Appendix C8

Financial Supervision Commission (Stockbrokers) (No 2) Regulatory Code 2003

Statutory Document No. 868/03

Fog

INVESTMENT BUSINESSACTS 1991 TO 1993

FINANCIAL SUPERVISION COMMISSION (STOCKBROKERS) (No.2) REGULATORY CODE 2003
Approved by Tynwald on 09 December 2003
Coming into operation on 01 January 2004

In exercise of the powers conferred on the Financial Supervision Commission (“the Commission”) by section 6 of the
Investment Business Act 1991 * (“the Act”), and of all other enabling powers, the following Regulations are hereby made: -

PART |
APPLICATION AND GENERAL PROVISIONS

CITATION, COMMENCEMENT, REVOCATION AND APPLICATION

Citation and Commencement
1. (1) This Code may be cited as the “Financid Supervison Commission (Stockbrokers) (No.2) Regulatory
Code 2003” and shal come into operation on 1% January 2004.

Revocation
(2) The Financid Supervison Commission (Stockbrokers) Regulatory Code 2003 and the Financid
Supervison Commission (Stockbrokers) Regulatory Code 1996* are revoked.

Application
(3) This Code applies only to holders of Category 5 investment business licences issued under Section 3 of
the Act.
I nter pretation
Note

A Guidance Note appended to a paragraph gives guidance as to how the Commission considersit would operatein
particular circumstances. Itisnot part of the Code.

2. In this Code —

associate in relaion to a person, means.

11991 ¢c18
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(& anundetaking in the same group as that person; and

(b) any other person whose business or domestic relationship with the
first person or its associate might reasonably be expected to giverise
to acommunity of interest between them which may involve a conflict
of interest in dedlings with third parties.

approved bank means, in reaion to abank account of afirm:
(& wherethe account is opened in the Ide of Man:

() a abank licensed under the Banking Act 1998¢, as amended,;
or

(i) at abuilding society authorised under section 2 or as gpplied by
section 4A of the Building Societies Act 1986°, as amended;

(b) where the account is opened in the United Kingdom:
(i) theBank of England;
(ii) the centrd bank of amember state of the OECD;
(i) an inditution with a Part 1V permisson under FSMVIA which
includes accepting deposits and
(iv) abuilding society authorised under the Building Societies  Act
(of Parliament) 1986 which offers, unredtrictedly, banking
services; or
(c) wherethe account is opened elsawhere;

(i) any bank which is a subsdiary or parent company of such a
bank in (b) above; or

(i) a credit inditution edablished in a EEA date and duly
authorised by the rlevant supervisory authority.

(iii) A bank which isregulated in the Channd Idands; or

(d) abank supervised by the South African Reserve Bank
(e) any other bank that:

(i) issubject to regulation by anationd banking regulator;

(i) isrequired to provide audited accounts;

(i) has minimum net assets of £5 million (or its equivdent in any
other currency at the relevant time) and has a surplus revenue
over expenditure for the last two financid years, and

(iv) hasan annud audit report which is not materialy quaified.

approved bank bond means any insrument, by whatever name called, provided by an gpproved
bank which:

(& provides for the immediate payment of a stated sum to the firm on
demand whether by the firm or the Commission;

(b) providesthat the bank shdl have no recourse to the assets of the firm
in respect of the bond and that no other person shall have recourse to
the assets of the firm arisng in respect of the bond, until payment in
full of dl other creditors;

()  prohibitsthe bank from terminating the bond unless:

41988¢.16
51986c¢.7
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(i) the bendficiary will have financid resources equd to a least
120% of itsfinancia resources requirement after termination or;
(i) the bank receives authority from the Commission to do o;
(d) prohibits any automatic early termination o the bond whether arising
out of any act or default of the firm or otherwise; and

Is gpproved by the Commission.
approved depository is any depository approved by the Commission.
approved exchange is any exchange agpproved by the Commission.
BCD Regulations means regulations under the Banking Consolidetion Directive — the European

Council Directive of 20 March 2000 rdating to the taking up and pursuit of
the business of credit indtitutions.

call option means an option to buy an investment other instrument, foreign currency or
physica commodity at a given price on or before a given date.

Category 5 This category is divided into three groups.
Licenceholders

@ Group (a) An Ide of Man branch of a firm of
stockbrokers which is authorised by the
Financid Services Authority.

(b) Group (b) A firm of stockbrokers acting in the capacity
of an agency broker which is not authorised
by the Financid Services Authority.

(¢ Group(c) A firm of stockbrokers, other than an agency
broker, acting in the capacity of a broad
scope firm and is not authorised by the
Financid Services Authority.

Guidance note

Agency broker means a firmwhich deals as principal on an incidental
basisonly.

Broad scope firm means a firm which deals as an agency broker but also
deals as principal on more than an incidental basis.

clearing firm means a firm which assumes primary responghility (induding legd liability)
for the execution and settlement of transactions for clients.

client bank account means.
(@ anaccount a an approved bank which:
(i) isinthenameof thefirm;
(i) incudesin its title an gppropriate description to digtinguish the
money in the account from the firm's money; and
(i) isacurrent or a depost account (or, if the approved bank isa
building society, is a deposit (and not a share) account); or
(b) amoney market deposit of client money at an approved bank which
isidentified as being client money.
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Client Money and Assets means Part 111 codes 119 to 154

Codes (‘CMA’)

client settlement money ~ means client money held or received by afirm:

client transaction
account
Commission

Conduct of Business
Codes (‘COB’)

controller
CRR
dealer

designated client bank
account

designated client fund
account

(@ for the purpose of stling:
(i) a transaction relaing to an investment faling within any of
paragraphs 1 to 6 of Schedule 2 to the Order; or
(i) a transaction relaing to an investment fdling within any of
paragraphs 7, 8 and 9 of Schedule 2 to the Order not being one
under the terms of which the dient will or may be ligble to make
deposits in cash or collaterd to secure performance of
obligations which he may have to perform when the transaction
fdls to be completed or upon the earlier cloang out of his
position; or
(b) asaconsequence of such atransaction having been settled; or
() asaconsequence of the discharge of any obligation by the firm to
any other person to make a payment n connection with such a
transaction in addition to settlement thereof.

in relation to a firm and an exchange or clearing house or an intermediate
broker, means an account maintained by the exchange, clearing house or the
intermediate broker, as the case may be, in respect of margined
transactions undertaken by the firm with or for its clients.
meansthe Ide or Man Financid Supervison Commisson.

means Part |V codes 155 to 206.

has the meaning as defined in section 10 (6) of the Act.
means the Counterparty Risk Requirement set out in codes 110 to 118.

means a person who by way of business entersinto an investment agreement
with the investor

means a client bank account with the following characteristics:

(@ the account holds the money of one or more customers,

(b) theaccount includesin itstitle the word “ designated”

(c) the customers whose money is in the account have each consented in
writing to the use of the approved bank with which the client money is
to be held;

Note: In the event of the default of that bank, the account is not
intended to be pooled with any other account or type of account.

is one whose characteristics are;
(@ the account holds at least part of the client money of one or more
customers each of whom has consented to such money being held in the
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same client bank accounts at the same banks (the client money of such
clients condituting a“Designated Fund”); and
(b) the account includesin itstitle the words “ designated fund”.

A Desgnated Client Fund Account may be used for a dient only where
that client has consented to the use of that account and al other
desgnated dient fund accounts which may be pooled with it. A dient
who consents to the use of bank A and bank B must have his money
held in a different designated client fund account a bank B from a client
who has consented to the use of banks B and C.

Note: In the event of the default of a bank with which pat of a
designated fund is held, each Designated Client Fund Account held with
the defaulting bank isintended to form a pool with any other Designated
Client Fund Account containing part of that same Designated Fund.

eligible custodian means.

(@ inthecaseof safe custody investmentswhich are the property of anon
private customer (other than a person who is a non-private customer
under code 160 (1), any person whom the firm reasonably believes to
be a person whose business includes the provison of investment
custodid services, and

(b) inthecaseof dl other safe custody investments:

(i) anapproved bank;
(i) anapproved depository;
(i) aregulated clearing firm;
(iv) amember of an exchange approved by the Commission ; or
(v) aperson approved by the Commission for the purposes of acting
asacugodian of safe custody investments.
eligible nominee means,

(@ anindividud chosen by the customer who is not known by the firm to
be an associate of the firm;

(b) anominee company; or

(¢) aninditution authorised under the Banking Act 1998, as amended.

firm means a holder of a Category 5 licence issued by the Commission
Financial Codes (‘FC’) means Part |1 codes 27 to 118

FRA means forward rate agreement, i.e. an agreement in which two parties agree
on the payment by one party to another of an amount of interest based on an
agreed interest rate for a specified period from a specified settlement date
goplied to an agreed principd amount; no commitment is made by either
party to lend or borrow the principd amount; their exposure is only the
interest difference between the agreed and actud rates at settlement.

