns that we might have early on and help you to decide whether
you want to spend time and money on an application that may not progress further; and
e submit as complete an application as possible.
However, you do not have to meet us before you submit an application. You can send your
application to us at any time and we will use our statutory powers as set out in FSMA to reach a
decision on your application.

At the end of the pre-application process we expect that you will have a clearer understanding of
the resource implications for you and that your application, when you submit it, will be of
sufficient quality for us to reach a decision as quickly as possible.

What do the pre-application meetings with us involve?

The pre-application meetings are intended to support your progress through the pre-application
process and help you to submit an application as complete as possible. We have found that three
meetings are sufficient (with the potential for additional meetings depending on whether you take
the mobilisation route and/or your proposals include the need for innovative or particularly complex
IT systems or the outsourcing of key operational aspects of your business).

e Initial meeting — This is held after you submit your draft Business Plan. It provides an
opportunity for you to discuss your plan and ask us questions about the authorisation
process including whether or not mobilisation is appropriate for you. We will provide written
feedback for you to respond to in your Business Plan.

e Feedback meeting— This is held after you have submitted, and we have reviewed, your
updated Business Plan, which includes feedback from the initial meeting. We will again
provide feedback which you will be expected to address in your Business Plan.


http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/nbsufaqs.pdf
http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/thresholdconditionsfactsheet.pdf
http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/thresholdconditionsfactsheet.pdf

e Mobilisation and/or IT/outsourcing meeting (optional) — We may arrange this meeting if
you are going to take the mobilisation route and/or your proposed business is particularly
dependent on IT or outsourcing arrangements.

e Challenge session — This is held just before you submit your application with the aim of
discussing your proposals in depth and with us providing detailed challenge on the content
of your near-final Business Plan. You will be expected to incorporate feedback from the
Challenge session in your application.

We will explain any changes to the content and number of pre-application meetings we have with
you, as needed. Please remember these meetings provide you with the opportunity to discuss your
plans and progress in detail face-to-face with us outside of the statutory timeframes that will apply
when you submit your application.

e The meetings will typically be held at either the PRA’s or FCA’s offices in London where
you will be expected to attend in person rather than by telephone or video conference.
Exceptions will primarily be for internationally headquartered banks.

e You should send materials to us a minimum of 10 working days (15 working days for a
challenge session) before the meeting. This will allow us to review them thoroughly before
we meet. If you cannot meet this deadline we may have to reschedule the meeting.

e Your advisors or consultants are welcome at all pre-application meetings but we do not
expect them to speak on your behalf.

e We will send you an agenda before all meetings which will centre on your explanation of
the materials that you have sent us and the attendees from each regulator.

e After each meeting we will provide you with formal written feedback.

What are our expectations of you and what can you expect from us?

The table below outlines what you can expect from us and what we expect from you during the pre-
application process.

You will: We will:

e Address or incorporate any feedback e Aim to have the minimum number of
provided by us into your Business Plan meetings with you during the pre-
before moving to the next stage. application stage.

e Develop your plans, complete the e Attend all meetings unless we advise you
necessary work, prepare and send otherwise.
materials in good time for meetings
with us.

e Be open, honest and co-operate with e Be open, honest and give clear feedback
us. on your proposals.

e Provide all information that you think e Not provide a consultancy service. You
we should be aware of. should engage others if you need this.

e Ensure key individuals at your firm who e Beinvolved in the pre-application process
will drive the proposition forward are and will ensure it is as seamless as
involved throughout the process and possible.

attend the pre-application meetings.

What are the pre-application timeframes?

The pace at which you progress through the pre-application stage is largely up to you. We expect
you to keep us up to date on progress and will endeavour to hold pre-application meetings in as



timely a way as possible. If, however, we do not hear from you for six months we will assume that
you do not want to proceed with your application.

How do you start the pre-application process when you’re ready?
To start the pre-application process, you should contact us and we will arrange an initial meeting.
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Initial meeting

The initial meeting gives you an opportunity to discuss your plans with us and for us to understand
them. It will also allow us to highlight any areas we consider you will need to address before you can
move further through the pre-application stage. You will also have the opportunity to ask us
guestions about the authorisation process.

In this section you can find out more about the initial meeting including:

e What do you need to know and do?

e What needs to happen before the meeting?
e What will happen at the meeting?

e What is mobilisation and is it right for you?
e What are the next steps?

What do you need to know and do?

In advance of the initial meeting we will ask you to prepare a high-level summary in the form of a
draft business proposition. As a minimum, this should contain the following:

e an explanation of why you want to be a bank; and
e your initial business proposition and strategy including:
— business plan — details of market research, what products you will be offering,
how you will offer them and your target market;
— sources of funding — how you propose to fund the business and whether you
have any investors and/or funding in place;
— owner and controllers — details of proposed owners and controllers, as far as
they are known;
— corporate governance — details of structure, board, senior management and
governance arrangements, as far as they are known; and
— project plan - an overview and timeline of your plan to set up the new bank.
e The application forms and the supporting notes are a helpful resource when preparing your
business proposition.

What needs to happen before the meeting?

Please send us materials for discussion a minimum of 10 working days before the meeting so that
we have time to review them and ensure we have as valuable a discussion as possible. If you cannot
meet this deadline, we may have to reschedule the meeting.

What will happen at the meeting?

At the initial meeting, you can expect to meet staff from the New Bank Start-up Unit, who will
explain the application process (including our expectations) and the materials and information
required from you if you progress to the next stage.

What is mobilisation and is it right for you?

Mobilisation sees a new bank authorised earlier in the process so that it can secure further
investment, recruit staff, invest in IT systems and commit to third-party suppliers with the certainty
of being authorised. In return, the regulators limit the amount of business the new bank can
undertake until it is fully operational. In essence, the new bank, having been authorised, mobilises
itself to become fully operational. During the initial meeting we will discuss the mobilisation option
and start to assess whether it is suitable for you.

11
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See the Mobilisation stage for more information.

What are the next steps?

At the end of the initial meeting, we will discuss the actions you will need to complete to take your
application to the next stage. Within 10 working days of the meeting we will send you our formal
feedback in a letter. You should continue to develop your business proposition and incorporate
responses to our feedback into the next version.

12
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Feedback meeting

Why is the feedback meeting important?

In our experience, after the initial meeting firms’ plans move from the theoretical to the practical. As
such the feedback meeting is a key step in the development of your plans. This meeting gives you
the opportunity to present your far more developed Business Plan incorporating the feedback from
your initial meeting and offers us the opportunity to gain a more detailed understanding of your
proposed business model.

In this section you can find out more about the Feedback meeting including:

What do you need to know and do?

What needs to happen before the meeting?
What will happen at the meeting?

What are the next steps?

What do you need to know and do?

Your more developed Business Plan should cover the following points as a minimum:

e business plan — details of products, delivery channels and target market;

e business viability — competitive advantage, market research and how your bank will make
money;

e financial resources — financial projections (for five years), capital and liquidity strategy, as
appropriate;

e sources of funding — proposed funding model;

e owners and controllers — proposed owners and controllers;

e corporate governance — structure, board, senior management and governance
arrangements;

e risk management — risk management and control framework;

e customer journey — products, pricing, complaint handling and on-boarding arrangements
(including Anti-Money Laundering/Know Your Customer processes);

e outsourcing - details of key outsourcing arrangements;

e |IT—IT infrastructure and systems and timescales for implementation and testing;

e recovery and resolution — recovery plans, if appropriate;

e policies and procedures — operational and regulatory policies and procedures;

e business continuity — business continuity plans, if appropriate;

e scope of permissions — details of the regulated activities you wish to undertake;

e project plan — project plan for setting up the bank; and

e if appropriate, Home State Supervisor (HSS) — views of your HSS if you are an international
bank, including whether the HSS approves of your plans to expand in the United Kingdom.

You may find the application forms and supporting notes helpful when preparing your Business
Plan.

What needs to happen before the meeting?

Please send any materials a minimum of 10 working days before the meeting so that we have time
to review them and ensure we have as valuable a discussion as possible. If you cannot meet this
deadline, we may have to reschedule the meeting.

13
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What will happen at the meeting?

At the feedback meeting you will meet your case officers from each of the regulators. We will
discuss the regulatory implications of your proposals and any issues or concerns that we have. You
will also have the opportunity to ask questions or discuss any issues you may have. We may also ask
specialists from either regulator to attend the meeting if relevant to your application — we’ll confirm
any details in the agenda we send you ahead of the meeting. We will also discuss the materials and
information required if you progress to the next stage.

What are the next steps?

At the end of the feedback meeting, we will discuss the actions you will need to complete if you
want to progress to the next stage. Within 10 working days of the meeting we will send you our
formal feedback in a letter. You should continue to develop your Business Plan and incorporate
responses to our feedback into the next version.

14



Mobilisation and operational risk meeting

Why are the mobilisation and operational risk meetings important?

We may invite you to a mobilisation and/or operational risk meeting depending on whether you will
be taking the mobilisation route and/or whether your proposals include the need for innovative or
particularly complex IT systems or the outsourcing of key operational aspects of your business.

There could be one or two meetings depending on your plans.
In this section you can find out more about the mobilisation and operational risk meeting including:

e What do you need to know and do for the mobilisation and operational risk meeting?
e What needs to happen before the meeting?

e What will happen at the meeting?

e What are the next steps?

What do you need to know and do - Mobilisation meeting?

If you will be taking the mobilisation route, at this meeting we will fully discuss the mobilisation
option with you, including what we will expect as a minimum before you can enter mobilisation,
what we will expect of you during mobilisation and the process for leaving mobilisation. We will also
discuss what business (if any) you may conduct during mobilisation and what will happen if you are
unable to complete your mobilisation activities within 12 months or to the required standard.

What do you need to know and do — Operational risk meeting?

Where your proposition involves innovative or particularly complex IT systems or you intend to
outsource key operational aspects of your business (for example core banking systems, telephony or
audit functions) we may arrange a separate meeting with our Technology, Resilience & Outsourcing
specialists to focus on your IT systems and outsourcing agreements.

What needs to happen before the meeting?

Please send us any materials a minimum of 10 working days before the meeting so that we have
time to review them and ensure we have as valuable a discussion as possible. If you cannot meet this
deadline, we may have to reschedule the meeting.

What will happen at the meeting — Mobilisation?

You should be prepared for a detailed discussion about the credibility of your mobilisation plans,
how you expect to track and report progress, and identify and manage risks and issues. In return, we
will discuss our expectations and how we will interact with you during your mobilisation phase.

What will happen at the meeting — Operational risk?

For an operational risk meeting, you should be prepared for a detailed discussion about your IT
systems and/or your proposed material outsourcing arrangements with our Technology, Resilience
& Outsourcing specialists. In particular, how you expect to manage the risks attached to your IT
systems (for example security, testing, software maintenance, and incident handling), how you plan
to manage the operational risks associated with your use of third-party suppliers and your plans for
monitoring and oversight of these arrangements. This meeting will usually take place at the FCA’s
offices and your FCA case officer may also attend. However, we may also visit your offices if we want
to see a demonstration of your IT systems.

15



What are the next steps?

