CREDIT UNIONS — STANDARD LICENCE CONDITIONS

[ULTIMATELY THESE WILL BECOME PART 10 OF THE FINANCIAL SERVICES RULE BOOK]

Condition

\ Description

PART A. INTRODUCTORY

Al Interpretation

(1) In these Standard Licence Conditions —

“Committee” means the Committee of Management of the credit
union;

“conditions” means these Standard Licence Conditions which are
imposed under section 7 of the Financial Services Act 2008;

“credit union” means the holder of a licence under the Act permitting
Class 9 regulated activity; and

“the regulatory requirements” means the requirements of —

(a) the conditions of the credit union’s financial services licence;

(b) any direction issued under section 14 of the Financial Services Act
2008; and

(c) the following, so far as applicable —

(i) any provision of the Act;

(i) the Financial Services Rule Book 2016 ;

(iii) any other Rule Book under section 18 of the Act;

(iv) the Anti-Money Laundering and Countering the Financing of
Terrorism Code 2015, or any successor;

(v) any other relevant code of practice under section 157(1) of the
Proceeds of Crime Act 2008 or section 68 of the Terrorism and Other
Crime (Financial Restrictions) Act 2014,

(vi) any other provision having effect under or by virtue of the Act;
(vii) any statutory provision referred to in section 43 of the Act; and
(viii) the Credit Unions Act 1993.

(2) Other expressions in these conditions have the meanings given by
Appendix 1 to the conditions.

A2 Confirmation of oral
notification

Where a credit union —

(a) is required by these conditions to notify the Authority of any
matter; and

(b) notifies the Authority orally of that matter,

that requirement shall not be taken to have been complied with
unless the oral notification is confirmed in writing by the credit union
within 24 hours of the oral notification.

A3 Commencement of

regulated activities

Where a credit union has not commenced regulated activities within
4 months of the date of grant of its licence, it must notify the
Authority of this fact within 10 business days after the end of the 4
month period.

A4 Returns to be submitted
in English

Where a credit union is required to submit returns or supply
information to the Authority, such returns or information must be
submitted in English.

PART B. FINANCIAL RESOURCES AND REPORTING

B1 Annual reporting date

A credit union must notify the Authority of its annual reporting date.

B2 Notification of inability
to comply

A credit union must notify the Authority immediately where it has
reason to believe that —
(a) it will be unable to make a financial return; or
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(b) it will be unable to comply, or to demonstrate compliance, with
any condition in Part B as a result of a failure in accounting systems.

B3 Operating and reporting
currency

(1) A credit union’s business must only be conducted and reported in
sterling.
(2) Any financial return made by a credit union must be expressed in
sterling.

B4 Responsibility for
returns

The Committee, and any person who is member of the Committee, is
responsible for the completeness and accuracy of any financial return
made to the Authority by or in respect of the credit union.

B5 Misleading financial
returns

A credit union must notify the Authority as soon as it has reason to
believe that any financial return previously made by it to the
Authority was or has become misleading in any material respect.

B6 Electronic reporting

(1) A financial return must be made to the Authority —

(a) by such method of electronic communication as the Authority
may reasonably require; or

(b) such other method of communication as the Authority may
approve.

(2) Paragraph (1) does not apply to a credit union’s annual financial
return.

(3) In paragraph (1) “electronic communication” has the same
meaning as in the Electronic Transactions Act 2000.

B7 Annual financial
statements

(1) Subject to paragraph (2), the annual financial statements of a
credit union comprise one or more statements in monetary terms of
the results of the transactions of the credit union over a year ending
on its annual reporting date.

(2) Those statements —

(a) must include —

(i) a Statement of Financial Position as at that date; and

(i) a Statement of Profit and Loss or income statement for that year,
(b) may relate to a period other than a year where permitted by
condition B8(3); and

(c) must be prepared according to the standards referred to in
condition B9.

B8 Annual financial return
and annual regulatory
return

(1) A credit union must provide to the Authority an annual financial
return as soon as it is available, and in any case, within 5 months of
the credit union’s annual reporting date.

(2) The annual financial return must comprise, in respect of the
period to which the return relates —

(a) the credit union’s audited annual financial statements, which
must be originals verified by the auditor or a copy of such originals;
(b) a detailed Statement of Profit and Loss (if not included in the
audited annual financial statements); and

(c) a statement providing a reconciliation of all material differences
between —

(i) the set of credit union returns as at its annual reporting date; and
(ii) the Statement of Financial Position and Statement of Profit and
Loss.
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(3) The period to which the annual financial return relates must be
the year ending on the credit union’s annual reporting date, unless—
(a) the credit union’s annual reporting date has changed since the
previous annual financial return, in which case the period shall be
such period (not being more than 18 months) beginning on a
previous annual reporting date and ending on the new annual
reporting date; or

(b) such other date as the Authority agrees with the credit union in
writing in advance.

(4) A credit union must provide a return (an “annual regulatory
return”) to the Authority within 5 months of the credit union’s annual
reporting date.

(5) The return must state the position as at the annual reporting date
and must contain the information specified by the Authority.

B9 Accounting standards

Except where otherwise provided, any financial return which is
required by these conditions to be submitted to the Authority must
be prepared in accordance with either —

(a) any applicable Financial Reporting Standards issued or adopted
from time to time by the Accounting Standards Board in the United
Kingdom; or

(b) the Statement of Recommended Practice; or

(c) any International Financial Reporting Standards published from
time to time by the International Accounting Standards Board.

B10 Change of annual
reporting date

A credit union may not change its annual reporting date without the
prior written consent of the Authority.

B11 Accounting records

(1) A credit union must keep such accounting records in the Island as
are necessary to show accurately at any time —

(a) the financial position of the credit union’s business; and

(b) whether the credit union complies with any condition in Part B
relating to its financial resources.

(2) A credit union must preserve its accounting records for at least 6
years beginning with the date on which they are made.

(3) Where a licence is surrendered or revoked, the credit union must
preserve its accounting records for at least 6 years beginning with the
date of surrender or revocation.

(4) A credit union must notify the Authority of the method of storage
and location of any records required by this condition to be
preserved at least 20 business days prior to the surrender of its
licence.

(5) The requirements of this condition are without prejudice to the
requirements of any other statutory provision.

B12 Capital

(1) A credit union must have adequate capital taking into account the
nature, scale and complexity of its business.
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(2) For the purpose of these conditions capital comprises the
following items —

(a) audited reserves;

(b) interim net profits;

(c) deferred shares;

(d) subordinated debt that meets the requirements specified in
condition B12(B) and subject to the limits in paragraph (3) below; and
(e) revaluation reserves, arising from the differences between book
values and current market values of property fixed assets that meet
the requirements in condition B12(C) and are subject to the limits in
paragraph (4) below.

(3) The amount of any subordinated loan that qualifies as capital
must, over its final four years to maturity or, where the subordinated
loan requires repayment in tranches, over the final four years to
maturity of each tranche, be written down by a credit union by 20%
of the amount of the loan or tranche per year.

(4) The amount of revaluation reserve that a credit union is permitted
to include in the calculation of its capital must not exceed 25% of the
credit union’s capital.

B12(A) Capital: audited
reserves and interim net
profits

(1) For the purpose of these conditions audited reserves are audited
accumulated profits or losses, or both, retained by a credit union
after payment of tax and dividends, and include other realised gains
and gifts of capital.

(2) Deferred shares are included in the definition of capital, but must
not be counted twice in the calculation of capital. Where a credit
union’s audited reserves include sums equal to the amount paid on
deferred shares subscribed for in full and transferred to reserves in
accordance with section 7 of the Credit Unions Act 1993, that amount
must also not be counted separately under condition B12 paragraph
2(c).

(3) Profits means the profits resulting from the operation of a credit
union in the year of account in question after deduction of all
operating expenses, including payment of any interest, and after
making provision for depreciation of assets, tax liabilities and bad
debt, but before the payment of any dividend.