FSA means the United Kingdom Financid Services Authority.

Page 5 of 95



Appendix C8

Financial Supervision Commission (Stockbrokers) (No 2) Regulatory Code 2003

FSVIA means the Financid Services and Markets Act (of Parliament) 2000.

General Codes (‘GC’) means Part | codes 3 to 26

intermediate broker in relation to a margin transaction, means any person through whom the firm
undertakes that transaction

internal control letter means a written statement from the firm addressed to the Commission,
stating whether or not:-

(@ the firm has received a letter from its auditor commenting on the firm's
systems and interna controls as aresult of his audit of the audited annua
financid datements most recently submitted by the firm to the
Commission;

(b) any such letter from the auditor containing any recommendation to the
firm to remedy any weakness in the systems and interna controls of the
firm; and

(c) thefirm hasimplemented or is implementing any such recommendations,
and if not, the reasons for that decison.

investment has the meaning as defined in Schedule 2 of the Order.
life policy means an investment faling within paragraph 10 of Schedule 2 to the Order.
local In respect of afirm, meansafirm:

(@ whose investment business conssts exclusvely of any one or more of
the following activities
(i) dedingfor its own account on afutures or options exchange;
(i) dedling for the accounts of other members of that exchange;
(i) making a price to other members of the same exchange; or
(iv) deding for its own account in investments in the capacity of a

customer;

(b) the performance of whose contracts is guaranteed by and is the
respongbility of one or more dearing firms and in ration to (i), (ii) and
(i) above by one or more of the clearing members of the same
exchange; and

(¢) which the Commission has given prior written approva to be trested as
such for the purposes of this code.

margined transaction means a transaction effected by a firm with or for a dient relaing to an
investment of any description referred to in paragraphs 7, 8 and 9 of
Schedule 2 to the Order (or any right or any interest in such an investment)
under the terms of which the client will or may be ligble to make adeposit in
cash or collaterd to secure performance of obligations which he may haveto
perform when the transaction falls to be completed or upon the earlier closing
out of his pogtion.
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the Order means the Investment Business Order 1991°.

ordinary business means a customer who is reasonably believed to be:

investor (8 adatutory corporation or loca authority within the meaning of Part I
of Schedule 1 to the Order

(b) acompany, partnership or unincorporated association which satisfies (or
which has stisfied a any time during the previous two years) any of the
following Sze requirements.

(i) thatitisabody corporate which has more than 20 members (or is
the subsdiary of acompany which has more than 20 members) and
it (or any of its holdings companies or subsdiaries) has a caled up
share capital or net assets of £500,000 or more;

(i) that itisabody corporate and it (or any of its holding companies
or subsidiaries) has a caled up share capitd or net assets of £5
million or more; or

(ii) if it isnot abody corporate, it has net assets of £5 million or more;
or

(©) a trusee of a trust which satidfies dther of the following sze
requirements.

(i) thet the aggregate value of the cash and investments which form part
of the trust’ s assets (before deducting the amount of its liakilities) is
£10 million or more; or

(ii) thet the aggregate value has been £10 million or more & any time
during the previous two years,

(d) any licenceholder or overseas person which does not dready qualify
under (@), (b) or (c) above; or

(e) acompany or partnership which carries on a main business which is not
investment business and which enters into that transaction as an integra
part of that main business,

oTC means over the counter, i.e. in reation to any investment, an investment
which is not traded or listed on exchange or an approved exchange.

position risk reporting means a statement drawn up in the format specified by the Commission

statement (induding such additional schedules as the Commission directs) and
prepared at the end of each caendar quarter at a date which coincides with
the monthly accounting reference date.

private customer means.
(& a customer who is an individuad and who is not acting in the course of
carrying on investment business; or
(b) unless heis reasonably believed to be an ordinary business investor, a
customer who is a small business investor and who is not acting in the

® GC No 366/91 as amended by SD 407/00
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course of carrying on invesment business.

Guidance note

A customer who is treated as anon-private customer under code 160 is not a private
customer under this definition. A customer which is a partnership or trust will not be
treated as an individual customer within (&), notwithstanding that the trustees or
partners areindividuals.

PRR means the Position Risk Requirement set out in codes 108 and 109.

qualifying deposit means adepodt which is one of the following:

(& baance on current account with an approved bank;

(b) money on depost with an approved bank, United Kingdom or Ide of
Man local authority, member of the Finance Houses Association, stock
exchange moneybroker, regulated clearing firm, the Nationd Savings
Bank, exchange, approved exchange or approved depository which
may be withdrawn within three months;

(0 money on depost with an approved bank directly related to a
transaction creeting an offsetting liability for the firm or subject to an
agreement with the bank alowing its use as collateral for a loan that
may be withdrawn within three months, which relates to a lighility of the
same maturity and arises out of atransaction;

(d) amount evidenced by acertificate of tax depost;

(e) amount evidenced by a certificate of depost issued by a regulated
banking institution which matures within three months, or

(f) depost of cash by way of margin with an exchange, approved
exchange, clearing house or intermediate broker.

regulated financial means a firm, or an ingitution which is authorised to conduct investment

institution business involving the execution of transactions on exchanges or on securities
or derivatives gpproved by the Commission, provided, in the case of any
such inditution that the firm has no reason to suppose that the indtitution isin
breach, in any materid respect, of the codes enforcegble by the rdevant
regulator.

small business investor means
(& acompany, partnership or unincorporated association; or
(b) atrustee acting for atrust
which does not satisfy a Size requirement  enabling the company, partnership
or trustee to be treated as an ordinary business investor and is not
otherwise an ordinary business investor.

soft commission means any agreement, whether ora or written, under which a firm which

agreement dedls in securities on an advisory basis, or in the exercise of discretion,
receives goods or services in return for business put through or in the way of
another person whether on a pre-paid, continuous or retrospective basis.

Guidance note
1  This definition relates only to commission generated through customers' orders
and does not include goods and services obtained by way of principal
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transactions by the firm.

2  Neither a soft commission agreement, nor an arrangement for the payment of
disclosable commission, is to be taken for the purposes of code 173 on material
interest as a relationship which gives rise to a conflict of interest in relation to
transactions effected under the agreement or arrangement.

astock exchange money  means a moneybroker which is an FSA authorised person and acts as an

broker intermediary in the gilt market

supranational means any such organisation gpproved by the Commission.
organisation

Takeover Panel means the UK Pand on Takeovers and Mergers

usv means ‘ Unlisted Securities Market’

Guidance note
The Commission may, on the written application of a licenceholder, waive the provisions of a code under section 3(4A) of the
Investment Business Act 1991.

GENERAL PROVISIONS

Commencement of Business
3. A licenceholder should commence business within 6 months of the date of the licence unless the
Commission agrees otherwise in writing.

Disclosur e of Regulator
4, A licenceholder should ensure that the identity of its regulator is disclosed in dl correspondence,
advertisements and other documents.

Guidance note
The following wording is suggested:
“ Licensed to conduct Investment Business by the Isle of Man Financial Supervision Commission”

Disrepute
5. The nature and conduct of a licenceholder’s business should not be such as may bring the Ide of Man
into disrepute or damage its fanding as afinancia centre.

Other Regulations

6. Q) Category 5 Group () licenceholders are required to comply with al Regulations of the Financiad
Services Authority and any other Regulations binding on them in the United Kingdom pursuant to the Financid
Services and Markets Act 2000 (of Parliament).

2 Category 5 Group (b) and Group (c) licenceholders who are regulated in another jurisdiction by
aregulatory body or equivaent acceptable to the Commisson and with whom the Commission has entered into a
Mutud Assgtance Agreement are required to comply with al Regulations binding on them in ther home
jurigdiction.

Page 9 of 95



Appendix C8

Financial Supervision Commission (Stockbrokers) (No 2) Regulatory Code 2003

| ndemnities against contraventions’
7. A firm shdl not enter into any contract or arrangement which is specificaly intended to indemnify or
compensate it againg any liabilities or consequences which will or may be incurred or arise as aresult of:

(1) any contravention which the firm will commit (or has reason to think thet it may commit) of this
Code; or

(2 any action which the Commission will take (or which the firm has reason to think it may take) in
relation to the firm or any of its employees.