At the end of the mobilisation and/or operational risk meetings, we will discuss the actions if your
application progresses to the next stage. Within 10 working days of the meeting we will send you
our formal feedback in a letter. You should continue to develop your Business Plan and incorporate
responses to our feedback into the next version.

16



Challenge sessions

Why is the challenge session important?

The challenge session is the culmination of the pre-application process and should take place just
before you submit your application. At this stage your Business Plan should be fully developed and
will form the basis of the discussion at the challenge session where we will offer an honest and open
assessment of your plans. The challenge session gives you the opportunity to outline and justify your
business model to senior representatives from both regulators.

During the challenge session you can expect rigorous challenge on your proposed business model
from senior representatives from both regulators (as appropriate). The aim of the challenge session
is to test your business model and identify any remaining issues that need to be addressed before
you submit your application. The challenge session is of benefit to both you and us as we can share
priorities and concerns, and is an important part of forming a good working relationship between us.

At the end of the challenge session we will provide feedback on your readiness to submit an
application. Any issues identified at the meeting will also be summarised in a formal feedback letter.
We will expect you to address all the feedback points before you submit your application. This
should help you to submit as complete an application as possible; minimising delays that could be
faced during the assessment period.

In this section you can find out more about the challenge session including:

e What do you need to know and do?

e What needs to happen before the meeting?
e What will happen at the meeting?

e What are the next steps?

What do you need to know and do?
You will need to have a fully developed Business Plan which you will need to be able to discuss in
detail including:

e business plan — details of products, delivery channels and target market;

e business viability — competitive advantage, market research and how the bank will make
money;

e financial resources — financial projections (for five years), capital (Internal Capital Adequacy
Assessment Process - ICAAP) and liquidity (Internal Liquidity Adequacy Assessment Process -
ILAAP), as appropriate;

e sources of funding — proposed funding model;

e owners and controllers —proposed owners and controllers;

e corporate governance — structure, board, senior management and governance
arrangements;

e risk management — risk management and control framework;

e customer journey — products, pricing, complaint handling and on-boarding arrangements
(including Anti-Money Laundering/Know Your Customer processes);

e outsourcing - details of key outsourcing arrangements;

e |IT—IT infrastructure and systems and timescales for implementation and testing;

e recovery and resolution — recovery plans, if appropriate;

e policies and procedures — operational and regulatory policies and procedures;

e business continuity — business continuity plans, if appropriate;

17



e scope of permissions — details of the regulated activities you wish to undertake; and
e mobilisation plan — project plan for mobilisation, if appropriate.

The application forms and the supporting notes are a helpful resource when preparing your Business
Plan.

Depending on whether you plan to take the mobilisation route or not, the level of detail required in
your Business Plan when you submit your application can vary. Your case officers will discuss with
you which of the above will need to be more or less developed for your challenge session. If you plan
to be fully operational at authorisation all of the above will need to be in a near-final state before
the challenge session.

What needs to happen before the meeting?

You must send us the challenge session materials a minimum of 15 working days before the meeting
so that we have time to review them and ensure we have as valuable a discussion as possible. If you
cannot meet this deadline, we will reschedule the meeting.

What will happen at the meeting?

The challenge session will be attended by your case officers along with senior representatives from
both regulators. We expect several of your executives and, where possible, non-executives to
attend. You should expect the meeting to last about two hours.

You can expect rigorous, detailed challenge on any aspect of your Business Plan (including your
ICAAP and ILAAP) as we assess whether you are ready to submit your application.

What are the next steps?

At the end of the challenge session, we will discuss next steps and actions with you and within 10
working days of the meeting we will send you our formal feedback in a letter. If you go on to submit
an application, you should finalise your Business Plan and incorporate responses to our feedback
from the challenge session.

18
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What happens when you apply to become a new

bank? Application

After the pre-application meetings, including the challenge session, you should be ready to submit
your formal application for us to assess and decide whether to authorise your new bank.

This section covers the things you need to do to submit your application, and what happens next,
including:

e Where can you find the forms?

e What happens when you submit your application?

e What will we assess?

e Why is completeness important?

e What are the Threshold Conditions?

e  Who will we interview?

e How long will we take to give you a decision on your application?
e The decision

e What happens if your application is not approved?

Where can you find forms?
You can find all the forms you need to complete on the Bank’s website.

Please note: the Approved Persons Regime will be changing to the Senior Managers Regime on 7
March 2016. All authorisation applications must be accompanied by Senior Managers Regime
application forms which are available on our website. If you submit your application using the old
Approved Persons forms, your application will be deemed to be incomplete and you will be asked to
provide Senior Managers Regime application forms instead.

Before you submit your application, you should review it to check you have provided adequate
responses to all questions and enclosed any supporting documents. We also strongly recommend
that you address all the issues and actions we have identified with you during the pre-application
stage before you submit your application.

It is important to always be open and honest with us as the success of your application could be
affected if we find you have deliberately withheld information or provided false or incomplete facts.
You should also provide us with any other information that you think we should be aware of. If you
are in doubt about anything, then please disclose it. If the information you provide is inaccurate, or
incomplete, this is likely to delay your application.

What happens when you submit your application?
When you submit your application you will need to send the PRA for where to send your application:

e two printed copies of all of the documents;

e two electronic copies of all of the documents (on a memory stick, DVD, or other method);
and

e acheque made payable to the Financial Conduct Authority for the application fee of
£25,000. Further details are available in Section 10 of the application form available here.
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When we receive your application at the PRA we will:

e log your application and distribute copies to the FCA; and

e assign case officers from the PRA and FCA, who will usually be the same people who guided
you through the pre-application stage.

You should expect to receive written confirmation of receipt of your application from the PRA
along with confirmation of your case officers within 5 working days. This confirmation will also
briefly outline the assessment process. The key points are that we will:

e assess your application including whether it is complete or incomplete (see ‘What will we
assess?’ and ‘Why is completeness important?’ below), and whether you will meet and
continue to meet each regulator’s Threshold Conditions (see ‘What are the Threshold
Conditions?’ below);

e arrange a formal monthly catch-up call with you. This is a chance for all parties to update on
progress and discuss any issues;

e interview a number of senior management and non-executive directors, in line with current
regulations (see ‘Who will we interview?’ below);

e beintouch if we want to visit you; and

e write to you, usually within eight weeks, with the results of this assessment and, if
necessary, ask for any outstanding information.

What will we assess?

We will review the following information as part of our assessment:

e business plan/viability;

e financial resources, as appropriate;
e sources of funding;

e owner and controllers;

e corporate governance;

e risk management;

e customer journey;

e outsourcing;

o |T;

e policies and procedures;

e recovery and resolution, as appropriate; and
e business continuity.

We will also set the capital and liquidity levels you will need to hold based on the Internal Capital
Adequacy Assessment Process (ICAAP) and the Internal Liquidity Adequacy Assessment Process
(ILAAP) which you submit as part of your application. The PRA’s decisions will be communicated to
you in writing, either in the letter with the results of our assessment or separately (as appropriate).

This assessment is not applicable for non-EEA branches. However, the PRA will look at capital and
liquidity on a whole firm basis.

Why is completeness important?

When you do submit an application, the first assessment we will make is whether your application is
complete or not. This affects the statutory deadline by which we must make a decision on your
application as follows:
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e Complete applications - we have a six month statutory deadline to assess an application that
has been deemed complete.

e Incomplete applications - we have a 12 month statutory deadline to assess an application
which has been deemed incomplete.

For your application to be assessed as complete you will need to have provided us with all of the
required application forms, which have been fully and correctly completed, and the information
provided must be of sufficient quality and detail to allow us to complete our assessment. We also
expect you to have incorporated responses to our feedback provided during the pre-application
stage.

If this is not the case your application will be assessed as incomplete.

What are the Threshold Conditions?

We will assess whether — on the information provided in your application - as an authorised firm you
will meet and continue to meet each regulator’s Threshold Conditions.

The PRA’s Threshold Conditions for banks are:  The FCA’s Threshold Conditions for banks are:

e Legal status e Effective supervision

e Location of offices e Appropriate non-financial resources
e Prudent conduct of business e Suitability

e Suitability e Business model

e Effective supervision

There are clearly a number of similarities. The PRA assessment will focus on its statutory objective to
promote the safety and soundness of banks. The FCA’s assessment will focus on its statutory
objectives of protecting consumers; protecting and enhancing the integrity of the UK financial
system; and promoting effective competition in the interests of consumers. More detail on the PRA’s
and FCA’s Threshold Conditions can be found in the factsheet (Appendix 6).

Who will we interview?

We will assess applicants for key roles in your bank to make sure they are suitable for the role and
have the skills, capabilities and behaviours required. We may invite them for an interview. The
interviews are designed to ensure that individuals taking on senior roles at authorised firms are
aware of their responsibilities. It is also a chance for the regulators to look at a candidate’s
knowledge of the firm and the sector that it will operate in.

Typically, we will consider interviewing those applying for these roles:

e Chairperson

e Senior independent director

e Chair of Risk and/or Audit Committee

e Chief Executive Officer

e Head of Branch (for branches of non EEA-firms)
e Risk Director/Chief Risk Officer

e Finance Director/Chief Finance Officer

For banks that are not branches our assessment will also consider how appointments to the board
will contribute to a balanced and effective board at your new bank.
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If we have any concerns we can choose to interview a role at any level in the firm.

Interviews explained

Interviews will be held at either the PRA’s or FCA’s offices in London and can take up to 90 minutes.
The composition of the interview panel will be determined on a case-by-case basis and will usually
include senior representatives from both regulators along with your case officers.

We expect the candidate to understand and be able to explain fully their regulatory responsibilities,
their role and how their skills, knowledge or previous experience equips them to carry out the role.

How long will it take to give you a decision on your application?

We will endeavour to assess an application and reach a decision within six months. This is a
voluntary deadline that both the PRA and FCA will try to meet but it is not guaranteed. Throughout
our assessment we may have queries or require further information from you. You can help to make
the process as efficient as possible by responding promptly and comprehensively to our queries.

How long will it take to give you a decision on your application?

We will endeavour to assess an application and reach a decision within six months. This is a
voluntary deadline that both the PRA and FCA will try to meet but it is not guaranteed. Throughout
our assessment we may have queries or require further information from you. You can help to make
the process as efficient as possible by responding promptly and comprehensively to our queries.

The decision

Both regulators will make a decision independently on whether or not to authorise your new bank.
While the PRA will make the final decision on your application, it may only authorise a new bank
with the FCA’s consent. If the FCA does not provide its consent, the PRA will be unable to authorise
your bank.

Your case officers will make a recommendation to approve or reject your application. The decision
to approve or reject your application also incorporates the recommendation, or not, of all senior
managers or any other transactions linked to your application (such as waivers).

The decision to authorise a firm is made by an independent decision maker at each of the
regulators. Your case officers will not decide whether to approve or reject your application.

If we decide to approve your application, we will be in touch with you and include the following:

e Authorisation letter - which will include the details of any restrictions you are subject to,
in particular if you are taking the mobilisation route;

e Scope of Permission Notice — which is your Part 4A permission and will set out the date
from which the permission has effect, which regulated activities you have permission to
carry on and any requirements or limitations; and

e Welcome pack.

You will also see your bank’s details on the Financial Services Register from the date you will be

authorised as shown in the Authorisation Letter.
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What happens if your application is not approved?