(4) Interim net profits are interim profits net of tax and anticipated
dividends (any interim losses must be deducted from capital).

B12(B) Capital:
subordinated debt

In order to be included in the calculation of capital, subordinated
debt must meet the following requirements —

(a) the maturity of the loan must be more than five years from the
date on which the loan is made;

(b) the subordination provisions must provide that the claims of the
subordinated creditors rank behind those of all unsubordinated
creditors including the credit union’s shareholders;
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(c) to the fullest extent possible, creditors must waive their rights to
set off amounts they owe the crdit union against subordinated
amounts owed to them by the credit union;

(d) the only events of default permitted are non-payment of any
interest or principal under the debt agreement or the winding-up of
the credit union;

(e) the remedies available to the subordinated creditor in the event
of default in respect of the subordinated debt must be limited to
petitioning for the winding-up of the credit union or proving for and
claiming in the liquidation of the credit union;

(f) the subordinated debt must not become due and payable before
its stated final maturity date except on an event of default complying
with (d) above;

(g) the terms of the subordinated debt must be set out in a written
agreement or instrument that contains terms that provide for the
above conditions; and

(h) the debt must be unsecured and fully paid up.

B12(C)Capital: revaluation
reserves

(1) To be included in the calculation of capital, revaluation reserves
must meet the following requirements —

(a) the credit union must apply the revaluation method to all of its
property fixed assets and not selectively;

(b) the values must result from professional valuations of each
property;

(c) no professional valuation of property can be more than five years
old and, in the intervening year or years in which a property is not
professionally valued, the Committee must have undertaken an
interpolation of value which takes into account any decline in
property values disclosed by valuations of other properties in that
year or those years; and

(d) any increase of revaluation reserve must be supported by a
professional valuation.

(2) Subject to paragraph (1) above, and the limit in condition B12, the
amount of revaluation reserve used for the calculation of capital
must be the lesser of —

(a) the amount standing to the credit of any reserve in the balance
sheet in the most recent annual financial return to have been sent to
the Authority; and

(b) the amount of any such reserve in the accounting records of the
credit union.

B13 Charges

(1) A credit union must notify the Authority before —

(a) creating any charge on any of its assets; or

(b) entering into an agreement by virtue of which such a charge may
be created.

(2) A notification under paragraph (1) must be made —

(a) if practicable, not less than 20 business days before the charge is
intended to be created or the agreement is intended to be entered
into, as the case may be; or

(b) otherwise, as soon as practicable.
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B14 Capital resources and
dividends

(1) A credit union must have—

(a) capital of at least 3% of total assets where a credit union has
total assets of less than or equal to £5 million or members totalling
fewer than or equal to 5,000; or

(b) subject to (c), capital of at least 5% of total assets, where a credit
union has total assets of more than £5 million or more than 5,000
members; or

(c) capital of least 8% of total assets, where a credit union has total
assets of more than £10 million or 10,000 members.

(2) A credit union must immediately notify the Authority if at any
time it has reason to beleive its capital —

(a) is below the relevant minimum threshold set out in paragraph (1);
or

(b) is within 1% of the relevant minimum threshold set out in
paragraph (1). For example, where a credit union has a minimum
threshold of 3%, it must notify the Authority if its threshold is below
4%.

(3) A credit union must have an appropriate policy regarding the
payment of dividends to members and the maintenance of its
general reserves, taking into account the limits in paragraph (1) and
the requirements in paragraphs (4) and (5).

(4) A credit union must not pay dividends unless it has capital of at
least 5% of total assets and the payment of any of those dividends
does not reduce the capital to below 5% of total assets.

(5) A credit union must not pay dividends out of interim profits more
than once a year unless it has capital of at least 8% of total assets.

(6) A credit union must—

(a) maintain appropriate procedures and controls for the purpose of
monitoring its compliance with the requirements of this condition ;
and

(b) review those procedures annually and evidence that review.

B15 Credit union returns

(1) A credit union must prepare returns (“set of credit union returns”)
as at each quarter end.

(2) The credit union must prepare an additional set of credit union
returns as at its annual accounting date if this does not fall on a
quarter end.

(3) The credit union must submit every set of credit union returns
prepared under paragraphs (1) or (2) to the Authority within one
month of the date to which it relates.

(4) A set of credit union returns must be in the format specified by
the Authority, containing the information required by, and calculated
in accordance with, the specifications.
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B16 Publication of annual
financial statements

(1) Within 5 months of its annual reporting date, a credit union must
(a) make its audited annual financial statements available for public
inspection in the Island;

(b) display a notice in its registered office and all other offices in the
Island stating that —

(i) a copy of its latest audited Statement of Financial Position together
with the last auditor’s report (as it appears in the audited annual
financial statements) may be inspected by any person on demand;
and

(i) copies are available to be taken away; and

(c) make its annual financial statements available for public
inspection on its website.

(2) The annual financial statements in paragraph 1(c) may take the
form of abridged financial statements, which must contain the
following information as a minimum —

(a) a Statement of Financial Position;

(b) a Statement of Profit and Loss or income statement;

(c) the names of the members of the Committee of Management
(d) the registered office;

(e) the auditor’s report; and

(f) a note that a copy of the full audited financial statements is
available upon request (specifying any fee that will be charged).

PART C. AUDIT

C1 Appointment of auditor

(1) A credit union must have at all times an auditor that is qualified,
and is not ineligible, to act as such.

(2) The auditor must —

(a) have a permanent place of business on the Island; and

(b) be covered by an appropriate level of professional indemnity
insurance suitable to the work carried on in relation to the credit
union.

(3) For the purposes of this condition, a person is qualified if it is a is
a member of, and holds a current practising certificate issued by, one
or more of the following bodies —

(a) the Institute of Chartered Accountants in England and Wales;

(b) the Institute of Chartered Accountants of Scotland;

(c) the Institute of Chartered Accountants in Ireland; or

(d) the Association of Chartered Certified Accountants.

(4) For the purpose of this condition, a person is ineligible to act as
an auditor of a credit union if —

(a) in the case of an individual, he is —

(i) a member of the credit union;

(i) a partner of, or in the employment of, any person falling within (i)
above;

(iii) a close relative of any person falling within (i) above;
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(iv) not treated as independent of the credit union under any code of
ethics issued from time to time by the body of accountants of which
he is a member; or

(v) declared by the Authority to be ineligible to act as an auditor of
the credit union, or of any description of credit unions which includes
the credit union or of credit unions generally;

(b) in the case of a firm —

(i) it is declared by the Authority to be ineligible to act as an auditor
of the credit union or, of any description of credit unions which
includes the credit union or of credit unions generally; or

(i) the principal directly responsible in the firm for the audit of the
credit union would be ineligible under (a).

(5) For the purpose of paragraph (4)—

“close relative”, in relation to an individual, means a spouse, parent,
step-parent, brother, sister, half-brother, half-sister, child or step-
child, or a person, whether or not of the opposite sex, living with the
individual in a relationship similar to that of husband and wife.

C2 Suitability of auditor

(1) Before appointing a person as its auditor, a credit union must
ensure that that person is qualified, and is not ineligible, to act as
such.

(2) A credit union must on request provide the Authority with
evidence of the resources, knowledge, experience and competence
of —

(a) its auditor; or

(b) any person whom it intends to appoint as its auditor.

(3) If the Authority reasonably believes that a person —

(a) does not have sufficient resources, knowledge, experience or
competence to perform the duties of the auditor of the credit union
under Part C of these conditions;

(b) is otherwise incapable of performing those duties; or

(c) is otherwise unsuitable to be the auditor of the credit union,

the Authority may declare that that person is ineligible to act as
auditor of the credit union.