Guidance note
A firmis not prohibited from entering into professional indemnity insurance policies, bona fide insurance contracts or other
contracts or arrangements the main purpose of which isto ensure that the firmwill be able to pay its debts.

Service of documents
8. (1) Seviceof documentsreferred to in this Code shall be effected by:
(& post tothe proper address,
(b) facamile
() ddivery to the proper address
(d) persond service.

(2) The proper address of any personis.

(@ inthecaseof afirm, the current address for service notified to the Commission;

(b) inthe caseof anindividud, his business address or hisusud or last known home address;

() inthecaseof abody corporate, its registered office or principa office;

(d) inthe case of the Commission, The Financid Supervison Commission, PO Box 58, Finch Hill
House, Bucks Road, Douglas, Ide of Man IM99 1DT; or

(e) the business address of the solicitor, if any, who is acting for that person in the matter in
connection with which the service of the document in question is to be effected.

(3) (@ Where sarvice is effected by post and the document is proved to have been posted, the
document in question shall be presumed to have been delivered in the ordinary course of post
and the date of service shdl be construed accordingly.

(b) Where sarvice is effected by facamile, it shal be confirmed by the delivery or posting of a
copy of the facamile to the party to whom the facamile was addressed and shdl be taken to
be served on the date of despatch of the facamile.

(c) Where service is effected by leaving the document at the proper address of the person to be
served, the document shall be taken to have been served on the date on which it was |ft.

Responsibility of a firm for employees
9.  For the purposes of this Code anything said, done or omitted by an employee of a firm within the scope of
his employment shdl be taken as having been said, done or omitted by the firm.

Provision for cessation of business®

10. (1) Where a firm decides to withdraw from providing any investment business or related custodian
sarvices to customers, the firm must ensure that any such business which is outstanding is properly completed or
istransferred to another licenceholder.

" See also Code 169
8 For special provisions for cessation of business, see code 21
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(2) Where the interests of customers of a firm in connection with the investment business would be
ggnificantly affected by the deeth or incapacity of an individud with the firm, the firm must:
(@ make arrangements to protect the interests of those customersin that event; and
(b) on applying for an investment business licence and theregfter, provide the name and address,
and such other details as may reasonably be requested, of a licenceholder with whom
arrangements have been made for the protection of its customers.

Senior executive officers, compliance officersand finance officers
11. Every goplicant for alicence must gppoint persons who shdl fill the position of:

(1) senior executive officer;

(2) compliance officer; and

(3) finance officer,
and a firm must notify the Commission of who these persons are and appoint replacements to fill these positions
as and when they become vacant in accordance with code 23. In the event that the firm is a branch, the
Commisson may permit these roles are to be filled by non-resident persons-code 12 will apply.

Dual Control (The" 4-Eyes' Criterion)

12.  Where the firm is a branch and the senior executive officer, compliance officer or finance officer roles are
filled by non-resident persons, the business of the branch shall be effectively conducted on a day to day basis by
a least two resdent individuas. Internal procedures should be established to embody the concepts of dua
control and, where appropriate, separation of functions.

GENERAL CONSENT REQUIREMENTS

Margined Transaction Business

13. A firm may not enter into margined transaction business for counterparties agreements without the prior
written gpprova of the Commission.

Prior Consent Required - Branches and Subsidiaries
14. (1) A licenceholder should obtain the consent in writing of the Commisson before establishing or
acquiring abranch or subgdiary in the Ide of Man or esewhere.

(20 A firm mug obtan the Commisson's consent in writing prior to it becoming asubsdiary.

Acquistions
15. A licenceholder should obtain the consent in writing of the Commission before acquiring 10% or more of
the voting shares of another company.

Salesand Mergers
16. A licenceholder should obtain the consent in writing of the Commisson before entering into any
agreement to sdll or to merge the whole or any part of the undertaking of the licenceholder or athird party.

General Notification Requirements
Immediate notification
17. A firm mug notify the Commisson immediately in writing of the occurrence of any of the following:

(1) the breskdown of adminigtrative or control procedures relevant to the licenceholder's investment
business (including breskdowns of computer systems or other accounting problems) resulting or likely to result in
failure to maintain proper records;
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(2) any emergency arising:-
(@ which makes it impracticable for a licenceholder to comply with any one or more of the
Regulatory Codes relating to investment business, and
(b)  isoutsdethe control of the licenceholder and its associates (and of its and their employees);
and shadl specify the steps that the licenceholder proposes to take to ded with the emergency;

(3) thebringing of any indictment againg the licenceholder or any associated entity;

(4) the presentation of a petition for the winding up of the firm or of a company which is a subsdiary or
holding company of the firm or the summoning of any meeting to consider a resolution to wind-up afirm or a
company which isasubsdiary or holding company of the firm;

(5) theapplication by any person for the gppointment of areceiver, administrator or trustee of the firm;

(6) the making or any proposds for the making of a composition or arrangement with creditors or any
one creditor of the firm;

(7) the impogtion of disciplinary messures or disciplinary sanctions on the firm in rdaion to its
invesment business by any regulatory authority (including any investment exchange, dearing house or the
Takeover Pand

(8) the conviction of the firm for any offence under the legidation of any jurisdiction rdaing to banking
or other financia services, building societies, companies, credit unions, consumer credit, friendly societies,
insolvency, insurance and indugtrid and provident societies, or for any offence involving fraud or dishonesty, or
the imposition of any pendties for ddliberate tax evasion;

(9) there-regigraion of afirm incorporated with unlimited liability as alimited ligbility company;

(10) the closure by a category 5, group (@) licenceholder of an Ide of Man branch so that that
licenceholder ceases to maintain a permanent place of businessin the Ide of Man;

(11) the granting, withdrawd or refusad of an gpplication for, or revocation of authorisation from any
regulatory authority to carry on banking, investment business, insurance busness or other financia services
activity;

(12) the granting or refusal of any gpplication for, or revocation of, authorisation to carry on regulated
banking, investment business, insurance business or other financia services activity in any country or territory
outsdethe Ide of Man;

(13) the granting, withdrawd or refusa of an gpplication for authorisation under the FSMA,;

(14) the gppointment of ingpectors by any statutory or other regulatory authority to investigete the affairs
of thefirm

(15) thebringing of any action againg the firm under the legidation of any jurisdiction;

(16) any maiter which would be materid to the requirements of the firm or any of its controllersto remain
fit and proper;

(17) any other matter which would be materid to the Commisson's supervison of the firm;
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Theduty in (16) and (17) arises immediately the firm knows or has reasonable grounds for believing, that any of
the above matters may have been or may be about to be committed;

(18) A licenceholder shdl notify the Commission where it has reason to believe that a director, manager,
partner, tied agent or employee of the licenceholder has been engaged in activities involving fraud.

Force majeure’
18. (1) If any emergency arises which:
(@ makesitimpracticable for afirmto comply with any of this Code; and
(b) isoutside the control of the firm and its associates (and of its and their employees), the firm
shdl not, 0 long as the emergency subsists and the firm is expeditioudy taking al practicable
seps available to it to relieve the emergency (and to achieve the same results despite it), be
regarded as in breach of any of this Code to the extent that in consequence of the emergency
this Code cannot practicably be complied with.
(2) The firm mug notify the Commissonimmediately of any such emergency and of the sepswhich it is
taking to rdieveit.

Notification 28 days in advance
19. A firm mug notify the Commission in writing, not less than 28 days before the change is implemented, of a
changein:

(1) thenameof thefirm;

(2) any business name under which the firm carries on investment businessin the Ide of Man;

(3) theaddressof the registered office of the firm; and

(4) theaddressof the place for service of notices or documents, if different from (c) above.

Scope of business
20. (1) A firm which proposes to carry on atype of investment business other than previoudy submitted to
the Commission as part of its busness plan should submit a revison to its business plan to the Commission not
less than 28 days before beginning to carry on such business and should not implement such a change until it has
received the Commission’s consent in writing.

(2) Where a firm decides to stop carrying on a type of investment business previoudy set out in its
business plan, it should notify the Commission of that decison and the reasons for it as soon as practicable.

Special provisionsfor cessation of business'®
21. (1) A firm mug notify the Commission in writing of the date on which it will cease to carry on invesment
business and the reasons for the cessation not less than 28 days in advance or, if this is not possble, immediatey
on becoming aware of the fact. The firm should provide a report detailing how the business is to be trandferred
or wound down including timescaes etc. to demondtrate that investors will not be disadvantaged.