If it looks likely that we’re going to refuse your application, we will let you know both orally and in
writing, giving you time to address our concerns. If you are unable to address these concerns, we will
issue you with a ‘minded to refuse’ letter, which will set out our concerns and detail which Threshold
Conditions and/or specific rules have not been satisfied.

If you are unable to address our concerns, you may decide to withdraw your application and reapply
when you are in a position to do so.

However, if you decide that you wish to proceed, we will escalate your case for a decision by senior
management at both regulators. If they agree with the case team’s recommendation (to propose to
refuse the application), the PRA or the FCA, as the case may be, will issue you with a Warning Notice.
At this stage, you will still be able to either withdraw your application or make representations
(orally and/or in writing) to the relevant PRA or FCA decision makers. If they do not agree with the
case team’s recommendation, the case will be referred back to your case officers who will resume
assessing your application.

If you decide to make representations, the relevant PRA or FCA decision makers will take your
representations into account in deciding whether or not to refuse the application. If the decision
makers decide not to issue a Decision Notice, your application will be referred back to your case
officers who will resume assessing your application.

If, having heard any representations, the decision makers decide to refuse your application, a
Decision Notice will be issued to you. The Decision Notice will notify you of your right to refer the
decision to refuse your application to the Upper Tribunal (Tax and Chancery Chamber). If you decide
not to refer the Decision Notice to the Tribunal, the PRA will issue you with a Final Notice and details
of this may be published on the PRA’s website.
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How can you build out your new bank with

confidence? Mobilisation

As part of ‘A review of requirements for firms entering into or expanding into the banking sector’
available_here, we introduced an alternative route to becoming a fully operational bank. This
involves the new bank being authorised at an earlier stage to help it secure further investment,
recruit staff, invest in IT systems and commit to third-party suppliers etc with the certainty of being
fully authorised. We limit the amount of business the new bank can undertake until it is fully
operational. We refer to this as the mobilisation route. Mobilisation is also sometimes referred to
Authorisation with Restriction or AWR.

In this section you can find out more about mobilisation including:

e Is mobilisation right for all new banks?

e What are the benefits of using the mobilisation route?

e What do you need to have in place to be authorised and use the mobilisation route?
e How is mobilisation different from being fully operational at authorisation?

e What happens during mobilisation?

e What do we expect during mobilisation?

e How do you exit mobilisation?

e What if there are problems during mobilisation?

Is mobilisation right for all new banks?

Mobilisation is generally suitable for start-up banks which may not have the upfront investment, or
need that time to build IT systems, infrastructure, recruit staff or engage with third-party suppliers.

Mobilisation is not usually suitable for existing banks that have the resources, capital and
infrastructure to allow them to set the bank up at speed before being authorised. This could include
establishing a UK branch or a UK subsidiary of a well-established international firm. In these cases
we expect the firm will utilise existing IT systems and other infrastructure and can call on their
parent for financial resources. However, we will consider the use of the mobilisation route on a case-
by-case basis.

What are the benefits of using the mobilisation route?

Banks that have taken the mobilisation route have told us that the certainty of being authorised
allows them to proceed with far greater confidence and to invest in the build-out of the bank. You
will need to complete all of your mobilisation activities and be fully operational before you start to
trade fully and this can be done with the confidence of being authorised. Another benefit is that you
will need to provide less information when you submit your application (see ‘How is mobilisation
different from being fully operational at authorisation?’ below).

What do you need to have in place to be authorised and use the mobilisation
route?

We expect the following, as a minimum, to be in place to be able to authorise a bank that intends to
use the mobilisation route:
e business plan —a fully developed business plan including financial resources plan and
financial projections for the first five years demonstrating that your business model is viable
and sustainable;
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e financial resources - a fully developed Internal Capital Adequacy Assessment Process (ICAAP)
and the Internal Liquidity Adequacy Assessment Process (ILAAP) and the minimum capital
requirement in place;

e corporate governance — high level corporate governance/structure with the key ‘guiding
minds’ in place. As a minimum this would include the Chairman, CEO and a second senior
executive. Please note we expect other key roles to be filled shortly after a bank enters
mobilisation, for example the MLRO but this will be considered on a case-by-case basis;

e risk management — draft risk management and control structures;

e IT - high-level outline of IT infrastructure and systems and material outsourcing
arrangements;

e policies and procedures — under development;

e recovery and resolution — draft Recovery Plan;

e business continuity — draft Business Continuity Plan;

e customer journey — near final customer journey including details of products, pricing, and
on-boarding arrangements; and

e project plan — a credible and realistic mobilisation plan, that your board has endorsed, which
includes all of the activities required to complete the build-out of your bank.

Depending on the nature of your bank and business model, it may be necessary for you develop
some elements further before authorisation. Conversely, you may be able to defer certain elements
until during mobilisation. We will make you aware of this during the pre-application stage when we
discuss your mobilisation plan with you.

How and why do we restrict the amount of business the new bank can

undertake?

We will place a requirement on the new bank to limit the amount of business it can undertake until
the build-out is complete and the bank is ready to be fully operational. For example, the
requirement may allow the bank to accept deposits, but will limit the amount to reflect the lack of
infrastructure and controls in place at the start of mobilisation.

Typically we will cap the level of deposits that a new bank can accept to £50,000. Once fully
operational, we will remove the requirement and the bank can start to trade fully.

We anticipate firms will want to progress quickly through the mobilisation phase. This could take as
little as three months but cannot continue indefinitely and should take no longer than 12 months.

How is mobilisation different from being fully operational at authorisation?

The key difference is that the new bank is authorised at an earlier stage and will appear on the
Financial Services Register as an authorised firm. This does not mean we are only considering
authorising the bank or that the authorisation is subject to some conditions being met. You will be
an authorised bank, just with a limit on the business you can undertake.
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The table below provides a comparison between the information requirement for a bank that wants
to be fully operational at authorisation and one that mobilises.

Assessment area
Business plan/viability

Financial resources
Sources of funding
ICAAP & ILAAP

Corporate governance
Structure

Board

Senior management

Customer journey including
details of products, pricing,
and on-boarding
arrangements

Recovery Plan
Business Continuity Plan

Risk management and
control structures

IT infrastructure and
systems

Material outsourcing
arrangements

Policies and procedures

Mobilisation plan

Fully operational at authorisation
Fully developed
Fully developed

Fully developed
Substantially in place
All key senior management identified

Fully developed

Fully developed
Fully developed
Fully developed

Fully developed

Fully developed

Fully developed

n/a

Mobilisation route
Fully developed
Fully developed

High-level structure

Key ‘guiding minds’ in place
with senior roles critical to

mobilisation identified and

ready to be recruited

Near final

Draft
Draft

High-level outline

High-level outline

High-level outline

Not required but
development should be
planned

Fully developed and signed
off by the board

It is important to stress the authorisation threshold for banks that mobilise is not lower: all of the
information above will be required regardless of which route you take. However, when taking the
mobilisation route you should be ready to submit an application more quickly than by the traditional

route.

What happens during mobilisation?

During mobilisation you will be focused on completing the build-out of the bank. This could include
(but is not necessarily limited to) the following:

o fully capitalising the bank;
e finalising senior management appointments and staff recruitment and training;
e finalising your customer journey, including details of products, pricing, and on-boarding

arrangements;

e building-out control functions such as Risk, Internal Audit and Compliance;
e build, test and implementation of systems and IT infrastructure;

e completing policies and procedures;
e finalising outsourcing arrangements;
e finalising your Recovery Plan; and
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e finalising your Business Continuity Plan.

These activities will depend on the nature of your firm and its business model. The list of
mobilisation activities applicable to you will be discussed with you prior to entering mobilisation and
will also be clearly articulated in your welcome pack and letter.

Mobilisation activities do not have to be done in strict sequence and you can decide when to
complete them. You may decide to start working on some activities prior to entering mobilisation as
this may allow more time to complete them. However, you should be aware of the risks involved in
commencing any of the activities without the certainty of being authorised.

What do we expect during mobilisation?

During mobilisation you should remember the bank will be an authorised firm and you must meet
the standards set out in both the FCA Handbook and the PRA Rulebook. You may also have to
provide us with relevant information to show you are meeting these standards. More detail on your
statutory reporting obligations can be found here.

In particular, mobilisation can be very capital intensive and you should be mindful of not breaching
your minimum capital requirements at any point. Capital for new applicants under mobilisation is
often set at the minimum capital requirement as required by the European Capital Requirements
Directive, plus an add-on for wind-down costs. These funds must not to be used to meet the costs of
mobilisation.

You will also be expected to submit regular progress reports (including details of any issues or
slippages) against your mobilisation plan to us and provide evidence of your progress towards
becoming fully operational. For example, copies of policies and procedures and your final Recovery
Plan.

We will provide you with regular feedback through face-to-face meetings, telephone calls or by
email.

As a regulated firm you may also need to obtain our approval if:
e A new investor acquires an interest in your bank.
An existing investor increases their stake.
An existing controller decreases their stake or ceases to have an interest in the bank.
e You change your business model.
e You need to apply for waivers or modifications to alter your compliance obligations.

If you are unsure whether you will need our approval you should contact your case officers who will
be able to help.

How do you exit mobilisation?

We anticipate that firms will want to progress quickly through the mobilisation phase. This could
take as little as three months but cannot continue indefinitely and should take no longer than 12
months.

Your case officer will help you when the time comes as you will need to remove the requirement
restricting the business you can undertake by submitting a Variation of Permission (VoP) application
on_Connect. However, this VoP will not be approved until you have completed all of your
mobilisation activities and are ready to start trading fully. As part of this process, we may ask for
confirmation from your board that you have successfully completed mobilisation.
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Once we have approved your VoP, you will be sent written confirmation that the requirement has
been removed and you can start to trade fully. You can find more information on the VoP process on
the Bank of England’s website. Any changes will be reflected for your bank on the Financial Services
Register from the date on which the VoP takes effect.

What if there are problems during mobilisation?

In our experience banks often underestimate the amount of time required to build-out the bank
during mobilisation. In particular, the amount of time it takes to build, test and implement IT
systems can be greater than expected. We always encourage firms to ensure their timetable
includes appropriate levels of contingency while bearing in mind our expectation that mobilisation
should not take longer than 12 months.

If you have concerns you will not be able to meet the terms of your mobilisation plan you should
discuss these with your case officers as soon as possible. Similarly, if we have concerns about your
progress, we will discuss these with you and may ask you to prepare a revised mobilisation plan.

However, if you are unable to complete mobilisation within 12 months, or to the required standard,

we may take steps to remove your authorisation or you may decide to apply to cancel your
authorisation.
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What’s life like as a new bank in the United

Kingdom? After authorisation

Being an authorised bank in the United Kingdome brings with it a number of obligations. You must
meet the standards set out in both the FCA Handbook and the PRA Rulebook and must provide us
with relevant information to show you are meeting these standards. You will also be subject to
ongoing supervision by both regulators.

This section provides more detail on:

e What are the Threshold Conditions, Fundamental Rules and Principles for Businesses?
e What is our supervisory approach for new banks?

e What can you expect in the early days of being supervised and in subsequent years?

e  Where can you find out more about regulatory fees and levies?

e What do you need to know to complete regulatory reporting?

e What are the key regulatory systems?

e How can you keep up to date with regulatory information?