C3 Engagement letter

(1) Before the commencement of the appointment of an auditor, a
credit union must obtain from the auditor an engagement letter —
(a) containing an undertaking by the auditor to provide the credit
union and the Authority with the reports and letters required by
these conditions;

(b) defining clearly the extent of the rights and duties of the auditor;
and

(c) signed and accepted in writing by or on behalf of both the credit
union and the auditor.

(2) For the purpose of Part C of these conditions a credit union is not
to be treated as having an auditor unless an engagement letter
complying with paragraph (1) has been obtained and is still in force.
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(3) A credit union must provide a copy of the engagement letter to
the Authority on request.

C4 Audit of annual financial
statements

(1) A credit union must require that its annual financial statements
are audited by its auditor in accordance with —

(a) the International Standards on Auditing issued from time to time
by the International Auditing Practices Committee; or

(b) the International Standards on Auditing (UK and Ireland) issued
from time to time by the Auditing Standards Board in the United
Kingdom.

(2) The credit union must submit its audited annual financial
statements to the Authority not later than 5 months after its annual
reporting date.

C5 Notification

(1) A credit union must notify the Authority immediately on —
(a) the appointment of an auditor; and
(b) the removal or resignation of an auditor, and the reasons for it.

(2) Where an auditor resigns or is removed by the credit union or is
not reappointed at the end of its term in office, the credit union must
provide to the Authority or arrange for the provision of a statement
signed by the auditor stating either —

(a) that there are no circumstances connected with its ceasing to hold
office which the auditor considers should be brought to the attention
of the Authority; or

(b) the circumstances connected with its ceasing to hold office.

(3) A credit union must notify the Authority immediately where —
(a) its auditor has qualified its report or has included an emphasis of
matter paragraph in relation to the annual financial statements of
the credit union; or

(b) it has reason to believe that its auditor is likely to qualify or
include an emphasis of matter paragraph in relation to that report.

C6 Management letter

(1) A credit union must —

(a) provide the Authority with a copy of any management letter (or
equivalent) which —

(i) the credit union receives from its auditor in respect of the audit of
its annual financial statement; and

(ii) contains any recommendations to the credit union to remedy any
weakness in its systems and internal controls; and

(b) inform the Authority whether the credit union has implemented
or is implementing those recommendations, and if not, its reasons
for not doing so.

(2) Where the credit union receives no management letter (or
equivalent) from its auditor, it must provide the Authority with a copy
of an auditor’s letter confirming that no such management letter (or
equivalent) has been or will be issued.
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(3) The credit union must comply with the requirements of
paragraphs (1) and (2) not later than 5 months after its annual
reporting date.

C7 Rights of auditor

(1) A credit union must afford its auditor —

(a) the right of access at all times to its accounting and any other
records relevant to the auditor’s duties; and

(b) the right to obtain from any officer or employee of the credit
union such information and explanations as the auditor may consider
necessary in the performance of its duties.

(2) A credit union must permit and require its auditor to provide to
the Authority such information and opinions as the Authority
requests, being information or opinions relevant to the functions of
the Authority.

C8 Contents of
reports

audit

The auditor’s report on the annual financial statements of a credit
union must report by exception on any failure to keep proper
accounting records during the financial year to which the statements
relate.

PART D. CONDUCT OF BUSINESS

D1 Skill, care and diligence

A credit union must act with due skill, care and diligence in carrying
on regulated activities.

D2 Responsible behaviour

in dealings

A credit union must have procedures for ensuring that any regulated
activity is carried on—

(a) openly and fairly;

(b) in compliance with any applicable legislation relating to that
activity in the country or territory in which it is carried on;

(c) so far as possible, in a way that avoids any conflict of interest; and
(d) with disclosure of any unavoidable conflict of interest to any
member concerned. This applies whether any such conflict relates to
the credit union, its officers or employees.

D3 Ensuring fair
reasonable behaviour

and

(1) A credit union must have procedures requiring those seeking to
obtain business on its behalf —

(a) to do so in a way which is clear, fair and not misleading;

(b) to avoid any undue pressure;

(c) to make clear the purpose or purposes of the contact at the initial
point of communication; and

(d) to identify themselves and the credit union that they represent to
members and potential members by providing contact information
in writing.

(2) The credit union must —

(a) not communicate with a person at an unsocial hour other than by
e-mail or social media; and

(b) have controls requiring those seeking to obtain business on its
behalf not to communicate with a person at an unsocial hour other
than by e-mail or social media, unless the person has previously
agreed to such a communication.

(3) For the purpose of paragraph (2), “unsocial hour” means —
(a) any time on a Sunday, Good Friday or Christmas Day;
(b) before 9.00 am or after 9.00 pm on any other day;
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(c) any other day or any other time —

(i) where the credit union, or those seeking to obtain business on its
behalf, knows that the person concerned does not wish to be
communicated with on that day or at that time; or

(ii) where the credit union, or those seeking to obtain business on its
behalf, has reason to believe that the person concerned would not
wish to be communicated with on that day or at that time (for
example, because of religious observance or working patterns).

D4 Action likely to bring
Island into disrepute

(1) A credit union must not carry on business of such a kind or in such
a way as may be likely to bring the Island into disrepute or damage
its standing as a financial centre.

(2) A credit union must not maintain anonymous or fictitious
accounts or business relationships.

(3) If a credit union maintains a numbered account it must —

(a) identify, and verify the identity of, the member; and

(b) maintain the account in such a way as to comply fully with the
requirements of the Anti-Money Laundering and Countering the
Financing of Terrorism Code 2015 or any successor.

D5 Integrity and fair dealing

(1) A credit union must —

(a) observe high standards of integrity and fair dealing in carrying on
regulated activities; and

(b) comply with any applicable code or standard where such code or
standard has been specified in writing by the Authority to the credit
union for the purpose of this condition.

(2) Conditions D6 to D10 are without prejudice to the generality of
paragraph (1).

D6 Informed decisions

A credit union must —

(a) take all reasonable steps to enable its members to take informed
decisions relating to their business with the credit union; and

(b) avoid misleading or deceptive representations or practices.

D7 Independence

(1) A credit union —

(a) must not claim that it is independent or impartial if it is not; and
(b) must ensure that any claim it makes as to its independence or
impartiality adequately includes any limitation which there may be
on either.

(2) Without prejudice to paragraph (1), a credit union must not
represent itself as acting independently if it has any relationship or
arrangement with any other person which —

(a) brings any distortion into the way in which it conducts its business
with a member; or

(b) results in an advantage to the credit union, or a disadvantage to
the member, in any business done with that person.

D8 Gifts and other benefits

A credit union must not —
(a) offer or receive; or
(b) permit any officer or employee to offer or receive,
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any gift or other direct or indirect benefit, if to do so might adversely
influence the giving of advice by, or the exercise of discretion on the
part of, the credit union, officer or employee.

D9 Remuneration

A credit union’s remuneration must be related to —

(a) the disclosed relationship between the credit union and the
member; and

(b) the services provided by the credit union to the member.

D10 Conflicts of interest —
general

(1) Where a conflict of interest arises —

(a) between the credit union or any officer, employee and its
members; or

(b) between one member and another,

in the course of carrying on any regulated activities, the credit union
must promptly notify each of the members concerned of that fact.

(2) This condition is without prejudice to conditions F6 and F7.

D11 Advertisements —
general

(1) A credit union must not publish or cause or permit to be published
(a) any advertisement for a product or service which contains unfair,
inaccurate or misleading indications of the product or service;

(b) any advertisement which hides, diminishes or obscures
information about risk, important statements or warnings;

(c) any advertisement which might damage the reputation of the
Island; or

(d) any advertisement which makes a prediction or forecast of future
income which —

(i) is not based on and consistent with present conditions; or

(i) in the case of dividends to members, does not include a warning
that past performance is not an indicator of future performance.

(2) A credit union, which is not a participant in a scheme established
by regulations under section 16 of the Credit Unions Act 1993, must
not publish or cause or permit to be published any advertisement
which refers to its regulated activities unless the advertisement
states in a prominent position that such activities are not protected
by a compensation scheme.