(20 A firm mug notify the Commisson immediatdy of any change in the person respongble for
protecting the interests of the firm's customers in the event of the firm ceasing to carry on investment business.

Notification within 7 days
22. (1) A firm mus give written notice within saven days to the Commission, of changes to the information
originaly provided to the Commission on the Persona Questionnaire relating to the person's name, good
reputation or character of any personsinvolved in the investment business activities of the firm.

® Where afirmis unable to comply with the Financia Codes because of an emergency, see also Code 59
19 See al'so code 10 (provision for cessation of business)
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(2 A person involved in the investment business activities of the firm must give immediate notice to the
compliance officer of his firm or such other person as the firm may direct of any information which would be
relevant for the purposes of (1) above.

Company Officers

23. (1) A licenceholder should inform the Commission in writing & least 21 days in advance of the proposed
gppointment of any new director, manager or company secretary and should inform the Commission in writing
within fourteen days of the departure from office of adirector, manager or company secretary.

(2) In addition, where the firm is a branch, a licenceholder should inform the Commisson & least 21
days in advance of the proposed gppointment of persons fulfilling the dual control roles and inform the
Commission in writing within fourteen days of the departure from office of these persons (see code 12 above).
Guidance note
The Commission will require a personal questionnaire to be completed by proposed directors/manager s/company

secretaries. The appointment of a person who in the opinion of the Commission is not fit and proper may result in suspension
or revocation of the licence.

Beneficial Interests

24. A licenceholder should by notice in writing inform the Commisson within seven days of the discovery
of any trandfer of 5% or more of its voting shares or any lesser trandfer which has a materia effect on its
immediate or ultimate beneficid contral.

Actual or Intended L egal Proceedings
25. A licenceholder shdl notify the Commission as soon as it becomes aware of any actud or intended lega
proceedings againg it where any amount claimed or disputed is likely to exceed the lower of -

(& £50,000 (or the equivalent thereof); or

(b) 10% of thefirm's dlowable financia resources.

Fraud and Dishonesty

26. A licenceholder shdl notify the Commisson where it has reason to bdieve that a director, manager,
controller, deder or employee of the licenceholder has been engaged in activities involving fraud or other
dishonesty in rdaion to the firm’sinvestment business.
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PART 11
FINANCIAL CODES

GENERAL FINANCIAL CODES

Application

27. Codes 28 to 33 gpply to dl firms except they do not gpply to a firm in respect of which the Financia
Codes have been disapplied in their entirety.

Financial resources
28. A firmmug at al times have available the amount and type of financid resources required by this Code.

Records and reporting
29. A firm must ensure that it maintains adequate accounting records and must prepare and submit such reports
as are required by the Commission in atimely manner. A firm's records.
(1) must be up to date and must disclose, with reasonable accuracy, a any time, the firm's financid
position at that time;
(20 mugt enable the firm to demondrate its continuing compliance with its financid resources
requirements; and
(3) mugt provide the information:
(@& which the firm needs to prepare such financid statements and periodica reports as may be
required by the Commission; and
(b) which the firm's auditor needs to form an opinion on any statements of the firm on which the
auditor is required to report.

Internal controlsand systems
30. A firm mug, for the purpose of its compliance with codes on financid supervison, ensure thet its internd
controls and systems are adequiate for the Size, nature and complexity of its activities.,

Ad hoc reporting
31. A firm mug notify the Commisson immediately if it becomes aware thet it isin breach of, or that it expects
shortly to bein breach of, codes 28, 29 or 30.

Auditors™
32. A firm shdl gppoint an auditor. A firm shal make available to its auditor the information and explanations
he needs to discharge his responsibilities as required by the Commission.

Professional Indemnity Insurance

33. Insurance cover appropriate to the licenceholder’s business must at al times be maintained. Up to date
detalls of the arrangements in force together with evidence of the cover should be filed with the Commission
together with the Annua Compliance Review Report. The Commission should be promptly notified of any clams
or changes to the arrangements as soon as they occur.

FINANCIAL RECORDSAND SYSTEMSOF INTERNAL CONTROL

" see also codes 83 t0 95
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K eeping of Records

Recordsto be up-to-date

34. A firm must keep accounting records in accordance with codes 35 to 46 on a continual basis so that at all
times records are up-to-date or able to be brought up-to-date within a reasonable time.

Adeguacy of records
35. A firm must keegp accounting records in such amanner that they are sUfficient to show and explain the firm's
transactions and commitments (whether effected on its own behaf or on behaf of others) and in particular so that
these records:

(1) disclose with reasonable accuracy the financid postion of the firm a any point in time within the
previous sSx years when the firm was licensed by Commission;

(2) demondrate whether or not the firm is or was a that time complying with its financia resources
requirement; and

(3) endble the firm to prepare within a reasonable time any financia reporting statement required by the
Commission as a the close of business of any date within the previous six years when the firm was licensed by
the Commission, and such that the statement complies with the requirements of this Code.

Content of records
36. A firm must ensure that its accounting records shdl as aminimum contain:

(1) entries from day to day of al sums of money received and expended by the firm whether on its
behdf or on behdf of others, and the matters in respect of which the receipt and expenditure takes place;

(2) arecord of dl income and expenditure of the firm explaining its nature;

(3) arecord of dl assats and lighilities of the firm including any commitments or contingent ligbilities;

(4) entries from day to day of dl purchases and saes of invesments by the firm distinguishing those
which are made by the firm on its own account and those which are made by or on behaf of others;

(5) entriesfrom day to day of the receipt and dispaich of documents of title which are in the possession
or control of the firm; and

(6) arecord of dl investments or documents of title in the possession or contral of the firm showing the
physica location, the beneficia owner, the purpose for which they are held and whether they are subject to any
charge.

Guidance note

The Commission does not consider it possible to prepare an exhaustive and prescriptive list of record keeping
requirements applicable to all firms. The detailed requirements will vary according to the manner in which the
business is structured, organised and managed; its size; and the nature, volume and complexity of its transactions
and commitments. The overriding principle, however, is that the records and systems must be adequate to fulfil the
general requirements set out in codes 29 and 34 to 36.

Reconciliation of firm's balances
Reconciliation
37. (1) A firm must reconcile al balances with banks or building societies (other than a dlient bank account
subject to the Client Money Codes) as recorded by the firm to the balance on the statement issued by the bank
or building society and must correct any difference forthwith, unless it arises soldy as a result of identified
differencesin timing between the records of the firm and the bank or building society.

(2) A firm must reconcile dl balances and positions whether carried out on or off exchange or with any
counterparty and correct any differences by agreement on atimely basis.
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(3) A firm mugt perform reconciliations under (1) and (2) above as frequently as is gopropriate for the
volume of transactions on the accounts and in any event not less than once every five weeks.

Risk management and internal control

Exposure limits

38. A firm must ensure that its accounting and other records contain details of exposure limits for trading
positions, and for commitments under an adequate credit management policy, which are appropriate to the type,
nature and volume of business undertaken and that the information contained in the records is cgpable of being
summarised in such away as to enable actua exposures to be measured readily and regularly againg these limits.

Management information
39. A firm must maintain its records in amanner such that they disclose, or are capable of disclosing, in a prompt
and appropriate fashion, the financid and business information which will enable the firm's management to:

(1) identify, quantify, control and manage the firm'srisk exposures,

(20 maketimdy and informed decisons,

(3) monitor the performance of al aspects of the firm's business on an up-to-date bas's;

(4)  monitor the qudity of the firm's assets; and

(5) safeguard the assets of the firm, incuding assets for which the firm is responsible belonging to
customers and other persons.

Systems of internal control

40 (1) A firm musgt establish and maintain a dl times effective systems of internd control and must be able
to describe and demondtrate the objectives and operation of the systems to its auditor, reporting accountant and
the Commission.

(2) In determining the scope and nature of effective interna control, a firm must consder al relevant
factors including the size of the busness, the divergty of operations the volume, size and frequency of
transactions; the degree of risk associated with each area of operations, the amount of control by senior
management over day to day operations; the degree of centralisation and the methods of data processing.

(3) A firmmus designitsinternd controlsto ensure that:

(@ 4l transactions and commitments entered into are recorded and are within the scope of
authority of the firm entering into such transactions or commitments or the individud acting on
behdf of the firm;

(b) there are procedures to safeguard assets and control liabilities, including assets belonging to
third parties for which the firm is accountable; and

(c) there are measures, so far as is reasonably practicable, to minimise the risk of losses to the
business from irregularities, fraud or error and to identify such matters should they occur so
that prompt remedid action may be taken by management.