What are the Threshold Conditions, Fundamental Rules and Principles for
Businesses?

As an authorised firm you will need to ensure that you meet the PRA’s and the FCA’s Threshold
Conditions at all times — please see Threshold Conditions (Appendix 6) for more detail.

In addition to the Threshold Conditions, there are:

e Eight PRA Fundamental Rules, which are high-level rules which collectively act as an
expression of the PRA’s general objective of promoting the safety and soundness of
regulated firms; and

e Eleven FCA Principles for Businesses which are a general statement of firms’ fundamental
obligations under the regulatory systems.

Please see the Fundamental Rules and Principles for Businesses (Appendix 7) for more detail.

The PRA Rulebook and the FCA Handbook also set out more detailed requirements on authorised
firms. There are also a number of EU regulations which directly impose requirements on banks in
areas such as capital requirements.

It is vital that boards and senior management understand the PRA’s and the FCA’s Threshold
Conditions, the Fundamental Rules, the Principles for Businesses, the more detailed rules in the PRA
Rulebook, the FCA Handbook and the directly applicable EU regulations and that they establish
within their firms a culture that supports adherence to the spirit and the letter of the requirements.
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What is our supervisory approach for new banks?
As a bank you will be supervised by the PRA for prudential matters and the FCA for conduct matters.

The table below summarises each regulator’s approach to supervision.

PRA

The PRA’s supervisory approach relies
significantly on judgement. The PRA supervises
firms to judge whether they are safe and
sound, and whether they meet, and are likely
to continue to meet, the PRA’s Threshold
Conditions.

Its approach is forward looking and assesses
firms not just against current risks, but also
against those that could plausibly arise in the
future. The PRA focuses on those issues and
those firms that pose the greatest risk to the
stability of the UK financial system.

You can read more about the PRA’s approach
to banking supervision on the Bank of
England’s website.

FCA

The FCA’s supervisory approach is designed around
its three operational objectives of protecting the
consumer, promoting competition and enhancing
the integrity of markets.

Firms are categorised as either “fixed portfolio’ or
‘flexible portfolio’ with most newly authorised
banks moving into the flexible portfolio.

You can read more about the FCA’s approach to
supervision here and in particular the FCA’s
approach to supervision of flexible portfolio firms
here.

What can you expect in the early days of being supervised, and in subsequent

years?

In practical terms, the approach to supervision also recognises that newly authorised banks often

require more support in their early years.

PRA and FCA

As a newly authorised bank you can expect the following:

e access to the New Bank Start-up Unit helpline;

e access to your supervisors at both the PRA and the FCA;

e regular capital and liquidity reviews, if appropriate;

e monthly regulatory update emails (requires free subscription);

e invitations to seminars targeted at new and prospective banks;

e invitations to seminars specifically targeted at banks’ senior management non-executive

directors (NEDs); and

e invitations to events, alongside other firms, on key topics.

PRA

As a new bank there is a standard supervisory
timetable which includes:

e monthly —you will have a catch-up call
with your supervisor. You will be asked
to provide materials, such as board

FCA

As a new bank within our flexible portfolio:

e you will have an introductory meeting
with your supervisors once you are fully
operational. At this meeting we will also
discuss the types of events which should
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papers, management information,
committee minutes, audit report, etc
before the call;

after 6 months — we will conduct an
internal Mid-Point Review. You should
not expect to receive any specific
communication regarding this meeting
unless we have concerns; and

around 12 months — we will conduct an
internal review of your firm at a Periodic
Summary Meeting (PSM) - see below.

warrant further contact with supervision
going forward;

you will have subsequent meeting(s) with
supervision. The frequency of these
meetings will predominately be
determined by your business model;
your day-to-day contact with the FCA will
be via the New Bank Start-up Unit
helpline;

you will be subject to event-driven,
reactive supervision (Pillar 1) and issues
and products supervision (Pillar Ill);
overall though you should expect your
day-to-day contact with the FCA to be less
than with the PRA.

PRA Periodic Summary Meeting

The Periodic Summary Meeting (PSM) is an annual internal meeting held by the PRA to review your
firm. It is a cornerstone of the PRA’s supervisory process and represents a chance for your supervisor
to discuss your firm with senior PRA management.

It normally takes place shortly after your Capital Supervisory Review and Evaluation Process (C-SREP)
and your Liquidity Supervisory Review and Evaluation Process (L-SREP) and will set the supervisory
agenda and outline your capital requirements for the coming year.

There are three parts to a PSM:

1. fact finding on-site visits or desk-based reviews, which may focus on any or all of the
following: capital, liquidity, governance, risk management and business model;

2. aninternal PRA review; and

3. aformal letter outlining our thoughts and your obligations.

If appropriate, we will also contact your Home State Supervisor as part of the PSM.

PRA Capital and liquidity reviews

The Capital Supervisory Review and Evaluation Process (C-SREP) and Liquidity Supervisory Review
and Evaluation Process (L-SREP) can take the form of either visits from the PRA or a desk-based
review. If we do visit your firm, the C-SREP and L-SREP visits will usually be carried out separately.

The PRA may want to meet with a number of senior managers and NEDs to discuss the firm’s capital
and risk management polices as set out in the ICAAP, ILAAP and supporting documents. The PRA will
ask for these documents about a month in advance of the meeting.

The PRA has committed to reviewing the capital requirements for new firms on an annual basis,
typically for the first five years of operation. For liquidity requirements, we may review after one
year before moving to biennial reviews.

More information on the C-SREP can be found in PRA Supervisory Statement 31/15 ‘The Internal
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Capital Adequacy Assessment Process (ICAAP) and the Supervisory Review and Evaluation Process

(SREP)'.

More information on the L-SREP can be found in PRA Supervisory Statement 24/15 ‘The PRA’s
approach to supervising liquidity and funding risks’.

FCA Introductory meeting and subsequent meetings

The introductory meeting is an opportunity for FCA Supervision to get to know your firm better,
explain our expectations around your conduct framework and open channels of communication.

The FCA will require an outline of your business plan and strategy. In the meeting, we will jointly
design a customised interaction plan based on the specific characteristics of your firm and our risk
appetite.

As part of this interaction plan, there will be subsequent meeting(s) where you will update us on
progress to date and discuss challenges so far.

The frequency of these meetings will predominately be based on your business type and risks to our
objectives.

When should you contact the FCA?

At our introductory supervisory meeting we will discuss the types of events where you should
contact us. The list below is not exhaustive but does include some examples of events (where they
are material) where you should contact FCA Supervision.

Retail Banking

e changes to business model and/or strategy;

e failings of IT infrastructure which impact the customer;

o financial crime and anti-money laundering issues;

e notification of consumer redress and remediation exercises;
e governance and senior management changes; and

e data breaches.

Wholesale Banking

e changes to business model and/or strategy;

e failings of IT infrastructure which impact the customer;

e governance and senior management changes;

o conflict of interest management breaches; and

e material financial crime and anti-money laundering issues.

As your firm becomes established both regulators will move you to their usual supervisory processes
for banks. The timing of this will be different for each firm and potentially different for each
regulator and we will discuss this with you at the appropriate stage.

Where can you find out more about regulatory fees and levies?

As an authorised firm you will need to pay an annual fee. The amount you will be charged will
depend on the type of regulated activities your firm carries out, the extent of your firm’s activities
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and how much it costs us to regulate these types of activities. You can find more about regulatory
fees and levies on the FCA’s website.

What do you need to know to complete regulatory reporting?

As an authorised firm, you will be required to submit reports. The reports you will need to submit
will be based on the regulated activities you undertake and the nature of your firm (ie if you are a UK
headquartered bank, a subsidiary or a branch of an international bank). This will include providing
the PRA with the information it needs to monitor your financial position and performance and the
FCA with more conduct-focused information on sales, complaints etc.

If your firm has a return due for submission but has not conducted any regulated activities from the
date of authorisation to the reporting end date, you will still be required to submit the return.

You are also obliged to submit your regulatory returns in a timely, accurate and efficient manner. If
you fail to submit your regulatory return(s) by the due date(s), you will incur an administrative fee of
£250.

You will submit many of these returns via our GABRIEL system (see below) where you can also view
your reporting schedule. There may be other returns that are collected outside of GABRIEL but
where applicable your supervisor will provide you with templates and any instructions.

What are the key regulatory systems?

GABRIEL — As an authorised firm, you will be obliged to submit regulatory returns. These returns
must be submitted through our GABRIEL system, which is an online regulatory reporting system for
the collection, validation and storage of regulatory data. You can register for GABRIEL here. More
information is provided in the Welcome Pack that you receive when you are authorised.

Once you have done this, you will be able to view your firm's reporting schedule which details the
returns that you are required to submit over the next 12 months, and when they are required.

You can find more information and help with GABRIEL here.

Connect — You will need to use Connect to submit applications for some regulatory transactions and,
to keep your Standing Data up to date. Standing Data is basic information about your firm, which is
required in order for the PRA and FCA to undertake their supervisory duties. This includes: registered
name of the firm; trading name(s) of the firm; country of incorporation; registered office; principal
place of business; website address; telephone number; the name and email address of the principal
compliance contact; name and address of the firm’s auditor; and accounting reference date. You can
register for Connect here.

You can find more information and help with the Connect system here.

How can you keep up to date with regulatory information?

There are several ways for you to keep up to date with changes to the regulatory landscape.

The PRA homepage on the Bank’s website includes the latest news and publications, and links to key
initiatives. It also includes all PRA publications, including policy publications which banks can search
by sector and type of publication. Likewise, the FCA website includes all FCA Consultation Papers and
Policy Statements.
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You should also:

Look out for the PRA Regulatory Digest —a monthly newsletter for people interested in the UK
financial services industry that highlights key regulatory news and publications delivered for the
month. Readers are encouraged to continue to visit the Bank of England website throughout the
month, ‘subscribe to alerts’ (free) and visit the calendar for upcoming news and publications.
Register to receive the FCA Regulation round-up —a monthly email to all regulated firms
updating you on the latest news. Readers can also keep up to date with the latest news and
publications on the FCA's website.

Keep updated of European and international developments for the banking sector by referring
to the websites for the European Banking Authority, Basel Committee on Banking Supervision,
and Financial Stability Board.

Seminars — these are held periodically for senior management, NEDs and advisors. It is a chance
for firms to hear directly from staff at the regulators about key issues that are of interest to
banks.

Consider making contact with other organisations such as trade bodies that represent the
banking industry, such as the British Bankers Association and the Association of Foreign Banks.
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Frequently asked questions

Who we are?

Should | become a bank?

Alternatives to being a bank

International banks

The PRA’s and FCA’s Threshold Conditions
Fundamental Rules and Principles for Businesses

How to start a bank
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INANCIAL CONDUCT AUTHORITY

Frequently asked questions (FAQSs)

The FAQs have been organised into the following categories:

General
Pre-application
Consultants/suppliers
Application
Mobilisation
International banks
After authorisation

We will monitor questions that we receive and update the FAQ as needed, and will include
an update on the New Bank Start-up Unit homepage to let you know.

General
Who are the PRA and FCA?

The Prudential Regulation Authority (PRA) and Financial Conduct Authority (FCA) are the
UK’s financial regulators.