D12 Reference to licensing

(1) A credit union must make clear to those with whom it has
communications in the course of its business, or prospective
business, the name of the credit union and the person by whom it is
regulated.

(2) This condition does not apply to —

(a) cheques, cheque books or paying in books;

(b) member statements / confirmations;

(c) cheque guarantee, charge, debit or credit cards or cards of a
similar nature;

(d) radio advertisements; or

(e) references solely to the name of the credit union.

D13 Credit union’s
permitted activities

If requested by any person, a credit union must provideinformation
regarding the conditions attached to its licence.

D14 Reference to
protection arrangements

A credit union must not publish or cause or permit to be published
any advertisement which states or implies that any members’ shares
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other than a compensation
scheme in advertisements

will be guaranteed, secured, insured or the subject of any form of
protection unless it states —

(a) the form of the protection; and

(b) the extent of the protection.

D15 Provision of statistical
information

A credit union must provide to the Authority such statistical
information relating to its activities by such date and in such form as
the Authority may reasonably require.

PART E. ADMINISTRATION

E1 Change of name or
address

A credit union must notify the Authority, not less than 20 business
days in advance, of a change in —

(a) its name;

(b) any business name;

(c) its principal place of business;

(d) any permanent place of its business, normally open to the public,
in the Island; or

(e) its registered office.

E2 Registration of business
name

A credit union must notify the Authority, not less than 20 business
days in advance of the registration of any business name, including
the rationale for such registration.

E3 New appointments and
departures from office

(1) Inrelation to a credit union, this condition applies to the following
offices and positions —

(a) MLRO;

(b) DMLRO; and

(c) member of the committee of management.

(2) Subject to (3) and condition E4, a credit union must notify the
Authority at least 20 business days in advance of —

(a) an appointment or intended appointment to any office or position
to which this condition applies; and

(b) the title and responsibilities of the office or position.

(3) Despite the notification period at (2), if the appointment is to an
office or position which is a “notified only” appointment a credit
union must notify the Authority within 10 business days following the
date of the appointment.

(4) A credit union must notify the Authority of any departure or
intended departure from an office or position to which this condition
applies, giving reason for departure, within 10 business days of the
giving of notice or other event giving rise to the departure.

(5) For the avoidance of doubt, references in this condition to —
(a) “an appointment” include an appointment of an existing officer
or employee of a credit union; and

(b) a “notified only” appointment, means any one or more of the
appointments specified by the Authority as notified only (set out in
the second column of the table at Appendix 2 of the Regulatory
Guidance — Fitness and Propriety).

E4 Appointments in
exceptional circumstances

A credit union may appoint an individual (“the appointee”) to carry
out the office and position of a person fulfilling the roles identified in
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condition E3(1) (“the officer”) without the notification required by
condition E3 subject to the following—

(a) the absence of the officer is due to exceptional circumstances;
(b) the role is not fulfilled by any one or more appointees for longer
than 12 weeks in any rolling consecutive 12 month period;

(c) the credit union notifies the Authority within 5 business days of
the appointment of —

(i) the name of the appointee undertaking the role;

(i) the title and responsibilities of the vacant office or position;

(iii) the exceptional circumstances giving rise to the appointment;
(d) the credit union has assessed that the appointee has the relevant
skills and experience to carry out the function. This assessment must
be documented in writing and made available to the Authority on
request;

(e) the credit union’s Committee must provide adequate oversight of
the appointee and the function while the appointee undertakes the
role; and

(f) the credit union notifies the Authority within 5 business days of
the appointee ceasing to undertake the role.

E5 Fitness and propriety

(1) A credit union must take reasonable steps to ensure that all
individuals (whether or not employed by the credit union) who
perform any regulated activity for the credit union are fit and proper
for the tasks they perform.

(2) A credit union must notify the Authority promptly if it becomes
aware of any significant matters that may affect an assessment of the
fitness or propriety of any of the members of its Committee, the
MLRO, DMLRO or other officers or employees.

E6 Disqualification as a
director etc.

A credit union must notify the Authority as soon as it becomes aware
of any disqualification or any application for disqualification relating
to the credit union or any of its officers or employees, including
members of the Committee, the MLRO or DMLRO under —

(a) sections 4, 5 or 9 of the Company Officers (Disqualification) Act
2009; or

(b) any equivalent provision having effect in a country or territory
outside the Island.

E7 Service of notice etc.

(1) A credit union must notify the Authority as soon as it becomes
aware of any action specified in paragraph (2) against the credit
union.

(2) The actions referred to in paragraph (1) are the service by a
constable or member of HM Attorney General’s Chambers of any
notice, summons, order or warrant (a “request”) made under any
criminal statute in the Isle of Man for the purposes of obtaining
evidence for a criminal investigation or criminal proceedings,
including a confiscation investigation or confiscation proceedings
either in the Island or elsewhere.

(3) Any notification given under this condition must specify —
(a) the name of the body serving the request; and
(b) the person to whom the request relates.
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E8 Criminal proceedings
and convictions

(1) A credit union must notify the Authority as soon as it becomes
aware of the bringing of any criminal proceedings against, or the
conviction of —

(a) the credit union; or

(b) any officer or employee of the credit union,

for an offence to which this condition applies.

(2) This condition applies to —

(a) an offence which is or, if committed in the Island, would be triable
on information;

(b) an offence relating to a regulated activity or an activity which, if
carried on in the Island, would be a regulated activity;

(c) an offence under the Credit Unions Act 1993, Companies Acts
1931 to 2004 or the Companies Act 2006, or any legislation having
similar effect in any country or territory outside the Island;

(d) an offence relating to insolvency; or(e) an offence involving fraud
or dishonesty.

(3) Nothing in this condition requires a credit union to disclose any
matter subject to legal professional privilege.

E9 Surrender of licence

(1) Where a credit union intends voluntarily to surrender its licence,
it must notify the Authority of —

(a) its intention to do so; and

(b) the arrangements it proposes to make to dispose of its business.

(2) A notification under paragraph (1) must be given not less than 30
business days before the surrender of the licence.

(3) If the requisite amount of notice under paragraph (2) is not given,
the surrender will not take effect until 30 business days after the
notice was received by the Authority, unless the Authority
determines otherwise.

E10 Cessation of regulated
activities

(1) Where a credit union intends voluntarily to cease carrying on a
regulated activity of any description, it must notify the Authority of
(a) its intention to do so; and

(b) the arrangements it proposes to make to for the safeguarding of
its members savings or other assets.

(2) A notification under paragraph (1) must be given —
(a) if practicable, not less than 20 business days before the event; or
(b) otherwise, as soon as practicable.

E11 Bankruptcy, winding
up, etc.

A credit union must notify the Authority as soon as it becomes aware
of any of the following (whether occurring in the Island or elsewhere)
(a) the commencement of proceedings for the winding up or
dissolution of the credit union;

(b) the appointment of a receiver, liquidator, provisional liquidator,
administrator or trustee in bankruptcy of the credit union;

(c) the making of any composition or arrangement with creditors of
the credit union;
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(d) the appointment of an inspector by a statutory or other
regulatory authority to investigate the affairs of the credit union.

E12 Legal proceedings (1) A credit union must notify the Authority as soon as it becomes
aware of any actual or intended legal proceedings, of whatever
nature and regardless of whether in relation to any type of regulated
activity or another matter, taken, or to be taken, by or against it,
where the amount claimed or disputed is likely to exceed 10% of the
credit union’s capital.

(2) Nothing in this condition requires a credit union to disclose any
matter subject to legal professional privilege.

PART F. RISK MANAGEMENT AND INTERNAL CONTROLS

F1 Corporate governance (1) The Committee of a credit union must ensure the good
governance of the credit union and compliance with the regulatory
requirements.

(2) The Committee of a credit union must be comprised of at least 3
members.

(3) A credit union must have in place arrangements for effective
corporate governance which are appropriate to its size and the
nature of its business.