Nature, accessibility and retention of records

Nature of records

41 (1) A firmmay keep arecord in aform other than a document or copy of a document provided that the
record can be reproduced in hard printed form.

(20 Where dl the records relating to a counterparty are not kept together, a firm must ensure that each
location where documents relating to that counterparty are retained contains an indication that other records
relaing to that counterparty exist and how access to them can be obtained.

(3) A firm may accept and rely on records supplied by a third party so long as those records are
capable of being and are reconciled with records held by the firm.
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(4) A firm's records musgt generdly be in English but may be in another language if the firm has fadilities
for producing a trandation of the record into English within a reasonable time of any request for production of
such atrandation being made by the Commission or the firm's auditor or reporting accountant.

Audit trail

42. A firm must record the information required by codes 34 to 45 in such a way as to enable a particular
transaction to be identified a any time and traced through the accounting systems of the firm, in particular in such
manner as to enable early identification of aggregates and of the particular items which have contributed to those

aggregeates.

Prompt access
43. A firm must ensure that al records are arranged, filed and indexed so as to permit prompt access to any
particular record.

Retention of records
44 (1) A firm must keep al records required by codes 34 to 45 aswell as any working papers necessary to
show the preparation of any reporting statement or any other periodic return to the Commission.

(2) A firm mug keep these records and working papers for a period of six years after the date on which
they are first made or prepared.

(3) During the most recent of those years, afirm must keep these records and working papers either a a
place where the firm carries on business or in such a manner that they can be produced at such a place within 24
hours of their being requested and after the firgt year in such a manner that they can be produced at a place of
business of the firm within 48 hours.

Security of records

45. A firm mugt maintain adequate procedures for the maintenance, security, privacy and preservation of
records, working papers and documents of title belonging to the firm or others so that they are reasonably
safeguarded againgt |oss, unauthorised access, dteration or destruction.

Production of records

46. A firm must produce any record, working paper or document required to be kept by codes 34 to 45 to the
Commission or anyone nominated by the Commisson on demand at such reasonable time and place as may be
specified by the Commission or its nominee.

FINANCIAL REPORTING
General code
47. (1) A firm must submit to the Commisson the reporting statements required under this Code and such
other reporting statements or supplementary information as the Commission may require.
(2) A firm mus submit to the Commission the following reporting statements and informeation:
(@ audited annud financid statements;
(b) annud reporting Statement;
() auditor'sreport;
(d) interna control letter;
(¢) annud reconciliation;
(f)  monthly reporting statement; and
(9 unlessthe Commission otherwise permits, the position risk reporting Statement;
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(h)  unless the Commisson otherwise permits, if the firm has a subsdiary or subsidiaries, it must
submit the audited accounts of each subsdiary together with its audited annud financid
Satements.

()  amount of funds under management
()  number of gaff employed, split into investment and adminigtration aff

Duedatesfor reporting statements
General code
48. (1) A firm mug submit to the Commission the required reporting statements and information by the due

date specified in the table below.
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TABLE 48(1) Duedatesfor reporting statements and infor mation

Reporting statement Number of reports | Duedate
per annum

Audited annua financial statements 1 3 months
Annual reporting statement 1 3 months
Auditor's report 1 3 months
Internal control letter 1 5 months
Annual reconciliation 1 3 months
Monthly reporting statement 12 15 business days
Position risk reporting statement 4 15 business days
Subsidiary's accounts 1 3 months
Amount of funds under management 1 With annual

compliance review
Number of staff employed, split into investment | 1 With annual
and administration staff compliance review
Notes
1 All dates are the number of days or months from the date as at which the reporting statement is

prepared.

2 That part of the auditor's report relating to client money must be also submitted within three
months.

(2) the Commisson may a its sole discretion permit a firm to amend its due date for any particular
reporting statement or type of reporting statements.

Authorised signatories
49. (1) Any reporting satement submitted to the Commission must be sgned by two of the authorised
sgnatories nominated to the Commission for this purpose, except for:

(@ theauditor'sreport, which must be signed by the firm's auditor;

(b) the audited accounts of a subddiay of the firm and the firm's audited annud financid

Satements.
(2)  Unless the Commission otherwise provides prior written approval, an authorised signatory must be a

director.

Electronic reporting
50. Unless the Commisson otherwise permits, afirm must submit e ectronic reporting statements.

NOTIFICATION
Form of notification
51. (1) A firm mus efect any notification under codes 52 to 65 in writing and signed as required under (2)
below, unless otherwise stated.

(2) If afirm effects a natification without writing, the firm must confirm it in writing Sgned by a director,
senior executive officer or compliance officer (as gppropriate) as soon as practicable theregfter.

Breach of financial resources

52. A firm must notify the Commission by telephone or facsmile or other equivalent means as soon as the firm
has reason to believe that it is or will be h breach of the duty to have adequate financia resources. Such
notification should be accompanied by details of the steps which the firm is taking, or has taken, to remedy or
prevent the breach.
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Deficiency in subsidiary
53. A firm mugt notify the Commission as soon asit has reason to believe that there is a deficiency of net assetsin
asubgdiary and must notify the Commission further when it believes that a deficiency no longer exids.
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Contingencies and financial commitments
54. A firm mug, unless otherwise agreed with the Commission, notify the Commisson as soon as it becomes
aware of:

(1) any guarantee, indemnity and other such commitment given by the firm of an amount which could
giveriseto aclam under 56 below;

(2) ay finandd commitment (such as aguarantee) given in respect of the firm by another member of the
firm's group in favour of an exchange, gpproved exchange or clearing house; and

(3) any changein information previoudy submitted to the Commission concerning (1) or (2) above.

Failureto comply with obligations etc
55. A firm mug notify the Commission as soon asit has reason to believe that it will be unable to:

(1) submit afinancid reporting statement as required by codes 47 to 50; or

(2) make a payment to an exchange, approved exchange, clearing house or intermediate broker by the
due date as required under the rules of an exchange, approved exchange or clearing house thereby causing the
default of the firm under those rules.

Claimsunder a contingency
56. Subject to code 17(15), a firm mugt notify the Commission as soon as it becomes aware of any cdlam
under a contingency made in writing by or againg the firm where any amount clamed or disputed is likdy to
exceed the lower of:

(1) £100,000; or

(2) 10% of thefirm'sfinancia resources.

Mideading reporting statement

57. A firm mugt notify the Commission as soon as it has reason to believe that any reporting Statement
previoudy supplied by it to the Commission was or has become mideading in any materia respect.

Claim on insurance policy

58. A firm must notify the Commisson as soon as it makes a claim on an insurance policy it holds relaing to
professond indemnity or any other policy required by the rules of an exchange, approved exchange or clearing
house to which it is subject.

Emergencies

59. A firm mug natify the Commission if any emergency arises (such as a falure in its accounting system),
unless the firm has natified the Commission under code 18, which means that the firm is unable to comply with the
Financid Codes, and must specify the steps that the firm proposes to take to ded with the emergency.

Departure from accounting principles and codes

60. If it gopearsto afirm that there are specid reasons for departing from any of the  requirements in codes
66 to 81 in preparing the firm's audited annua financia statements, a firm mugt give particulars of the departure,
the reasons for it and its effect in a note submitted with the audited annua financid statements.

Changesin accounting r efer ence dates
61. A firm mug notify the Commisson as soon as it decides to make any change in its annua or monthly
accounting reference dates as follows:

(1) afirm must complete and submit to the Commission upon its request a schedule of reporting dates
(an example of which can be obtained from the Commisson);
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(2) afirm must provide a least 10 business days notice to the Commission of any change of annua or
monthly accounting reference dates; and

(3) any change of accounting reference date outside the Imits in the table below requires the prior
written approva of the Commisson.

TABLE 61 (3) Limitsfor any minor date changes

Accounting reference date Number of days
Annual 14
Monthly 4

Guidance note
The annual accounting reference date means the date at which the audited financial statements are prepared. The monthly
accounting reference date means the date at which the monthly financial statements are prepared.

Fall in financial resour ces
62. A firm mus notify the Commisson as soon as its financid resources fal beow 110% of its financid
resources requirement and as soon as its tangible net worth fals by 10% from the figure shown on its most recent
financia reporting Statement.

Qualification of audit report
63. A firm mug notify the Commission as soon as it has been informed that the firm's auditor is likely to qudify
his report on any audited annua financia statements of the firm.

Reconciliation of clients money and assets
64. A firm mug notify the Commisson where it is unable to comply with any prescribed reconciliation
requirements.