The PRA supervises around 1,700 firms and groups. This includes over 900 banks, building
societies and credit unions and nearly 700 insurers of all sizes (general insurers, life
insurers, friendly societies, and mutuals). The PRA is a subsidiary of the Bank of England
and has prescribed statutory objectives. These are: the general objective to promote the
safety and soundness of the firms that it regulates; and the further objective of securing
protection for insurance policyholders. It also has the secondary objective of facilitating
effective competition in these markets. The PRA focuses primarily on avoiding and
minimising the harm firm activities or failures can cause to the stability of the UK financial
system.

The FCA regulates the conduct of over 70,000 financial services firms and is the prudential
supervisor for all of those firms not prudentially regulated by the PRA. The FCA has three
operational objectives which are: securing an appropriate degree of protection for
consumers; protecting and enhancing the integrity of the UK financial system; and promoting
effective competition in the interests of consumers.

The responsibilities and objectives of the PRA and the FCA are set out in the Financial
Services and Markets Act 2000 (FSMA) which is available here.

What are the responsibilities of the PRA and the FCA when it comes to the banking
sector?

For the banking sector specifically, the Prudential Regulation Authority (PRA) and Financial
Conduct Authority (FCA) have responsibility for the supervision of banks, the PRA for
prudential matters and the FCA for conduct matters. A bank will therefore be authorised by
the PRA (to carry out deposit-taking business) and will be regulated by the PRA and the
FCA on prudential and conduct matters respectively.

Why do | have to deal with two regulators?
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Both the PRA and the FCA have responsibility for the supervision of banks. Although there
are two regulators, there is a single administrative process for making an application, with
just one set of application forms to complete. The PRA will lead and coordinate the
application process, but you will have regular meetings with both the PRA and the FCA as
we recognise the need for regular and ongoing communication throughout the authorisation
process with both regulators. Wherever possible we will seek to hold joint meetings to
reduce the burden on your firm and issue you with joint feedback letters.

Do | need authorisation from both regulators?

For your bank, the PRA will make the final decision on your application and, if successful,
you will be authorised by the PRA. But the PRA can only authorise a new bank with the
FCA’s consent. If the FCA concludes that it cannot provide its consent, the PRA will be
unable to authorise your firm. The PRA and FCA work closely together and there is a single
administrative process for processing your application.

How many banks have been authorised by the PRA?

Details of the number of banks authorised by the PRA are available here. This document is
updated every three months. For more details on newly authorised banks see the Financial
Services Register.

What is the Financial Services Compensation Scheme?

The Financial Services Compensation Scheme (FSCS) is the UK's compensation fund of
last resort for customers of authorised financial services firms. The FSCS may pay
compensation if a firm is unable, or likely to be unable, to pay claims against it. This is
usually because it has stopped trading or has been declared in default. The FSCS covers
business conducted by firms authorised by the FCA and the PRA, European firms
(authorised by their home state regulator) that operate in the UK may also be covered.

What is the Financial Ombudsman Service?

The Financial Ombudsman Service was set up by Parliament in 2001 as the independent
expert in settling complaints between consumers and businesses providing financial
services. Its powers are set out in Part XVI and Schedule 17 of the Financial Services and
Markets Act 2000.

What is the Payment Systems Regulator?

The Payment Systems Regulator (PSR) is the economic regulator for the payment systems
industry in the UK. Launched on 1 April 2015 the PSR’s purpose is to make payment
systems work well for those that use them. The PSR has three statutory objectives to:

e ensure that payment systems are operated and developed in a way that considers
and promotes the interests of all the businesses and consumers that use them;

e promote effective competition in the markets for payment systems and services -
between operators, PSPs and infrastructure providers; and

e promote the development of and innovation in payment systems, in particular the
infrastructure used to operate those systems

What is FSMA?


http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/listbanksauthorisedjan16.pdf
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Appendix 1

FSMA refers to the Financial Services and Markets Act 2000 (FSMA) which is the act of
Parliament setting out the regulatory framework for financial services in the United Kingdom.
It is available online here.

What is ‘Part 4A permission’?

Part 4A refers to the section of FSMA which sets out the procedure for applying to the
regulators for permission to undertake regulated activities and the powers of the FCA and
PRA to vary permissions and impose requirements: hence the references to ‘Part 4A
permission’. You will need Part 4A permission to open a bank.

What is a banking licence?

Strictly speaking, there is no such thing as a banking licence. A bank will have Part 4A
permission (referring to the relevant provisions of the Financial Services and Markets Act
2000) to carry on the regulated activity of accepting deposits and it is this permission which
is often termed as a ‘banking licence’.

What are the PRA Rulebook and the FCA Handbook?

The PRA Rulebook contains rules made by the PRA that apply to all PRA authorised firms.
The Rulebook is available online here. For more information on how the PRA makes policy
see the Policy webpage.

The FCA Handbook contains all of the FCA'’s rules and guidance. All regulated firms must
comply with the rules set out in the Handbook which is available online here.

| am not sure if | need to be a bank, where can | get more information on the
alternatives?

Depending on your business plan or the activities you want to undertake, setting up a bank
may not be the only, or in some cases, the most appropriate option. There are a number of
alternatives to becoming a bank which allow you to provide some of the services that banks
offer without the cost and formality involved in setting up a bank — please see the Early stages
webpage for more information on these alternatives.

Are all banks the same?

No. We see a variety of business models put forward by firms looking to become a bank. All
banks must meet our Threshold Conditions in order to be and remain authorised. There is
no requirement for a bank to offer specific products, have a particular number of branches or
employ a set number of people. We will consider each application separately.

Does it matter if | am not based in London?

We welcome applications from any new banks with a sound business model regardless of
where they are based in the United Kingdom.

If you are an internationally headquartered bank outside the EEA you can operate in the
United Kingdom as either a subsidiary or branch (or both) - please see the International
banks factsheet for more detail.


http://www.legislation.gov.uk/uksi/2001/544/contents/made
http://www.prarulebook.co.uk/
http://www.bankofengland.co.uk/pra/Pages/policy/default.aspx
http://www.fca.org.uk/handbook
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http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/internationalbanks.pdf
http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/internationalbanks.pdf
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How do | start the authorisation process?

To start the process you should contact us and we will arrange an initial meeting with you.
However, before doing so, you should review the material on our website which will help you
understand the authorisation process. You can submit an application at any time but you
may want to consider the advantages the pre-application meetings will offer.

How should | prepare for the initial meeting?

In advance of the initial meeting we will ask you to prepare a high-level summary in the form
of a draft business proposition. As a minimum, this should contain the following:

e an explanation of why you want to be a bank; and
e your initial business proposition and strategy including:
o business plan — details of market research, what products you will be
offering, how you will offer them and your target market;
o sources of funding — how you propose to fund the business and whether
you have any investors and/or funding in place;
o owner and controllers — details of proposed owners and controllers, as far
as they are known;
o corporate governance — details of structure, board, senior management
and governance arrangements, as far as they are known; and
o project plan - an overview and timeline of your plan to set up the new
bank.
The application forms and the supporting notes are a helpful resource when preparing your
business proposition.

Please send us materials for discussion a minimum of 10 working days before the meeting
so that we have time to review them and ensure we have as valuable a discussion as
possible. If you cannot meet this deadline, we may have to reschedule the meeting.

How quickly can | become a bank?
There is no simple answer to this question.

The pre-application phase does not have a set timetable and the speed of progress is
entirely up to you. We are interested in the quality of the material you prepare rather than
the quantity or speed at which you prepare it. However, any feedback we provide should be
considered carefully and taken on board.

Once you have submitted your application a statutory deadline of either six or 12 months will
apply for us to reach a decision on your application — please see the Application webpage
for more detail.

If you take the mobilisation route we expect the mobilisation period to last a maximum of 12
months — see the Mobilisation webpage for more detail.

What if my firm is already authorised?

If your firm is already authorised you will need to apply to vary your permissions to add
deposit-taking. While this is a different type of authorisations transaction, you will need to
follow the same process as a new bank and you should start pre-application activities with
us as normal.

How can | access payments systems?


http://www.bankofengland.co.uk/pra/nbsu/Pages/default.aspx
http://boe-cms-authoring/pra/Pages/authorisations/newfirm/default.aspx
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Firms can access a payment system through either direct access (where they have a direct
relationship with the payment system operator) or indirect access (where a direct PSP acts
as their sponsor). Firms who would like to access payments systems directly will also need
to obtain a reserve account with the Bank of England. Further information about direct and
indirect access can be found on the Payment Systems Reqgulator and Payments UK
websites.

Do | need direct or indirect access to payment systems?

Most newly authorised firms initially chose to access payments indirectly because it might be
less time consuming and costly at first. However depending on your business model and
business plan, direct access can have a number of benefits, including better control over the
services you wish to provide to your end users.

When do | need to get access to payment systems?

Firms need to consider their options for accessing payment systems as early as possible in
order to be able to adequately reflect this in their business plans.

If | am unhappy with the FCA or PRA who can | complain to?

Both the Financial Conduct Authority and the Prudential Regulation Authority have
arrangements for the investigation of complaints against them. You can find details of the
Complaints Scheme here.

Back to top

Pre-application
What is a Business Plan?

A Business Plan is a description of your proposed business, containing details of your
objectives and how you will achieve them.

Your business plan must be tailored to the activities that your firm plans to undertake and
taking our Threshold Conditions into consideration, can:

e explain your business model and how it will be viable and profitable, including
appropriate supporting material and market research;

o identify all of the regulated activities and any unregulated business that you intend to
carry on;

e demonstrate that you will have the skills, competence and governance arrangements

appropriate to managing a bank;

demonstrate that the business will be run in a prudent and proper manner;

identify all the likely business and regulatory risk factors;

explain how you will monitor and control these risks; and

take into account any future developments or potential impacts on your business.

The amount of detail contained in your Business Plan should be proportionate to the scale
and complexity of your business; and the risks to your business and your customers. If you
submit an incomplete or unclear business plan, it will delay our assessment of your
application as we will need to ask further questions or request further information to gain a
clear picture of your business. However, your Business Plan is likely to evolve throughout
the pre-application process as your business model develops and you take our feedback on
board.


https://www.psr.org.uk/psr-focus/access
http://www.accesstopaymentsystems.co.uk/
http://www.bankofengland.co.uk/about/Pages/complaints/default.aspx
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The Business Plan is an important part of your overall application and is integral to our
decision making. We will use it to assess the risks that your business presents to our
objectives and how you plan to control and manage them. You should also use your
Business Plan to help you focus on directing your activities and organising your resources to
achieve your objective of becoming authorised as a bank.

Do | need to go through the pre-application process?

There is no formal requirement for you to follow the pre-application process. However, our
experience tells us that firms who engage with us early and work with us through the pre-
application process submit a much higher quality application that we can assess more
readily.

What if | don’t agree with your feedback?

We will be open, honest and provide clear feedback on your proposals/application and we
will expect you take this feedback on board as you progress. If you do not agree with our
feedback you can discuss this with us.

Are my interactions with you confidential?

Yes. All inquiries and information that we receive will be treated as confidential. However,
the PRA and FCA do share information with each other in the course of your application.