F2 Management controls (1) A credit union must —
(a) organise and control its internal affairs in a responsible manner;
and
(b) promote high ethical standards in the conduct of its regulated
activities.

(2) The Committee of a credit union must establish and maintain
appropriate internal and operational controls, systems, policies and
procedures relating to all aspects of its business to ensure —

(a) effective communication between the credit union and its
members;

(b) appropriate segregation of key duties and functions;

(c) the fair treatment of members;

(d) the safeguarding of assets belonging to members for which the
credit union is responsible;

(e) effective maintenance of accounting and other records and the
reliability of this information;

(f) appropriate safeguards to prevent and detect any abuse of the
credit union’s services for money laundering, financial crime, the
financing of terrorism, or the proliferation of weapons of mass
destruction; and

(g) appropriate safeguards to protect data from loss or misuse.

(3) A credit union must review the controls required by this condition
annually, or more frequently if appropriate. These reviews should be
documented.

Class 9 — Standard Licence Conditions (080219) — page 16



(4) Where the credit union employs staff or is responsible for
regulated activities conducted by others it must —

(a) make adequate arrangements to ensure that those persons are
suitable, adequately trained, properly supervised and do not exceed
the credit union’s licence permissions or any limitations placed on
those persons;

(b) document the roles and responsibilities of, or limitations placed
on, such persons; and

(c) not permit an individual to provide financial advice.

(5) A credit union must ensure that the persons to whom this
condition applies carry out their duties in a diligent and proper
manner in accordance with the systems, controls, policies and
procedures referred to in paragraph (2).

(6) The persons referred to in paragraph (5) are —

(a) the credit union’s officers; and

(b) any other individual, whether or not employed by the credit
union, who performs any regulated activity on behalf of the credit
union.

(7) Without prejudice to conditions D2, D10 and F6, a credit union
must put in place arrangements for copies of all material
correspondence from the credit union to the Authority, and all
material correspondence and reports on a credit union from the
Authority to be promptly supplied to its Committee.

F3 Compliance with
obligations

A credit union must comply with the regulatory requirements and
have regard to any code or set of standards promulgated by any
authority or body other than the Authority for the purposes of setting
standards for credit unions’ activities in the public interest, except to
the extent that it is inconsistent with the regulatory requirements.

F4 Risk management

(1) A credit union must by its Committee —

(a) establish and maintain comprehensive policies, appropriate to the
nature and scale of its business, for managing the risks specified in
paragraph (2); and

(b) review those policies annually and evidence that review.

(2) The risks referred to in paragraph (1)(a) are —

(a) all material risks associated with the credit union, including
financial, legal, and regulatory;

(b) all operational risks associated with the credit union’s activities;
and

(c) any other risks which the Authority has, by notice in writing to the
credit union, specified as additional risks for the purpose of this
condition.

(3) A notice under paragraph (2)(c) —

(a) shall remain in force until it is withdrawn by the Authority by a
further notice in writing to the credit union; and

(b) may specify actions to be taken for the purpose of measuring,
monitoring and controlling the additional risks,
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and the credit union must take such action as is specified under sub-
paragraph (b).

(4) The policies referred to in paragraph (1)(a) must include —

(a) clear arrangements for —

(i) delegating (where delegation is appropriate) and separating
functions which involve committing the credit union, paying away its
funds, and accounting for its assets and liabilities;

(i) reconciliation of those processes;

(iii) safeguarding its assets; and

(iv) appropriate independent checks and compliance procedures to
test adherence to the regulatory requirements (for example through
the use of internal audit as set out in condition F22);

(b) appropriate procedures and controls for the purpose of
identifying, measuring, monitoring and controlling the risks specified
in paragraph (2); and

(c) regular consideration of those risks by the Committee.

(5) The credit union must —

(a) ensure that the policies referred to in paragraph (1)(a) are
complied with;

(b) maintain appropriate procedures and controls for the purpose of
monitoring its compliance with those policies; and

(c) monitor the risks specified in paragraph (2) on a frequent and
timely basis.

F5 Whistleblowing policy

(1) A credit union must establish, implement and maintain an
effective whistleblowing policy to encourage the reporting of any
improper or unlawful behaviour. The policy must be —

(a) in writing; and

(b) appropriate to the credit union’s size and organisation and the
nature, scale and complexity of its business.

(2) The whistleblowing policy must —

(a) define the scope of improper or unlawful behaviour covered by it,
including but not limited to —

(i) failure to comply with the credit union’s legal or regulatory
requirements;

(i) financial malpractice or fraud;

(iii) criminal activity;

(iv) improper conduct or unethical behaviour; and

(v) attempts to conceal any financial malpractice or fraud;

(b) set out an internal reporting structure to enable all the credit
union’s officers and employees to raise concerns internally but
outside of the normal management reporting structure; and include
provisions requiring persons to whom it applies to raise their
concerns directly with the Authority if they feel that they have not
been adequately addressed internally;

(c) state how, and ensure that, matters so reported are considered
objectively and that appropriate and timely actions are taken;
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(d) adequately and appropriately protect the whistleblower from any
negative repercussions arising from reporting in good faith their
concerns, including, but not limited to ensuring confidentiality; and
(e) be communicated effectively to all persons to whom it applies.

(3) A credit union must —

(a) ensure that the policy is complied with; and

(b) maintain appropriate procedures and controls for the purpose of
monitoring its compliance with the policy.

F6 Conflicts of interest | (1) A credit union must establish, implement and maintain an
policy effective conflicts of interest policy which must be —

(a) in writing; and

(b) appropriate to its size and organisation and the nature, scale and
complexity of its business.

(2) Where the credit union’s functions have been delegated the
policy must also take into account any circumstances of which it is or
should be aware and which may give rise to a conflict of interest
arising as a result of the delegation.

(3) The policy must —

(a) identify, with reference to the specific activities of the credit
union, the circumstances which constitute or may give rise to a
conflict of interest entailing a material risk of damage to the interests
of one or more of its members; and

(b) specify procedures to be followed and measures to be adopted in
order to manage such conflicts.

(4) The procedures and measures referred to in paragraph (3)(b)
must —

(a) ensure that any officers or employees engaged in activities
involving a conflict of interest of the kind specified in paragraph (3)(a)
carry on those activities at a level of independence appropriate to —
(i) the size and activities of the credit union; and

(ii) the materiality of the risk of damage to the interests of members;
and

(b) include such of the following as are necessary and appropriate for
the credit union to ensure the requisite degree of independence —
(i) effective procedures to prevent or control the exchange of
information between officers or employees who are engaged in
activities involving a risk of a conflict of interest, where the exchange
of that information may harm the interests of one or more members;
(i) the separate supervision of officers or employees whose principal
functions involve carrying out activities on behalf of, or providing
services to, members whose interests may conflict, or who otherwise
represent different interests that may conflict, including those of the
credit union;

(iii) measures to prevent or limit any person from exercising
inappropriate influence over the way in which an officer or employee
carries on regulated activities;
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(iv) measures to prevent or control the simultaneous or sequential
involvement of an officer or employee in separate activities where
such involvement may impair the proper management of conflicts of
interest.

F7 Conflicts of interest
register

(1) A credit union must maintain a register of conflicts of interest.

(2) The register referred to in paragraph (1) —

(@) may be in summary form, provided that a full record of each
conflict of interest and the measures adopted to manage it is also
held;

(b) must contain the following information relating to each conflict
of interest —

(i) a description of the regulated activity in relation to which the
conflict arises;

(ii) the name of the member, or the description of members, whose
interests are at a material risk of damage by reason of the conflict;
(iii) the nature of the conflict;

(iv) if the conflict arises by reason of the involvement of an officer or
employee of the credit union;

(v) the measures adopted to manage the conflict;

(vi) the date when the conflict was first identified; and

(vii) if the conflict has ceased, the date when it ceased and the
grounds for considering that it has ceased.