Variation of Capital
65. A licenceholder should obtain the consent in writing of the Commission before seeking to reduce or change
the nature of itsissued capitd, or therights and obligations of shareholders.

FORM AND CONTENT OF FINANCIAL REPORTING STATEMENTS

Agreement with records

66. A firm must prepare the financid reporting statements form, and ensure that they are in agreement with,
the books and records of the firm.

Trueand fair
67. A firm must prepare the financid reporting statements so as to give atrue and fair view of the result for the
period, the financia position and sate of affairs of the firm.

Offsetting or netting

68. A firm may offsst amounts on the balance sheat and profit and loss account in the financid reporting
gatements in respect of items representing assets or income againgt amounts in respect of items representing
ligbilities or expenditure only in the case of balances with counterparties where the parties to the transaction have
expresdy agreed that they shdl be settled on anet basis for the same vaue date.

Consolidation
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69. A firm must not consolidate the accounts of a separately incorporated body corporate within the group into
the figures of afirm's financid reporting statements, but must include the assets, liahilities, income and expenditure
of dl branches of the firm.

Greater detalil
70. A firm may show any item required to be shown in afinancid reporting statement of a firm in greater detail
than required by the appropriate format.

Items not otherwise covered

71. A firm mugt show as a separatdy identified item gppended to a financid reporting statement any item
representing or covering the amount of any asset or ligbility, income or expenditure not otherwise covered by any
of the items on the required format of the statement.

Reporting currency

72. A firm's reporting currency on afinancia reporting statement must be sterling unless otherwise agreed by the
Commission, and a firm must not change its reporting currency without the prior written gpprova of the
Commisson.

ACCOUNTING POLICIES

General code

73. Unless otherwise provided in this Code, afirm must determine amounts included in respect of items shown in
afirm's financia reporting statements in accordance with this Code and the accounting principles and rules which
the firm would apply to comply with accounting principles generaly accepted in the United Kingdom and Ide of
Man, subject to code 74 below.

Substance over legal form
74. A firm mugt include itemsin itsfinancid reporting statements in such away as to reflect the substance and not
merely the legd form of the underlying transactions and baances.

Trade date accounting
75. A firm must use trade date accounting.

Doubtful debtsand liabilities
76. A firm must promptly, and the Commission may require it to, make adequate provision for doubtful debts
and accrue for dl lighilities

Provision for taxation
77. A firm must make adequate provision for both current and deferred taxation.

Securitieslending
78. A firm may not lend securities without the prior written gpprova of the Commisson

Repurchase and rever se repur chase agreements etc
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79. A firm may not enter into repurchase and or reverse repurchase agreements without the prior written
gpprova of the Commission

Foreign currency

80. A firm must trandate assets and liabilities denominated in currencies other than the reporting currency into the
reporting currency using the closing mid market rate of exchange, or, where appropriate, the rates of exchange
fixed under the terms of related or matching forward contracts.

Valuation of positions

81. A firm must value a position on a prudent and consstent bas's, as well as having regard to the liquidity of the
ingrument concerned and any specia factors which may adversely affect the closure of the postion.

A position must be valued at its close out price (close out price means that a long position shal be vaued at
current bid price and a short position at current offer price).

APPOINTMENTSAND DUTIES OF AUDITORS
Application
82. Codes 83 to 95 gpply to al category 5 licenceholders unless specificaly exempted.

Appointment *?
83. A firm must gppoint an auditor who is qudified in accordance with code 85 below.

Auditor's Professional Indemnity Insurance
84. An auditor is not properly qudified to act as an auditor of a licenceholder unless he is covered by
Professond Indemnity Insurance of not less than £10 million.

Quialification of an auditor
85. Subject to code 86 below, a person is qudified for gppointment as the auditor of afirm if he is amember of
one of the following bodies.

(1) Thelnditute of Chartered Accountantsin England and Wales,

(2) Thelnditute of Chartered Accountarts of Scotland;

(3) Thelndttute of Chartered Accountantsin Ireland; or

4 The Chartered Association of Certified Accountants.

Per sons not qualified asauditors
86. A personisnaot qudified for gopointment as auditor of afirmif heis

(1) andfficer or employee of thefirm;

(2 acontroller of thefirm;

(3) apersonwho isapartner of, or in the employment of, any person listed in (1) and (2) above;

(4) any individud whose close relaiveis one of the personslisted in (1) to (3) above; or

(5) abody corporate of which the firm or a connected company of the firm or any person lisged in (1) to
(4) above is ashareholder.

Change of auditors
87. A firm may changeits auditor only after prior written gpprova by the Commission.

2 see also code 32
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Notification of vacancy

88. Where a vacancy occurs in the office of auditor and a firm fails to appoint a replacement under this Code
within four weeks of the vacancy occurring, the firm must give written notice of that fact to the Commission
forthwith.

DUTIESOF AUDITOR

Engagement letter

89. A firm must ensure that its auditor gppointed under this Code has his rights and duties set out in a written
engagement letter which is signed by the firm and by its auditor.

Rights and duties of the auditor
90. A firm mugt ensure that the engagement letter gives its auditor the rights and duties set out below:

(1) aright of access & dl times to the accounting and other records of the firm and al other documents
relating to its business,

(2) arignt to require from the firm such information and explanations as it thinks necessary for the
performance of its duties as auditor;

(3) aduty to submit areport to the Commission on the reporting statements prepared in accordance with
this Code and stating the matters laid down in code 91,

4 a duty, in preparing the report to the Commisson under (3) above, to carry out such
investigations as the auditor consders necessary in order to form an opinion as to the matters required to be
stated in the report;

(5) a duty to submit a letter to the firm commenting on internd controls or that he has no comments,
whichever is gppropriate;

(6) aduty to afford to any reporting accountant al such assstance as he may require; and

(7) aduty to include with any qudification of the auditor's report to the Commission a statement specifying
the relevant Commission requirements and the reasons why the opinion is qudified.
(8) afirm must retain a copy of the engagement letter required under this Code.

Content of auditor'sreport to the Commission

91. A firm must ensure that the auditor's report to the Commission is signed by the auditor and contains the
matters specified in the table below.

TABLE 91 Contents of the auditor'sreport to the Commission

1 The auditor's report must be addressed to the Commission.

2 The auditor's report must state whether the auditor has:
@ audited the audited annual financia statements of the firm in accordance with auditing standards;

(b) carried out such other procedures as are considered necessary having regard to the Auditing Practices
Board's Practice Note "Investment Businesses'; and

(© obtained al the information and explanations which to the best of his knowledge and belief, are
necessary for the purposes of his report to the Commission.

3 | Theauditor's report must also state whether in the opinion of the auditor:
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@ the audited annual financial statements of the firm give atrue and fair view:

0] in the case of the annual balance shest, of the state of the affairs of the firm at the date at which
that bal ance sheet was prepared,;

(i) in the case of the profit and loss account, of the firm's profit or loss for the period to which
that account relates;

(b) the annual reporting statement of the firm has been prepared in accordance with the form, content and
accounting policies required under codes 66 to 81;

(© the balance sheet and the profit and loss account of the annual reporting statement are in agreement
with the firm's accounting records and returns;

(d) the balance sheet of the annual reporting statement has been properly reconciled to the balance sheet of
the audited annual financial statements and monthly reporting statement prepared as at the same annual
accounting reference date;

(e the firm has correctly calculated its expenditure requirement under code 103 for the following year;

) the firm's statement of financial resources and the firm's statement of financial resources requirement in
its annual reporting statement have been properly prepared in accordance with this Code;

(¢) the firm has, throughout the financial year, kept accounting records in accordance with codes 34 to 36
and codes 41to 45;

(h) the firm has maintained throughout the year systemsto enable it to comply with the Client Money and
Other Assets Codes;

0] the firm was in compliance with the Client Money and Other Assets Codes at the date as at which the
balance sheet was prepared; and

()] where a subsidiary of the firm is a nominee company in whose name sfe custody investments of
customers of the firm are registered, whether that nominee company has maintained throughout the
year systems for the safe custody, identification and control of documents of title which are adequate
and which include reconciliations between the records maintained (whether by the firm or the nominee
company) and statements or confirmations from banks and custodians at appropriate intervals.

Qualified reports
92. (1) Where the auditor's report states that one or more of the requirements of items 3(a) to (j) of Table
91 have not been met, afirm must take reasonable steps to ensure that the report includes a statement specifying
the relevant requirements and the respects in which they have not been met.