Where can | read more about the PRA’s and the FCA approach to authorising new

banks

You can take a look at our Review of requirements for firms entering of expanding in the
bank sector and the subsequent progress review which are both available here. Although
these were published in 2013 and 2014 respectively, they are still very relevant and include
some material not available elsewhere, particularly the information in both documents on the
PRA’s approach to setting capital and liquidity requirements for new banks.

| have heard the term ‘Small Specialist Bank’ with reference to minimum capital
requirements. What is a Small Specialist Bank?

To be considered a Small Specialist Bank (SSB), a bank has to carry out one or more of the
following activities:

e provide basic banking services which could include current and savings accounts;
e lendto SMEs; and
e residential mortgage lending.

If the PRA agrees that a firm meets the definition of a Small Specialist Bank it is able to hold
an absolute minimum amount of capital equal to €1 million or £1 million (whichever is
higher), plus a capital planning buffer (CPB), rather than the previous minimum level of €5
million plus a CPB.

SSBs are still expected to be fully resolvable and to meet both regulators’ Threshold
Conditions at all times.

When can | call myself a bank?


http://www.bankofengland.co.uk/pra/Pages/publications/reports/2014/reviewrequirements.aspx
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A firm cannot call itself a bank until it has been authorised. The use of certain sensitive
words such as ‘bank’ and 'banking’ in registered company names is controlled by legislation
in order to prevent the public from being misled.

You may begin the application process as ‘Example Ltd’ but only when you are authorised
can you call yourself ‘Example Bank Ltd’.

Website domain names and email addresses are controlled in a similar way and you should
seek the FCA'’s consent before purchasing domain names that use sensitive words including
‘bank’ and ‘banking’.

It is an offence to trade under a business name incorporating a sensitive word without
obtaining the necessary consent. The business committing the offence (and individuals
running the business) may be liable to a penalty.

There is further information on sensitive business names here.

What do | do if things change?

If anything changes with regard to your plans you should contact your case officers and
discuss the changes with them.

Back to top

Consultants/suppliers
Do | need to hire external advisors or consultants?

This is entirely up to you and we do not require you to do so. Many firms do find it helpful to
work with external advisors or consultants but others find they have the required level of
expertise in-house.

Can you recommend any external advisors or consultants?

No, we cannot recommend any particular external advisors or consultants.

Can | bring my advisors to meetings with you?
Yes you can but we would not expect them to speak on your behalf.

Can | use outsourced service providers?

Yes. But as a regulated firm, you must retain full accountability for discharging your
regulatory responsibilities; you cannot delegate any part of your responsibility to a third-
party. Where a firm uses a third-party for the delivery of critical services, it must comply with
the General outsourcing requirements (SYSC 8.1 of the FCA Handbook and the Outsourcing
Part of PRA Rulebook). The overall aim of these regulatory obligations is to ensure that a firm
appropriately manages the operational risk associated with its use of third-parties and the
arrangements with third-parties do not impair our ability to regulate you.

Do you specify what IT systems | should use?

We do not specify which IT systems you should use. Your firm’s regulated activities must be
supported by IT services which are effective, resilient and secure and have been
appropriately designed to meet expected future as well as current business needs.


https://www.the-fca.org.uk/sensitive-names?field_fcasf_sector=unset&field_fcasf_page_category=unset
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Do | need to have the most up to date IT systems?

No. We do not specify which IT systems you should use. Your firm’s regulated activities
must be supported by IT services which are effective, resilient and secure and have been
appropriately designed to meet expected future as well as current business needs.

Can you recommend any particular IT systems/providers?
No, we cannot recommend any particular IT systems/providers.
Can | use cloud technology?

The term ‘cloud’ encompasses a range of different IT services. Each service has features
and risks associated with it, and it is for you to consider which outsourcing option is the best
fit for your business.

From a regulatory perspective, the exact form of the service used does not, in itself, alter the
regulatory obligations placed on you.

You should remember that where a firm uses a third-party for the delivery of critical services,
it must comply with the General outsourcing requirements (SYSC 8.1 of the FCA Handbook
and the Outsourcing Part of PRA Rulebook). The overall aim of these regulatory obligations is
to ensure that a firm appropriately manages the operational risk associated with its use of
third-parties and the arrangements with third-parties do not impair our ability to regulate you.

It is essential that regulated firms keep up to date with regulatory policy and retain full
responsibility and accountability for discharging all of their regulatory responsibilities. You
cannot delegate any part of this responsibility to a third party.

Back to top

Application
What are the Threshold Conditions and why are they important?

Each regulator has a set of Threshold Conditions that firms must meet firm at authorisation
and on an ongoing basis. If you do not meet these Threshold Conditions your application
will not be successful and if, once authorised, you subsequently fail to meet these Threshold
Conditions, both regulators can take steps to remove your authorisation - please see
Threshold Conditions for more detail.

Do | need to meet all of the Threshold Conditions?

Yes. Both at authorisation and on an ongoing basis - please see Threshold Conditionsfor
more detail.

How long will it take to assess my application?

Once you have submitted your application a statutory deadline of either six or 12 months will
apply for us to authorise you or not — please see the Application webpage for more detail.

Where can | find details of the application fees?


http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/thresholdconditionsfactsheet.pdf
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Details of our application fees can be found here. The amount of the fee will depend on the
regulated activities your firm wishes to carry on and the complexity of your application. You
should note that the fee is not refundable, even if your application is unsuccessful.

Why do | have to pay a fee?

Both the PRA and the FCA are funded entirely by the fees and levies recovered from the
firms we regulate — we receive no subsidies from other sources. As part of this we charge a
fee for processing an application to authorise a new firm. You can find more details about
fees here.

Will | hear from you during the assessment process?

Yes, you will hear from us regularly while we are assessing your application. If you do not
hear from us you should not interpret this as bad news or that we are not working on your
application. Any concerns will be communicated to you at the earliest opportunity.

Can you refuse my application?

Yes we can. If we are likely to refuse your application, we will advise you of this and give
you sufficient notice and time to address our concerns. If you are unable to address these
concerns we can refuse your application — please see the Application webpage for more
detail.

Can | appeal if you refuse my application?

Yes. There is an independent appeals process - please see the Application webpage for
more detail.

Back to top

Mobilisation
Do | have to go through mobilisation?

No. Mobilisation is generally suitable for start-up banks which may not have the upfront
investment or need time to build IT systems, infrastructure, recruit staff or engage with third-
party suppliers.

Mobilisation is not usually suitable for existing banks that have the resources, capital and
infrastructure to allow them to set the bank up at speed before being authorised. This could
include establishing a UK branch or a UK subsidiary of a well-established international firm.
In these cases our expectation is the firm will utilise existing IT systems and other
infrastructure and can call on their parent for financial resources.

However, we will consider the use of the mobilisation route on a case-by-case basis.

What is ‘Authorisation with Restriction’ and is it different to mobilisation?

Mobilisation is sometimes referred to as being ‘Authorised with Restriction’ or AWR. When
your firm enters mobilisation or is ‘Authorised with Restriction’ it becomes an authorised firm.
What it is not, is a different form or type of authorisation: the only difference is that there will
be a requirement limiting the amount of business you can undertake until the bank is fully
operational.
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Could you tell me more about the restriction on the business that can be undertaken
during mobilisation?

We place a restriction on the newly-authorised bank to ensure that it will be able to meet
both regulators’ Threshold Conditions without having the management, governance, controls
and so on in place that are necessary to run a bank in a safe and sound manner and provide
adequate protection for consumers.

This restriction takes the form of a requirement on the new bank to limit the amount of
business it can undertake until the build-out is complete and the bank is fully operationally
ready. For example, the requirement may allow the bank to accept deposits, but will limit the
amount to reflect the lack of infrastructure and controls in place at the start of mobilisation.
Typically, we will cap the level of deposits that a new bank can accept to £50,000 in total.

Once fully operational, you apply to vary your permissions to remove the requirement
restricting the amount of business you can undertake. While you can apply at any time, we
will not approve the variation until you have completed all of your mobilisation activities and
we are certain you are ready to starting trading fully.

If my firm is already authorised can we carry on what we already do?

Yes. You may carry on conducting business for which you are already authorised while you
are going through the process of applying to become a bank. However, you cannot
undertake the activities you are applying for, until you are authorised to do so.

Can | start mobilisation activities before being authorised?

Yes you can. Depending on your circumstances and risk appetite, you can start mobilisation
activities whenever you are ready.

What should | do if mobilisation is taking longer than | thought?

If you have concerns you will not be able to meet the terms of your mobilisation plan you
should discuss these with your case officers as soon as possible. Conversely, if we have
concerns about your progress, we will discuss these with you and may ask you to prepare a
revised mobilisation plan.

We always encourage firms to ensure their timetable includes appropriate levels of
contingency while bearing in mind our expectation that mobilisation should not take longer
than 12 months.

However, if you are unable to complete mobilisation within 12 months or to the required
standard we may take steps to remove your authorisation or you may decide to apply to
cancel your authorisation.

In our experience firms often underestimate the amount of time required to build-out the
bank during mobilisation. In particular, the amount of time it takes to build, test and
implement IT systems can be greater than expected.

How much contingency should | build into my mobilisation plan?

In our experience firms often underestimate the amount of time required to build-out the
bank during mobilisation. In particular the amount of time it takes to build, test and
implement IT system can be greater than expected. We always encourage firms to ensure
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their timetable includes appropriate levels of contingency whilst bearing in mind our
expectation that mobilisation should not take longer than 12 months.

What do | have to do to exit mobilisation?

To remove the requirement restricting the business you can undertake, you will need to
submit a Variation of Permission (VoP) application via the Connect system. Your case
officer will help you with this when the time comes.

However, this VoP will not be approved until you have completed all of your mobilisation
activities and are ready to starting trading fully. As part of this process, we may ask for
confirmation from your board that you have successfully completed mobilisation.

Once we have approved your VoP, you will be sent written confirmation that the requirement
has been removed and you can start to trade fully.

You can find more information on the VoP process here.
Back to top

International banks
What is difference between a subsidiary and a branch?

Internationally headquartered banks can operate in the United Kingdom either as
subsidiaries or as branches. A subsidiary is a separate legal entity from its parent and, as
such, requires its own governance and risk management, and must meet capital and liquidity
requirements. A branch forms part of the same legal entity as its head office, and, therefore,
will not have its own capital base or board, but it must meet local regulatory requirements.

The business models that branches and subsidiaries adopt may overlap and it is not
uncommon for internationally headquartered firms to operate both a subsidiary and a branch
in the United Kingdom with different business activities in each entity.

Please see Supervising international banks: the PRA’s approach to branch supervision — Policy
Statement 8/14 for more details.

What is the PRA’s view of branches?

The PRA has set out its approach to international bank supervision in Supervising international
banks: the PRA’s approach to branch supervision — Supervisory Statement 10/14 which is relevant
to all internationally headquartered PRA-supervised firms operating or considering operating
in the United Kingdom.

Is mobilisation applicable for international banks?

Mobilisation is generally suitable for start-up banks which may not have the upfront
investment or need time to build IT systems, infrastructure, recruit staff or engage with third-
party suppliers.