(3) The information relating to a conflict of interest must be kept on
the register until at least 6 years after the date mentioned in
paragraph (2)(b)(vii).

F8 Business plan

A credit union must establish, implement and maintain an up to date
business plan, approved by the Committee; and a copy of the
business plan should be provided to the Authority upon any material
change thereto.

F9 Changes to activities,
services or products

A credit union must notify the Authority, not less than 20 business
days in advance —

(a) of any cessation of or change to any regulated activities which it
carries on;

(b) of any material cessation of, or material addition or change to, the
services or products which it offers (whether or not their provision
constitutes a regulated activity);

and

(c) of any activities other than activities regulated by the Authority
that it commences, materially changes or ceases undertaking.

F10 Business resumption
and contingency
arrangements

(1) A credit union must

(a) establish and maintain business resumption and contingency
arrangements which are appropriate to the nature and scale of its
business; and

(b) test the business resumption arrangements at appropriate
intervals.

(2) Without prejudice to (1), the arrangements must address
disruption or interruption such as a complete failure of information
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technology systems or a destruction of premises by fire, which would
otherwise prevent the normal operation of the credit union.

F11 Delegation of function
including outsourcing

(1) A credit union may not, without the consent in writing of the
Authority —

(a) delegate any material management or business function to
another person;

(b) make any material change to any such delegation.

(2) Any such delegation shall not affect the ultimate responsibility of
the credit union for the delegated functions.

(3) The credit union must ensure that —

(a) any material delegation or outsourcing arrangement is notified to
the Authority at least 20 business days before it becomes
operational;

(b) it maintains records relating to all delegated or outsourced
functions (whether or not material) and that the Authority has access
to all such records;

(c) in the event of a breakdown of a delegation or outsourcing
arrangement, the credit union is able to carry out or assume control
of the relevant functions.

(4) Any delegation or outsourcing arrangement must be evidenced
by a written agreement between the parties setting out clearly —
(a) their respective responsibilities and duties, including the
monitoring of the delegated or outsourced function by the credit
union; and

(b) the provisions for terminating the delegation or outsourcing
arrangement.

F12 Breaches of regulatory
requirements

(1) A credit union must notify the Authority as soon as it becomes
aware of a material breach by the credit union of any of the
regulatory requirements.

(2) Where a credit union gives a notification under paragraph (1), it
must also inform the Authority of the steps which it proposes to take

to remedy the situation.

(3) A credit union must maintain a register of all breaches.

F13 Fraud or dishonesty

(1) A credit union must notify the Authority as soon as —

(a) it has reason to believe that an officer or employee of the credit
union has been engaged in activities involving fraud or other
dishonesty; or

(b) it becomes aware of any circumstances which may amount to
fraud or serious mismanagement in the conduct of its business; or
(c) it becomes aware of any fraud by a member or third party that
could be material to the credit union’s safety and soundness or
reputation.

(2) A notification under (1)(a) or (b), must —
(a) specify the event;
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(b) specify the name of any officer or employee who is a member of
the Committee ; and

(c) following an investigation which results in the credit union
concluding that an officer or employee who is not member of the
Committee has been engaged in activities involving fraud or other
dishonesty, the credit union must disclose the name of that
employee to the Authority.

F14 Investigation of
individual’s conduct by
professional body

A credit union must notify the Authority as soon as it becomes aware
of any action of the following kinds taken against a member of the
Committee by a professional body of which that individual is a
member —

(a) an inquiry into that individual’s professional conduct;

(b) the termination of that individual’s membership;

(c) any disciplinary action against him; or

(d) any censure of his conduct.

F15 Matters to be notified
— general

(1) Without prejudice to the specific requirements of any other
condition, a credit union must notify the Authority of any relevant
material change affecting its business, systems, and members of the
Committee.

(2) A credit union must notify the Authority as soon as it becomes
aware that any of the following has occurred, whether within or
outside the Island —

(a) the breakdown of administrative or control procedures relevant
to any of the credit union’s business (including breakdowns of
computer systems or other accounting problems resulting, or likely
to result in, failure to maintain proper records) or other material
failures or weaknesses in systems and procedures;

(b) any event which makes it impracticable for a credit union to
comply with any of the regulatory requirements;

(c) the appointment of inspectors by a statutory or other regulatory
authority to investigate the affairs of the credit union;

(d) the imposition of disciplinary measures or sanctions on the credit
union, in relation to its business, by any statutory or other regulatory
authority;

(e) the material loss of consumer or other data; or

(f) an appeal made by the credit union to a tribunal against any
decision or action taken by the Authority.

(3) Where a credit union gives a notification under paragraph (2)(a)
or (b), it must also inform the Authority of the steps which it proposes
to take to remedy the situation.

F16 MLRO and DMLRO

(1) A credit union must appoint the following officers —
(a) a MLRO; and
(b) a DMLRO to cover for any absence of the MLRO.

(2) The MLRO and DMLRO may also be members of the Committee .

(3) AMLRO, or the DMLRO when deputising for the MLRO, must have
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(a) unfettered access to all business lines and support departments;
and

(b) sufficient time and resources to discharge properly the
responsibilities of the position.

F17 Systems and controls
for record keeping

(1) A credit union must establish and maintain procedures to ensure
that sufficient information is recorded and retained about the
conduct of its business and its compliance with the regulatory
requirements.

(2) A credit union must establish and maintain adequate systems and
controls over its general records, having regard to its size and the
nature and complexity of its activities.

(3) The systems and controls referred to in paragraph (2) must be —
(a) such as to enable the credit union to comply with the regulatory
requirements; and

(b) adequately and correctly documented.

(4) A credit union must —

(a) maintain records relating to its business transactions, financial
position, internal organisation and risk management systems such as
to demonstrate to the Authority that it complies with the regulatory
requirements; and

(b) keep those records for at least 6 years after it ceases to hold a
licence.

F18 Members’ records

(1) A credit union must keep and maintain proper records to show
and explain transactions effected by it on behalf of its members.

(2) Those records must be —

(a) kept in English;

(b) kept up-to-date;

(c) in such a form as to demonstrate compliance with the regulatory
requirements; and

(d) kept for at least 6 years after the transaction.

F19 Records kept by third
parties

For the purpose of conditions F17 and F18 a credit union may accept
and rely on records supplied by a third party so long as those records
(a) are capable of being supplied in a timely manner and for at least
6 years after the transaction; and

(b) are capable of being, and are, reconciled with records created by
the credit union.

F20 Relations with
regulators

A credit union must —

(a) co-operate in an open and honest manner with the Authority and
any other regulatory body to which it is accountable; and

(b) keep them promptly informed of anything relevant to the exercise
of their regulatory functions.

F21 Complaints

(1) If a credit union receives a complaint about its regulated activities,
either by telephone, in writing or face to face, it must ensure, that —
(a) the complaint is recorded in a complaints register;

(b) an acknowledgment of the complaint is provided to the
complainant within 7 days of receipt. The acknowledgement may be
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in writing, or in another form of communication agreed with the
complainant, but must be evidenced. If the complaint is not resolved
at that time to the satisfaction of the customer, the acknowledgment
must include —

(i) a summary of the complaint;

(i) details of the credit union’s complaints-handling procedures;

(iii) details of the Financial Services Ombudsman Scheme whenever
applicable; and

(iv) whenever appropriate, a request for further details in writing,
with supporting evidence;

(c) the complaint is brought to the attention of an officer or employee
of the credit union who is not conflicted and has appropriate
authority to deal with the complaint;

(d) the complaint is investigated promptly and thoroughly;

(e) appropriate action is taken and recorded; and

(f) within 8 weeks of receipt of the complaint, the complainant is
notified in writing of the outcome of the investigation and of any
action taken. Where the investigation has not been completed, the
credit union must notify the Authority of the reason.