(2) Where the auditor is unable to form an opinion as to whether one or more of the requirements of
items 3(a) to (j) of Table 91 have been met, a firm must take reasonable steps to ensure that the report specifies
those requirements and the reasons why the auditor has been unable to form an opinion.

NOTIFICATION OF APPOINTMENT, RESIGNATION OR REMOVAL OF AUDITOR
Notification
93. A firm mug, within 14 days, give natice to the Commission of any gppointment, remova or resgnation of
an auditor gppointed under this Code which contains the name and address of the auditor and, in the case of
appointment:

(1) thequdificaions of the auditor; and

(2) adatement that the appointment isin accordance with codes 83 to 88.

Failureto re-appoint an auditor
94. Falure to re-appoint an auditor at the end of histerm of office is taken to be removd of that auditor for the
purposes of this Code.
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Statement asto reasonsfor resignation or removal

95.  Where an auditor resgns or is removed by the firm, afirm mugt aitach to the notice under code 93 above a
gsatement signed by the auditor specifying either such circumstances connected with his resgnation or remova as
the auditor consders should be brought to the attention of the Commission, or sating that there are no such
circumstances.

BASIC COMPUTATION OF FINANCIAL RESOURCES
Firmsto which codes 97 to 118 apply
96.  Codes 97 to 118 gpply to al category 5 licenceholders unless specificaly exempted.

The basic computation

97. (1) Afirmmug, a dl times maintain finanda resources in excess of itsfinancia resources requirement.
(2) A firm mugt cdculate its financia resources and its financia resources requirement in accordance

with the table below and codes 98 to 118.

TABLE 97 (2) Thebasic financial resour ces calculation

Financial resources Financial resources requirement
Capital ("A") Primary requirement ("E")

the sum of: the sum of:

- ordinary share capital - base requirement

- preference share capital - totdl liquidity adjustment

- share premium account - charged assets

- profit and loss account - contingent liabilities

- other approved reserves - deficienciesin subsidiaries

Intangible assets ("B")
A - B =tangible net worth ("C")

Eligible capital substitutes ("D") Total PRR ("F")

the sum of: Total CRR ("G")

- subordinated loans

- approved bank bonds

C + D =financial resources E + F + G =financial resourcesrequirement
Tangible net worth
Calculation

98. (1) A firm mus cdculae its tangible net worth in accordance with Table 97 (2), subject to (2), (3) and
(4) below.

Redeemable shares
(2) A firm may include redeemable share capitd as part of tangible net worth only with the prior written
approva of the Commission.

Notice of redemption
(3) A firm mug provide the Commisson with sx months written notice of redemption of any of its
redeemable shares, except where the Commission otherwise permits.

Approved reserves
(4) A firm may include reserves other than retained profits as part of tangible net worth only with the
prior written gpprova of the Commisson.
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Eligible capital substitutes

Calculation

99. (1) A firmmug cdculateits eigible capital substitutes in accordance with Table 97 (2), subject to (2) to
(7) below.

Approval of digible capital substitutes
(2) A firm may treat a subordinated loan or an gpproved bank bond as an digible capital substitute only
ifitis
(& drawn up in accordance with the standard forms obtained from the Commission except to the
extent that the Commission otherwise permits; and
(b) sgned by authorised signatories of dl the parties.

Approved lenders
(3) A firmmay trest a subordinated loan as an digible capitd subgtitute only if the lender is:
(@ thefirm'scontroller;
(b) aregulated banking inditution;
(o aregulated financid inditution; or
(d) another person gpproved by the Commission.

Notice of repayment and termination
(4) A firm mugt provide the Commisson with five busness days written notice of any repayment,
prepayment or termination of a subordinated loan or gpproved bank bond, except:

(@ whenthefirm'sfinancid resources after payment of interest or principa etc would be less than
or equd to 120% of its financid resources requirement, in which case a firm must obtain the
prior written approva of the Commisson before repayment etc of a subordinated |oan etc; or

(b)  when the Commission otherwise permits.

Amounts repayable within three months
(5) A firm may treat any amount of a subordinated loan which is repayable within three months as an
eigible capitd subdtitute only with the prior written gpprova of the Commisson.

Limit on eligible capital substitutes
(6) The totd amount of digible capitd subdtitutes which a firm may take into account in its financid
resources must not exceed four times tangible net worth.

Limit on approved bank bonds
(7) Thetotd of approved bank bonds which a firm may treat as an digible capitd substitute must not
exceed 30% of the base requirement.

Primary Requirement

General code

100. A firm's primary requirement is the sum of the following dements:
(1) baserequirement caculated in accordance with code 101;
(2) totd liquidity adjustment caculated in accordance with code 104;
(3) charged assets calculated in accordance with code 105;
(4) contingent liakilities calculated in accordance with code 106; and
(5) deficienciesin subsdiaries cdculated in accordance with code 107;
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Baserequirement

General code

101. A firm's base requirement must be the highest of the following two dements:
(1) @absolute minimum requirement, calculated in accordance with code 102 or
(2) expenditure requirement, calculated in accordance with code 103.

Absolute minimum requirement

General code

102. A firm's aasolute minimum requirement must be:
(1) for agroup (c) licenceholder: £50,000
(2) for agroup (d) licenceholder: £100,000.

Expenditure requirement
General code
103. (1) A firm's expenditure requirement must be 1/4 of relevant annua expenditure,

Calculation of relevant annual expenditure
(2) Subject to (3) and (4) beow, afirm must caculae its relevant annud expenditure with reference to
the firm's most recent audited annud financia statements submitted to the Commission, asfollows:
(@ itstota revenue and
(b) any loss before taxation;
less the aggreggte of the following items
()  profit before taxation;
(d) bonuses,
(e) profit shares and other appropriations of profit;
() commissions shared, other than to employees, directors, half commission men;
(90 fees, brokerage and other charges paid to clearing houses, exchanges, approved exchanges and
intermediate brokers for the purposes of executing, registering or clearing transactions;
(h)  interest payable to counterparties,
(i) interest payable on borrowings to finance the firm'sinvestment business; and
(j)  exceptiond or extreordinary items, with the prior written gpprova of the Commisson.

Absence of audited annual financial statements
(3) If afirm does not have audited annud financid satements, it must:

(@ where it has just commenced trading or has not been authorised long enough to have
submitted audited annud financid Statements to the Commission, base its relevant annud
expenditure on budgeted or other accounts which it submitted to the Commission as part of its
gpplication; or

(b) whereits accounts do not represent a 12 month period, cculaterdevant  annud

expenditure on a proportionate basis agreed by the Commission.

The Commission's power to adjust relevant annual expenditure
(4) The Commisson may require afirm to adjust its rdlevant annua expenditure where:
(@ therehasbeen adgnificant change in the circumstances or activities of the firm; or
(b) thefirm has a materid proportion of its expenditure incurred on its behdf by third parties and
such expenditure is not fully recharged to the firm.
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Liquidity adjustment
General code
104. (1) A firm'stotd liquidity adjusment isthe sum of amounts specified as liquidity adjustments below.

I ntangible assets
(2) The liquidity adjustment for intangible assets is nil (these must be deducted from capital to arrive at
tangible net worth under code 98.

Tangible fixed assets

(3) Theliquidity adjustment for tangible fixed assets is the tota net book vaue of such assets, with the
exception of land and buildings used as security for non recourse loans or other loans which a firm must treet
under (4) and (5) below.

Land and buildings used as security for non recour se loans

(4) The liquidity adjusment for land or buildings used as security for a non recourse loan is the
difference between the net book vaue of the land or building and the loan principa outstanding, except where the
loan principa outstanding is higher than the net book vaue in which case there is no liquidity adjustment.

Land and buildings used as security for other loans
(5) Theliquidity adjustment for land or buildings used as security for loans other than non recourse loans
is the difference between the net book vaue of the land or building and the lower of:
(@ 85% of aprofessonad vauation of the land and buildings (which must have been carried out in the
last two years); or
(b) theprincipd outstanding,
except where both (a) and (b) are higher than the net book vaue in which case there is no liquidity
adjustment.

I nvestmentsin connected companies

(6) The liquidity adjustment for an investment in a connected company is the balance sheet vaue of the
investment, except where the investment is a marketable investment which is not in a subsidiary, in which case
thereisno liquidity adjustment but such investment must be subject to the PRR codes.

Other investments
(7) Other investments have no liquidity adjustment but instead are subject to the PRR codes.

Prepayments

(8) Theliquidity adjustment for a prepayment is the baance sheet vaue of that prepayment, except that
there is no liquidity adjustment to the extent that it relates to goods and services to be received or performed in
the next three months.