Mobilisation is not usually suitable for existing banks that have the resources, capital and
infrastructure to allow them to set the bank up at speed before being authorised. This could
include establishing a UK branch or a UK subsidiary of a well-established international firm.
In these cases our expectation is the firm will utilise existing IT systems and other
infrastructure and can call on their parent for financial resources.

However, we will consider the use of the mobilisation route on a case-by-case basis.
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After authorisation
What are the Threshold Conditions and why are they important?

Each regulator has a set of Threshold Conditions which firms must meet at authorisation and
on an ongoing basis. If you do not meet these Threshold Conditions your application will not
be successful and if, once authorised, you subsequently fail to meet these Threshold
Conditions, both regulators can take steps to remove your authorisation - please see
Threshold Conditions for more detail.

What are the PRA’s Fundamental Rules and why are they important?

In addition to its Threshold Conditions, the PRA also has eight Fundamental Rules, which
are high-level rules which collectively act as an expression of the PRA’s general objective of
promoting the safety and soundness of regulated firms — please see the After authorisation
webpage for more detail. It is vital that boards and senior management understand the
Fundamental Rules and establish within their firms a culture that supports adherence to the
spirit and the letter of the requirements.

What are the FCA Principles for Businesses and why are they important?

In addition to its Threshold Conditions, the FCA also has eleven Principles for Businesses
which are a general statement of firm’s fundamental obligations under the regulatory system
— please see the After authorisation webpage for more detail. It is vital that boards and
senior management understand the Principles for Businesses and establish within their firms
a culture that supports adherence to the spirit and the letter of the requirements.

Where can | find out more about how | will be supervised?

In the first instance please see the After authorisation webpage for more details.

In addition, you should refer to the:

e  Prudential Regulation Authority’s approach to banking supervision; and
e Financial Conduct Authority’s Approach to Supervision for flexible portfolio firms.

International banks should also refer to the Prudential Regulation Authority’s approach to
branch supervision.

What is the Connect system and how can | access it?
Connect is our online system that you can use to submit applications and notifications for:

approved persons;

appointed representatives;

variation of permission;

standing data;

passporting;

part 4A permission;

payment institutions: authorise, register or cancel; and
PSD agents: add, amend or remove.

More information on Connect is available here and you can access it here.
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Please note that banks still have to use paper forms when applying for Part 4A permission.

What is GABRIEL and how can | access it?

GABRIEL is our online regulatory reporting system for the collection, validation and storage
of regulatory data. More information on GABRIEL is available here and you can access it
here.

Back to top
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Useful links

New Bank Start Up Unit website - www.bankofengland.co.uk/pra/nbsu/Pages/default.aspx

General

1. Financial Services Register
https://reqgister.fca.org.uk/

2. Financial Services and Markets Act 2000 (FSMA)
www.legislation.gov.uk/uksi/’2001/544/contents/made
3. The Rulebook
www.prarulebook.co.uk/

4. The PRA - How it makes policy
www.bankofengland.co.uk/pra/Pages/policy/default.aspx

5. The FCA Handbook
www.fca.org.uk/handbook

6. Payment Systems Regulator
www.bankofengland.co.uk/about/Pages/complaints/default.aspx

7. Payments UK
www.accesstopaymentsystems.co.uk/

8. Complaints against the Regulators
www.bankofengland.co.uk/about/Pages/complaints/default.aspx

Pre-application

9. A review of requirements for firms entering into or expanding in the banking sector
www.bankofengland.co.uk/pra/Pages/publications/reports/2014/reviewrequirements.aspx

Application

10. Threshold Conditions
www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/thresholdconditio

nsfactsheet.pdf

11. Application fees
www.bankofengland.co.uk/pra/nbsu/Pages/submittingassessing.aspx

12. FCA - Sensitive names
www.the-fca.org.uk/sensitive-

names?field fcasf sector=unset&field fcasf page category=unset

Mobilisation

13. Variation of Permission (VoP) application
www.bankofengland.co.uk/pra/Pages/authorisations/variationpermission/default.aspx

International banks

14. Supervising international banks
www.bankofengland.co.uk/pra/Pages/publications/ps/2014/ps814.aspx

Your first years as a bank and how you will be supervised
15. PRA Supervisory approach
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www.bankofengland.co.uk/pra/Pages/supervision/approach/default.aspx

16. FCA Approach to supervision
www.fca.org.uk/about/what/requlating/how-we-supervise-firms

17. Connect
www.fca.org.uk/firms/systems-reporting/connect
18. GABRIEL
https://gabriel.fca.org.uk/portal authentication service/appmanager/merportal/desktop

January 2016
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Who we are?

In the UK, the Prudential Regulation Authority (PRA) and Financial Conduct Authority (FCA) have

responsibility for the supervision of banks, the PRA for prudential matters and the FCA for conduct
matters. A bank will therefore be authorised by the PRA (to carry out deposit-taking business) and will
be regulated by the PRA and the FCA on prudential and conduct matters respectively.

The PRA supervises around 1,700 firms and groups. This includes over 900 banks, building societies
and credit unions and nearly 700 insurers of all sizes (general insurers, life insurers, friendly societies,
and mutuals). The PRA is a subsidiary of the Bank of England and has prescribed statutory
objectives. These are: the general objective to promote the safety and soundness of the firms that it
regulates; and the further objective of securing protection for insurance policyholders. It also has the
secondary objective of facilitating effective competition in these markets. The PRA focuses primarily
on avoiding and minimising the harm firm activities or failures can cause to the stability of the UK

financial system.

The FCA regulates the conduct of over 70,000 financial services firms and is the prudential supervisor
for all of those firms not prudentially regulated by the PRA. The FCA has three operational objectives
which are: securing an appropriate degree of protection for consumers; protecting and enhancing the
integrity of the UK financial system; and promoting effective competition in the interests of consumers.

The responsibilities and objectives of the PRA and the FCA are set out in the Financial Services and
Markets Act 2000 (FSMA) which is available here.
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Please note this is a simplified guide and you should always consider the underlying legislation and rules. It also assumes your firm will be incorporated in the United Kingdom.
Internationally headquartered banks can operate in the United Kingdom either as subsidiaries or as branches - see our International banks’factsheet for further details.
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Alternatives to being a bank

Depending on your business plan or the activities you want to undertake, setting up a bank
may not be the only, or in some cases, the most appropriate option. There are a number of
alternatives to becoming a bank which allow you to provide some of the services that banks
offer, at potentially lower cost than setting up a bank.

Carrying on any regulated activities without the relevant permission is a criminal offence.

Credit unions

Credit unions are not-for-profit financial cooperatives that are owned and controlled by their members.
They can offer savings, lending and other services to their members who meet criteria set out in a
‘common bond’ — such as living and working in a particular area or work for a certain employer. There
are limitations to the extent of business they can undertake and they also have different regulatory
requirements compared to banks. A credit union requires authorisation, but the requirements are
generally simpler than for a bank.

There is further information on the Prudential Regulation Authority (PRA) and Financial Conduct
Authority (FCA) websites and the PRA encourages prospective credit unions to contact us before
submitting a formal application for authorisation. If you want more information one of the credit union
trade bodies may also be able to help.

Building societies

Building societies are mutual institutions whose statutory ‘principal purpose’ must be to make loans
which are secured on residential property and are funded substantially by their members. Building
societies can carry out a wide range of other activities, including other types of lending, investment
advice and insurance mediation services. Building societies are subject to a certain statutory
provisions, such as 75% of their lending must be secured on residential property, at least 50% of their
funding must be raised in the form of shares held by individual members (retail deposits) and some
restrictions on their treasury activities. Building societies also require authorisation by both the PRA
and FCA.

There is further information on the FCA website. If you want more information the Building Societies
Association may be able to help.

Community development finance institutions

Community development finance institutions (CDFI) may specialise in lending to individuals,
small/medium enterprises and social enterprises that have been unable to secure credit from
mainstream sources. Funding for CDFls can be generated from a variety of sources, including from
corporate social responsibility programmes of other banks, European Development Funds and local
authorities, charitable foundations and business angels. Some CDFls can take the form of
companies, but many are Registered Community Benefit Societies, which are an alternative form of
corporate vehicle. A CDFI may not need to be authorised and regulated if its activities fall outside the
scope of regulated activities under Financial Services and Markets Act 2000 but this will depend on
the exact scope and nature of those activities.

There is further information on the FCA website. If you want more information the main trade bodies
the Community Development Finance Association and the European Microfinance Network may be
able to help.
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Appendix 4

Investment-based crowdfunding

Investment-based crowdfunding is the process of funding a company by selling debt securities or
equity in the company to many investors. As crowdfunding models are so diverse, they may or may
not need to be authorised depending on whether their activities amount to regulated activities.

There is further information on the FCA website. If you want more information on crowdfunding the
UK Crowdfunding Association may be able to help.

Loan-based crowdfunding

Loan-based crowdfunding (which is regulated if it involves peer-to-peer, peer-to-business or business-
to-peer lending) is where lenders are matched to borrowers, and enter into a loan agreement, without
involving traditional financial firms like banks. It is done through online marketplaces or platforms.
Firms operating these platforms charge fees to cover arrangement and on-going administration costs
(they are usually responsible for collecting interest and capital repayments on the loans.

There is further information on the FCA website. If you want information on peer-to-peer lending the
Peer-to-peer Finance Association may be able to help.
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International banks

Introduction

Internationally headquartered banks can operate in the United Kingdom either as subsidiaries or as
branches.

There are many factors to consider before determining whether to operate in the United Kingdom
through a subsidiary or a branch (or both). The regulatory regime, taxation arrangements and the
intended business model should all be key considerations.

Subsidiaries

As a separate legal entity a subsidiary will be authorised by the Prudential Regulation Authority (PRA)
and regulated by the PRA and the Financial Conduct Authority (FCA).

The PRA has the same legal powers and follows broadly the same supervisory framework as for UK-
headquartered firms. The PRA’s approach to supervising a subsidiary will depend on the nature and
size of the business that the bank undertakes, but the bank will be required to meet the PRA’s
Threshold Conditions at all times.

In particular, a subsidiary must have its own financial resources (ie it must be capitalised and hold
liquidity levels as determined by the PRA) and its own non-financial resources (such as appropriate
governance arrangements including a board, a suitable risk management framework and systems
which are fit for purpose).

The FCA is the conduct regulator for all banks operating in the United Kingdom. For subsidiaries, the
FCA’s Threshold Conditions and conduct of business rules apply, including in areas such as anti-
money laundering.

A subsidiary’s eligible deposits are protected by the Financial Services Compensation Scheme (UK
deposit guarantee scheme) therefore it will be subject to regulations concerning UK depositor
protection.

Branches

Banks with wholesale market operations may prefer to operate cross-border through a branch
structure as funding costs to such a group are likely to be lower given the flexibility to move funds
across the bank.

A branch is a place of business which forms a legally dependent part of a bank; it is not a separate
legal entity from its parent. As such a branch will not be separately capitalised and will not have its
own board.

EEA branches (Passporting)

If you are already authorised as a bank elsewhere in the European Economic Area (EEA) then you
can ‘passport’ into the United Kingdom directly, without applying to the UK regulators (although
notification is required) — further details on passporting can be found here.


http://www.bankofengland.co.uk/pra/Documents/authorisations/newfirmauths/thresholdconditionsfactsheet.pdf
http://www.fscs.org.uk/
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If you are considering establishing a branch in the United Kingdom you should also see Supervising
international banks: the Branch Return.