(2) A credit union must —

(a) have documented procedures that comply with paragraph (1) for
dealing with complaints;

(b) make those procedures readily accessible on request; and

(c) ensure that any remedial action needed is taken promptly
(including, whenever appropriate, correcting any failures or
weaknesses in its systems and procedures and carrying out training
of its staff).

(3) The register referred to in paragraph (1)(a) —

(a) must contain the information detailed in (3)(b) but may be in
summary form, provided that a full record of the complaint and
action taken in relation to the complaint is also held;

(b) must contain the following information relating to each complaint
(i) the name of the complainant;

(i) the date when the complaint was received;

(iii) the date when the complaint was reported to the person with
authority to deal with complaints;

(iv) the nature of the complaint;

(v) whether the complaint involves a breach of the regulatory
requirements;

(vi) how and when the complaint was investigated;

(vii) the action taken to resolve the complaint; and

(viii) the date the complaint is considered closed.

F22 Internal audit

(1) A credit union must establish and maintain an internal audit
function (or equivalent), which may, subject to any applicable
requirement in these conditions relating to outsourcing / delegation
of functions, outsourced to a third party.

(2) The internal audit function (or equivalent) must —

Class 9 — Standard Licence Conditions (080219) — page 24



(a) have appropriate independence and direct access to the credit
union’s Committee;

(b) have unfettered access to all business lines and support
departments;

(c) have appropriate status within the credit union to ensure that the
Committee reacts appropriately to recommendations; and

(d) have sufficient time and resources to discharge properly the
responsibilities of the position.

F23 Credit risk policy

(1) A credit union must, by its Committee —

(a) establish and maintain a credit risk (lending) policy which is
appropriate to the nature and scale of its business; and

(b) review that policy annually and evidence that review.

(2) A credit union must provide the Authority with a copy of the
policy, and any substantial amendment of that policy, within 20
business days of the approval by its Committee of the policy or
amendment.

(3) A credit union must —

(a) ensure that the policy is complied with; and

(b) maintain appropriate procedures and controls for the purpose of
monitoring its compliance with the policy.

F24 Large exposures policy
and management

(1) A credit union must, by its Committee —

(a) establish and maintain a large exposures policy which is
appropriate to the nature and scale of its business; and

(b) review that policy annually and evidence that review.

(2) A credit union must provide the Authority with a copy of the
policy, and any substantial amendment of that policy, within 20
business days of the approval by its Committee of the policy or
amendment. This policy can form part of the credit union’s credit
risk policy.

(3) A credit union must —

(a) ensure that the policy is complied with; and

(b) maintain appropriate procedures and controls for the purpose of
monitoring its compliance with the policy.

(4) For the purposes of this condition, a “large exposure” is the net
liability of a member to a credit union that meets both of the
following criteria —

(a) it is at least £5,000; and

(b) it is at least 10% of the value of the credit union’s capital.

(5) A large exposure must not exceed 25% of a credit union’s capital.

(6) The aggregate of all large exposures must not exceed 500% of the
credit union’s capital.

F25 Provisions and bad
debts

(1) A credit union must, by its Committee, make adequate provision
for bad debts.

Class 9 — Standard Licence Conditions (080219) — page 25



(2) A credit union must make specific provision in its accounts for bad
debts of at least —

(a) 35% of the net liability to the credit union of members where the
amount outstanding is more than three months in arrears;

(b) 60% of the net liability to the credit union of members where the
amount outstanding is more than six months in arrears;

(c) 80% of the net liability to the credit union of members where the
amount outstanding is more than nine months in arrears; and

(d) 100% of the net liability to the credit union of members where
the amount outstanding is more than twelve months in arrears.

(3) Where a delinquent loan is rescheduled or the arrears capitalised,
the provision a credit union is required to make immediately prior to
the rescheduling or recapitalisation must be maintained until the
loan has performed for six months.

F26 Credit risk, large
exposures and bad debts:
management and reporting

(1) A credit union must monitor its credit risk exposures on an on-
going basis, and report to its Committee regularly on this topic.

(2) A credit union’s Committee must evidence its regular
consideration of large exposures and bad debts.

F27 Liquidity policy and
management

(1) A credit union must, by its Committee —

(a) establish and maintain a liquidity policy which is appropriate to
the nature and scale of its business, having regard to material risks
including the risk of sudden adverse cash flow; and

(b) review that policy annually and evidence that review.

(2) A credit union must provide the Authority with a copy of the
policy, and any substantial amendment of that policy, within 20
business days of the approval by its Committee of the policy or
amendment.

(3) A credit union must —

(a) ensure that the policy is complied with; and

(b) maintain appropriate procedures and controls for the purpose of
monitoring its compliance with the policy.

(4) A credit union must hold liquid assets equal to at least 10% of its
total relevant liabilities.

(5) A credit union must notify the Authority immediately if its liquid
assets are below 10% of its total relevant liabilities for more than two
consecutive business days.

(6) For the purpose of this condition a credit union must not count an
asset as a liquid asset unless it is cash or can be realised for cash
within eight business days.

(7) An asset maturing on a day that is not a business day must be
treated by a credit union as maturing on the next business day.
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F28 Financial risk
management policy:
additional activity

(1) This condition is only applicable if a credit union invests surplus
funds as set out in condition F29 paragraphs (3)(e) to (h), or has
borrowings as set out in condition F30.

(2) A credit union must, by its Committee —

(a) establish and maintain a financial risk management policy which
is appropriate to the nature and scale of its business, and which —
(i) addresses both interest rate and funding risk;

(ii) covers aggregate limits on holding of investments and borrowings
from sources other than members;

(iii) deals with avoidance of excessive funding concentrations;

(iv) details the organisational arrangements, systems and controls in
respect of these matters; and

(b) review that policy annually and evidence that review.

(3) A credit union must provide the Authority with a copy of the
policy, and any substantial amendment of that policy, within 20
business days of the approval by its Committee of the policy or
amendment.

(4) A credit union must —

(a) ensure that the policy is complied with; and

(b) maintain appropriate procedures and controls for the purpose of
monitoring its compliance with the policy.

F29 Investing of money by
a credit union

(1) Surplus funds must be invested in capital-protected products of
up to twelve months maturity in accordance with paragraphs (3)(a)
to (d), or held as cash in the custody of officers of a credit union;
unless a credit union also complies with condition F28, in which case
surplus funds may also be invested in capital-protected products of
up to five years maturity that meet the definitions in paragraphs
(3)(e) to (h).

(2) For the purpose of this condition, “surplus funds” means funds
not immediately required for a credit union’s lending and ancillary
purposes.

(3) For the purpose of paragraph (1) “capital-protected products” are

restricted to—

(a) a deposit placed with a credit institution which is authorised in
the Isle of Man, Jersey, Guernsey or the United Kingdom to accept
deposits on terms that the deposit shall be repayable within a period
no longer than twelve months from the date on which that deposit is
made;

(b) a loan, other than a subordinated loan qualifying as capital within
the meaning of condition B12(B), to a credit institution which is
authorised in the Isle of Man, Jersey, Guernsey or the United
Kingdom to accept deposits, with a maturity of up to twelve months
from the date on which that loan is made;

(c) a sterling denominated security issued by the Government of the
United Kingdom, with a maturity of up to twelve months from the
date on which that investment is made;
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(d) a fixed-interest sterling denominated security guaranteed by the
Government of the United Kingdom, with a maturity of up to twelve
months from the date that investment is made, provided that such
guarantee is unconditional in respect of the payment of both
principal and interest on the security;

(e) aloan, other than a subordinated loan qualifying as capital within
the meaning of condition B12(B), to a credit institution which is
authorised in the Isle of Man, Jersey, Guernsey or the United
Kingdom to accept deposits, with a maturity of up to five years from
the date on which that loan is made;

(f) a sterling denominated security issued by the Government of the
United Kingdom, with a maturity of up to five years from the date on
which that investment is made;

(g) a fixed-interest sterling denominated security guaranteed by the
Government of the United Kingdom, with a maturity of up to five
years from the date that investment is made, provided that such
guarantee is unconditional in respect of the payment of both
principal and interest on the security; or

(h) any other product provided by a credit institution authorised in
the Isle of Man, Jersey, Guernsey or the United Kingdom to accept
deposits, with a maturity of up to five years from the date on which
that investment is made, provided that the credit institution
guarantees the payment of the principal amount invested.