Non-EEA branches

A UK-based branch of a firm which is incorporated in a country which is not within the EEA is referred
to as a non-EEA branch.

Responsibilities for the prudential supervision of a non-EEA branch are split between the parent’s
Home State Supervisors (HSS) and the PRA. But the PRA expects the whole firm to meet the PRA’s
Threshold Conditions. The PRA has set out its approach to supervising branches and its appetite for
allowing international banks to operate as branches in the United Kingdom in this Policy Statement
and this Supervisory Statement. In particular, the PRA expects new non-EEA branches to focus on
wholesale banking and to do so at a level that is not critical to the UK economy.

A branch will not be separately capitalised and may be dependent on its group for liquidity, therefore
the PRA will assess capital adequacy and liquidity of the whole firm. As part of that assessment the
PRA will seek the HSS’s view of the whole firm.

The FCA is the conduct regulator for all banks operating in the United Kingdom. For non-EEA
branches the FCA’s Threshold Conditions and conduct of business rules apply, including areas such
as anti-money laundering.

Eligible deposits placed in non-EEA branches may be covered by the UK deposit guarantee scheme
and therefore non-EEA branches may be subject to regulations concerning UK depositor protection.

Next steps

If you are an internationally headquartered bank considering setting up a subsidiary and/or branch in
the United Kingdom you should review the pages on the new bank authorisation process and then
contact us.

Other contacts

The Association of Foreign Banks represents the foreign banking sector providing financial services
throughout the United Kingdom.
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The PRA’s and FCA’s Threshold Conditions

Part 4A (PERMISSION TO CARRY ON REGULATED ACTIVITIES) of the Financial Services and

Markets Act 2000 (FSMA) and Schedule 6 to FSMA set out the requirements for new firm
authorisations and each regulator’s Threshold Conditions that must be met by a firm at authorisation

and on an ongoing basis.

As such their Threshold Conditions will form the basis of each respective regulator's assessment of
your application. In short, both regulators will assess whether your new bank, if it were authorised,
would meet and continue to meet their Threshold Conditions.

This section includes more detail on the:
e  Prudential Regulation Authority’s (PRA) Threshold Conditions; and
e  Financial Conduct Authority’s (FCA) Threshold Conditions.

There are a number of similarities between each regulator’s Threshold Conditions. However, the
PRA’s assessment will naturally focus on its statutory objective to promote the safety and soundness
of PRA-authorised persons. The FCA’s assessment will focus on its statutory objectives of protecting
consumers; protecting and enhancing the integrity of the UK financial system; and promoting effective

competition in the interests of consumers.

The PRA’s Threshold Conditions
The PRA’s statutory Threshold Conditions, which set out the minimum requirements that firms must
meet in order to be permitted to carry on the regulated activities in which they engage, are designed

to promote safety and soundness and are crucial to the operation of the PRA’s regulatory regime.

In broad terms, they require firms to have an appropriate amount and quality of capital and liquidity, to
have appropriate resources to measure, monitor and manage risk, to be fit and proper, conduct their

business prudently and be capable of being effectively supervised by the PRA.

The PRA’s statutory Threshold Conditions for banks are:

e Legal status — Deposit-takers must be bodies corporate or partnerships.

o Location of offices — A UK incorporated corporate body must maintain its head offices and, if
one exists, its registered office in the United Kingdom.

e Prudent conduct of business — The applicant must conduct its business in a prudent matter,

which includes having appropriate financial and non-financial resources.


https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/81410/consolidated_fsma050911.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/81410/consolidated_fsma050911.pdf
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Suitability — The applicant must satisfy the PRA that it is a ‘fit and proper’ person with regard to
all circumstances to conduct a regulated activity.

Effective supervision — The applicant must be capable of being effectively supervised by the
PRA.

The PRA expects firms not merely to meet and continue to meet the letter of these

requirements, but also to consider the overriding principle of safety and soundness.

For further details see The Prudential Regulation Authority’s approach to banking supervision.

The FCA’s Threshold Conditions
As with the PRA’s Threshold Conditions, the FCA’s Threshold Conditions represent the minimum
conditions for which the FCA is responsible, which a firm is required to satisfy, and continue to satisfy,

in order to be given and to retain Part 4A permission.

The FCA’s Threshold Conditions for banks are:

Effective supervision — The firm must be capable of being effectively supervised by the FCA.
Appropriate non-financial resources — The firm’s non-financial resources must be appropriate
in relation to the regulated activities it seeks to carry on, having regard to the FCA'’s operational
objectives.

Suitability — The firm must be a fit and proper person. The applicant firm’s management have
adequate skills and experience and act with integrity (fitness and propriety). The firm has
appropriate policies and procedures in place and the firm appropriately manages conflicts of
interest.

Business model — The firm’s strategy for doing business is suitable for a person carrying on the
regulated activities it undertakes or seeks to carry on and does not pose a risk to the FCA’s

objectives.
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http://www.bankofengland.co.uk/publications/Pages/other/pra/supervisoryapproach.aspx
https://www.handbook.fca.org.uk/handbook/COND/2/
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FINANCIAL CONDUCT AUTHORITY

Fundamental Rules and Principles for Businesses

Introduction

In addition to their respective Threshold Conditions, the Prudential Regulation Authority (PRA) has
eight Fundamental Rules and the Financial Conduct Authority (FCA) has eleven Principles for

Businesses.

The PRA’s Fundamental Rules

In addition to its Threshold Conditions, the PRA also has eight Fundamental Rules which apply to all
PRA-authorised firms. These are high-level rules which collectively act as an expression of the PRA’s
general objective of promoting the safety and soundness of regulated firms.

The PRA's Fundamental Rules are:

e Fundamental Rule 1 — A firm must conduct its business with integrity.

¢ Fundamental Rule 2 — A firm must conduct its business with due skill, care and diligence.

e Fundamental Rule 3 — A firm must act in a prudent manner.

¢ Fundamental Rule 4 — A firm must at all times maintain adequate financial resources.

¢ Fundamental Rule 5 — A firm must have effective risk strategies and risk management systems.

¢ Fundamental Rule 6 — A firm must organise and control its affairs responsibly and effectively.

¢ Fundamental Rule 7 — A firm must deal with its regulators in an open and co-operative way, and
must disclose to the PRA appropriately anything relating to the firm of which the PRA would
reasonably expect notice.

o Fundamental Rule 8 — A firm must prepare for resolution so, if the need arises, it can be

resolved in an orderly manner with a minimum disruption of critical services.

As with the Threshold Conditions, it is vital that boards and senior management understand the
Fundamental Rules, the more detailed rules in the PRA Rulebook and the directly applicable EU
regulations, and establish within their firms a culture that supports adherence to the spirit and the
letter of the requirements.

For further details see The Prudential Regulation Authority’s approach to banking supervision.

The FCA'’s Principles for Businesses
In addition to its Threshold Conditions, the FCA also has eleven Principles for Businesses which are a

general statement of a firm’s fundamental obligations under the regulatory system.


http://www.prarulebook.co.uk/rulebook/Content/Part/211136/30-11-2015
http://www.bankofengland.co.uk/publications/Pages/other/pra/supervisoryapproach.aspx

Appendix 7

The FCA’s Principles for Businesses are:

1.
2.
3.

10.

11.

Integrity — A firm must conduct its business with integrity.

Skill, care and diligence — A firm must conduct its business with due skill, care and diligence.
Management and control — A firm must take reasonable care to organise and control its affairs
responsibly and effectively, with adequate risk management systems.

Financial prudence — A firm must maintain adequate financial resources.

Market conduct — A firm must observe proper standards of market conduct.

Customers' interests — A firm must pay due regard to the interests of its customers and treat
them fairly.

Communications with clients — A firm must pay due regard to the information needs of its
clients, and communicate information to them in a way which is clear, fair and not misleading.
Conflicts of interest — A firm must manage conflicts of interest fairly, both between itself and its
customers and between a customer and another client.

Customers: relationships of trust — A firm must take reasonable care to ensure the suitability
of its advice and discretionary decisions for any customer who is entitled to rely upon its
judgment.

Clients’ assets — A firm must arrange adequate protection for clients' assets when it is
responsible for them.

Relations with regulators — A firm must deal with its regulators in an open and cooperative
way, and must disclose to the appropriate regulator appropriately anything relating to the firm of
which that regulator would reasonably expect notice.

As with the PRA’s Fundamental Rules, it is vital that boards and senior management understand the

Principles for Businesses and establish within their firms a culture that supports adherence to the

spirit and the letter of these principles.

January 2016


https://www.handbook.fca.org.uk/handbook/PRIN/2/1.html

How do | start

a bank?

NEW BANK START-UP UNIT OPENS ON 20 JANUARY 2016

The Unit has been setup by the Prudential Regulation Authority (PRA) and the Financial Conduct Authority (FCA). You'll need to be
o authorised by the PRA with consent from the FCA, to become a bank and begin accepting deposits.

CONTACT US

i When you're ready to start the process, please
i contact the New Bank Start-up Unit to arrange
' an initial pre-application meeting:

i 020 34618100
NewBankStartupUnit@bankofengland.co.uk

LY OLIYNI[6]Nl ——@ Standards - The PRA Rulebook and the FCA
Being supervised - When you are fully Handbook set out each regulator’s standards.

operational you will be supervised by the PRA Threshold Conditions — You will need to meet
and the FCA. You will need to meet the the PRA's and the FCA's Threshold Conditions

standards set by both regulators and provide at all times.

relevant information to show that you are
i i i meeting these standards.
BUILD YOURBANK @— MOBILISATION
You can secure further
investment, recruit staff,
invest in IT systems and
commit to third-party
suppliers etc with the

certainty of being
authorised.

A new bank can now be authorised at an earlier stage
but with a restriction on the business it can do until it is
fully operational. We expect that getting to that stage
should take no longer than 12 months.

BETWEEN SIX AND
LIS RTeIV Y.y [\l —® TWELVE MONTHS TO
The New Bank Start-up Unit will take ASSESS AN APPLICATION
between six and twelve months to
assess your application and decide
whether to authorise your new bank.

Authorisation is made up of key stages

PROGRESS YOUR How will the
APPLICATION *— PRE-APPLICATION biﬁ”(‘jnrgjfe

Any concerns are At this stage you will find out about the

flagged at this early authorisation process and learn about what is What products
stage to allow you to expected of you and what you can expect from How will the will you offer
decide whether you the New Bank Start-up Unit. bank be and to whom?

want to progress your funded?

application.

AND ASK YOURSELF
NNV —@ QUESTIONS...

Consider your options carefully before starting the

process. There are alternatives. If becoming a bank is

the right decision for you, you'll need to start to

develop your business plan.

What IT systems will
your bank need and
who will operate
them?

ﬁgﬁ Who will run
EEE god HH the bank and
ooo| | OO0 how will they
ooo oo g o
ooo DDD nn o do it?

There are alternatives to becoming a bank, which allow you to provide some of the services that banks offer which may cost less to
setup including credit unions, building societies and community development finance institutions.

Information and materials from the New Bank Start-up Unit are available on
the website www.bankofengland.co.uk/pra/nbsu/Pages/default.aspx
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