(4) Prior to making a decision to invest surplus funds beyond a
maturity of three months, a credit union must carry out an
assessment to satisfy itself that:

(a) it has sufficient liquidity to tie up the relevant funds for the life of
the product;

(b) it can afford to sacrifice any haircut on early redemption;

(c) by comparison with other possible uses of the funds in question,
the potential return merits the risk of investment for the period to
maturity, including the risk of no positive return; and

(d) the investment would not create excessive source or time band
concentrations.

F30 Borrowing by a credit
union

(1) A credit union must not borrow from an individual other than by
subordinated loan qualifying as capital within the meaning given in
condition B12(B).

(2) Acredit union’s borrowings must not exceed 20% of the total non-
deferred shares in the credit union at the end of more than two
consecutive regulatory reporting quarters.

(3) A credit union must not count subordinated debt obtained by that
credit union and forming part of its capital within the meaning given
in condition B12(B) towards the borrowing limit in paragraph (2).

(4) For the purpose of this condition, “borrowing” means the total
closing balances of loans received by a credit union (excluding any
subordinated loans) and overdrafts and committed lines of credit
available to a credit union.
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F31 Fraud insurance

(1) A credit union must at all times maintain in force a policy of
insurance that, subject to the exception in paragraph (2) —

(a) insures the credit union in respect of every description of loss
suffered or liability incurred by reason of the fraud or dishonesty of
any of its officers or employees;

(b) insures the credit union up to the minimum level of cover
specified in the Table in respect of any one claim, except that the
liability of the insurer may be restricted to the amounts set out in the
Table in respect of the total of the claims made in any one year; and
(c) does not, in relation to claims, provide for an amount greater than
1% of the limits on any one claim specified in the Table, to be met by
the credit union.

(2) From the losses and liabilities against which a policy that complies
with the requirements of paragraph (1) must insure, there must be
excepted all loss suffered or liability incurred by a credit union other
than direct pecuniary loss discovered during the currency of the
policy of insurance or within 18 months of the date on which either
the policy if insurance lapses, or the duties of the officer or employee
concerned are terminated, whichever occurs first.

(3) A credit union must notify the Authority as soon as practicable of
any claim on its policy of insurance that it is required to hold under

paragraph (1).

Table

Column 1
Aggregate value of
shares (for the
purpose of this
Table, “aggregate
value”)

Column 2
Cover required in
respect of any one

claim

Column 3
Cover required in
respect of total
claims made in any
one year

Less than £10,000

The higher of £500
or 50% of the
aggregate value

The higher of £1,000
or 100% of the
aggregate value

The higher of £5,000
or 20% of the
aggregate value

100% of the
aggregate value

The higher  of
£20,000 or 15% of
the aggregate value

The higher  of
£100,000 or 75% of
the aggregate value

£10,000 to
£100,000

£100,001 to
£1,000,000

More than
£1,000,000

£150,000 plus 5% of
the amount by
which the aggregate
value exceeds
£1,000,000, subject
to a maximum cover
of £2,000,000

£750,000 plus 5% of
the amount by
which the aggregate
value exceeds
£1,000,000, subject
to a maximum cover
of £4,000,000
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Appendix 1 — Interpretation

“accounting records”

means the records kept in accordance with condition B11;

“the Act”

means the Financial Services Act 2008;

“annual financial return”

means a return made in accordance with condition BS;

“annual financial statements”

has the meaning given by condition B7;

“annual regulatory return”

means a return made in accordance with condition BS;

“annual reporting date”

in relation to a credit union, means the end of that credit union’s financial
year;

“attached shares”

means shares in the credit union, other than deferred shares, the
withdrawal of which is not permitted by the terms of a loan made to a
member, or the withdrawal of which is not permitted without seeking and
obtaining the permission of the Committee of the credit union;

“audited reserves”

has the meaning given in condition B12(A);

“auditor”

Is a person meeting the requirements set out in condition C1;

“the Authority”

means the Isle of Man Financial Services Authority;

“bad debt”

means a loan by a credit union to a member of that credit union that is
more than 3 months in arrears;

“borrowing”

means the total closing balances of loans received by a credit union
(excluding any subordinated loans) and overdrafts and committed
lines of credit available to a credit union;

“business day”

means a day other than —
(a) a Saturday or Sunday, or
(b) a day which is a bank holiday under the Bank Holidays Act 1989;

“business plan”

means a statement in writing provided by a credit union to the Authority
setting out details of the credit union’s current or proposed business for a
future period of not less than 2 years, including financial projections for
that period and anything else that the Authority may reasonably require;

“capital”

has the meaning given in Condition B12;

“charge”

includes —
(a) a charge referred to in section 79 of the Companies Act 1931 or
section 138 of the Companies Act 2006;
(b) charges required to be registered under any equivalent provision
to (a) having effect in another country or territory; and
(c) charges over land held by the credit union under section 12 of the
Credit Unions Act 1993;

“Class 9 regulated activity”

has the same meaning as in the Order;

“credit institution”

means a bank or building society authorised to take deposits;

“credit union return”

means a return required by condition B15;

“deferred share(s)”

has the same meaning as in the Credit Unions Act 1993;

“deposit”

has the same meaning as in the Order;

“DMLRO”

is an abbreviation for Deputy Money Laundering Reporting Officer, as
described in the Anti-Money Laundering and Countering the Financing of
Terrorism Code 2015;

“electronic communication”

has the meaning given in condition B6;

“exposure”

means the aggregate net liability of a person to a credit union;

“financial return”

means any return, statement or account required to be made, provided or
submitted to the Authority under these conditions;

“Financial Services
Ombudsman Scheme”

means the Scheme contained in Schedule 4 to the Act;

“interim net profit”

has the meaning given in condition B12(A)

“items subject to legal | has the meaning given by section 13 of the Police Powers and Procedures
privilege” Act 1998;

“large exposure” Has the meaning given in condition F24 ;

“liquidity” means the risk of non-availability of liquid assets;
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“management letter”

means a letter from a credit union’s auditor highlighting possible
weaknesses in the credit union’s systems and internal controls, and
making recommendations to remedy the weaknesses;

“maturity”

means, in relation to a security or loan, the last or only date on which it
will be repayable by or under its terms;

“MLRO”

is an abbreviation of Money Laundering Reporting Officer as defined in the
Anti-Money Laundering and Countering the Financing of Terrorism Code
2015;

“net liability”

means the outstanding balance of any loan made to a member and any
interest or charges on that loan that are due but unpaid, less any attached
shares held by the member;

“the Order” means the Regulated Activities Order 2011;
“person” includes individuals and any body of persons, corporate or unincorporate;
“quarter” means a period ending on a quarter-end;

“quarter-end”

means 31 March, 30 June, 30 September or 31 December;

“regulated activity”

has the same meaning as in the Order;

“regulatory authority”

has the same meaning as in the Order;

“regulatory requirements”

has the meaning given in condition A1,

“set of credit union returns”

means a set of returns required by condition B15;

“share(s)”

has the same meaning as in the Credit Unions Act 1993;

“surplus funds”

means funds not immediately required for a credit union’s lending
and ancillary purposes;

“total assets”

means the sum of all assets that appear on the balance sheet of the
relevant quarter-end credit union return;

“total relevant liabilities”

means the sum of:

(i) unattached shares, and

(i) liabilities, other than liabilities for shares, with an original or remaining
maturity of less than three months;

“unattached share(s)”

means shares that are not attached shares or deferred shares.
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