Debtorsarising from investment business or dealing activities
(9) Debtors arisng from investment business or dedling activities have no liquidity adjustment but instead
are subject to the CRR codes.

Other debtors

(10) The liquidity adjustment for debtors other than debtors arisng from investment business or dedling
activities is the baance sheet vaue of the debtor, except that there is no liquidity adjusment in the following
circumstances.

(& amounts due from connected companies which are adequately secured and are repayable within 90

days,
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(b) unsecured amounts due at the request of the firm from a connected company which is a regulated
banking inditution within 90 days,

()  unsecured amounts due at the request of the firm from a connected company which is a regulated
finandd inditution within seven days,

(d) amounts receivable in respect of cash dividends declared which have been outstanding for 30 days
or less from the date the dividends were due to be paid;

(¢) amounts accrued or receivable in repect of interest on marketable investments which have been
outstanding for 30 days or less from the date the interest was due to be paid;

(f)  amounts receivable on value added tax which have been outstanding for 30 days or less from the
date that the value added tax return was due to be received by HM Customs & Excise; and

(9 amounts receivable on taxation other than vaue added tax which have been agreed with the
appropriate tax authorities and have been outstanding for 30 days or less from the date that the
amounts were due to be received.

Cash deposits
(11) The liquidity adjustment for a cash deposit is the balance sheet vaue of the deposit, except for
qudifying deposits and those other deposits which are subject to code 116.

Other assets
(12) The liquidity adjusment for assets other than those specificdly stated above i the balance sheet
vaue of the asset concerned.

Charged assets
General code
105. A firm must cdculate the primary requirement for charged assets as the aggregate ba ance sheet vaue of
each asst of the firm over which athird party hastheright of sde or retention on default by the firm except:
(1) totheextent of any liability of the firm plus areasonable margin in respect of the charged asst;
(2) wherethe asset is collaterd for atransaction which is subject to the CRR codes, or
(3) wherethe Commission otherwise permits.

Contingent liabilities

General code

106. A firm mug cdculate a primary requirement for each of its contingent liabilities if the Commisson so
requires.

Deficienciesin subsidiaries
General code
107. A firm mug cdculate the primary requirement for deficiencies in subgdiaries as an amount equd to any
deficiency in shareholders funds a any time of a subsidiary of the firm except to the extent that:

(1) provison has dready been made by the firm; or

(2) the firm has dready cadculated a liquidity adjusment or CRR because the deficiency arises or
patidly arises out of aliahility of the subsdiary to the firm.

POSITION RISK REQUIREMENT (PRR)
Application
108. Code 109 appliesto dl category 5 licenceholders unless specificaly exempted.

General principles of PRR
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Obligation to calculate PRR
109. A firm mus caculate aminimum PRR in the following way.

Freguency of calculation

(1) A firm must be able to monitor its totd PRR on an intra-day basis and mugt recdculate it in afull and
detailled manner before executing any trade which is likely to increese it to such a levd that the firm's financid
resources reguirement might exceed the firm's financial resources.

Marking to market
(2) A firm must mark to market its posditions, whether or not on the balance sheet, in accordance with
the vauation code 81 at least once every business day and more frequently as appropriate.

Non marketable investments

(3) A firm mugt caculate the PRR for any postion which is not a marketable investment as 100% of the
mark to market vaue of the podtion or, other than in respect of a derivative (whatever the nature of the
underlying instrument) or off balance sheet contract when the PRR is 100% of the vaue of the notiona position
underlying the contract.

Approach to PRR calculation
(4 A firm mug cdculate the tota PRR by multiplying al postions in marketable investments by the
relevant percentage stated in the table below and summing the results.

TABLE 109 (4) Position risk requirement

A: Debt
Debt Maturity
0-2 years 2-5years Over 5years
Qualifying debt security
- fixed interest 3.5% 5.5% 9.5%
- floating rate notes 10% 10% 10%
Non-qualifying debt security
- fixed interest 10% 20% 30%
- floating rate notes 30% 30% 30%

B: Equities

Equities traded on or under the rules of an exchange or an approved exchange | 25%
(not including USM stocks in the UK)

Other 100%

C: Stock positionsin physical commodities

Stock positions in physical commaodities associated with a firm's investment | 30% of redlisable value
business

D: Certain derivatives and foreign exchange

Exchange traded futures and | 4 x initid margin requirement
written options

OTC futures and written options | Apply the appropriate percentage shown in A, B & C above to the
mark to market value of the underlying position

Purchased options Apply the appropriate percentage shown in A, B & C above to the
mark to market value of the underlying position but the result may be
limited to the mark to market value of the option
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Contracts for differences

20% of the mark to market value of the contract

Foreign exchange exposure

10% of the net open long position

E. Concentrated positions

concentrated position method.

PRR on a concentrated exposure to an issuer or an issue must be calculated in accordance with the

F: Other investments

collective investment scheme

Single premium unit linked bonds and unitsin aregulated | 50% of realisable value

Any other investments

underlying instrument

100% of mark to market value of investment or
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Notes
Per centage

1 A percentage means, unless otherwise indicated, a percentage of the mark to market value of the
aggregate of the long and the short positionsin the particular category.

Netting

2 The long or (short position) in a particular instrument is the net of any long or short positions
held in that same instrument (i.e. a long position in X shares can be offset on a share for share
basis against a short position in X shares) but positions in similar instruments (e.g. X shares
against Y shares) cannot be offset in thisway.

Stock positionsin physical commodities
3 A stock position in physical commodities is the mark to market value of the sum of:
) commodities where the full contract price has been paid;
(i) work in progress and finished goods which result from the processing of commodities;
and
(i)  raw materials which will be combined with commodities to produce a finished processed
commodity.

4 A stock position in physical commoditiesis regarded as being associated with a firm's investment
business if the contract associated with the physical commodity was made for investment rather
than commercial purposes. Indications of this are:

(i) the contract is exchange traded, or
(i) the performance of the contract is guaranteed by an exchange, an approved exchange or a
clearing house.

COUNTERPARTY RISK REQUIREMENT (CRR)

General principlesof CRR

Application

110. (1) (a) Codes 110 to 118 gpply to dl category 5 licenceholders unless specificaly exempted.

General code
(2 A firm must cdculate its totd CRR on exposures to counterparties as the sum of dl the amounts
caculated in accordance with the codes referred to in the table below.

TABLE 110 (2) Counterparty Risk Requirement

Codes

111 Cash against documents transactions

112 Freeddliveries of securities and physical commaodities

113  Concentrated risk to one counterparty

114  Options purchased for a counterparty

115  Swaps, forward contracts and OTC derivatives

116  Quadlifying and other deposits

117  Loansto counterparties

118  Other amounts owed to afirm arising out of investment business or investment dealing activities

Frequency of calculation
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(3) A firm mugt cdculate its CRR a least once each business day; for the purposes of the relevant
caculations the firm may use prices of investments and physical commodities as a the close of business on the
previous day.

Negative amounts
(4) A firmmug not indude any CRR if it is a negative amount.

Instrumentsfor which no CRR has been specified

(5) Whereafirmisin doubt asto the classfication of an item for the purposes of CRR, it must promptly
seek advice from the Commission and until the Commission informs the firm of the correct treetment in the CRR
caculation, the firm must add to its CRR the whole of the exposure on the item concerned.

Provisons
(6) A firm may reduce the exposure on which its CRR is cdculated to the extent that it makes provison
for a specific counterparty baance.

Connected companies
(7) For the avoidance of doubt, a firm must calculate a CRR as appropriate on exposures to or from
connected companies.

Basis of valuation

(8) For the purposes of valuing instruments and physicd commodities at market vaue in the calculation
of CRR, afirm must be conagtent in the bads it chooses and may use either mid market vaue or bid and offer
prices (as appropriate).

Acceptable collateral
(9) A firm may reduce the exposure to a counterparty on which its CRR is caculated to the extent thet it
holds acceptable collateral from that counterparty.

Nil weighted counter party exposures

(10) A firm may disregard any counterparty exposure caculated in accordance with codes 111 to 118, if
the counterparty is or the contract is guaranteed by or is subject to the full faith and credit of a sovereign
government or province or state thereof (or a corporation over 75% owned by such government, province or
gate), which is a member of the OECD and the government, province, state or corporation has not defaulted, or
entered into any rescheduling or smilar arrangement, or announced the intention of so doing, in respect of itself or
its agency's debt within the ladt five years.

Cash against documentstransactions
General code

111. (1) A firm which enters into a transaction on a cash againgt documents bas's must caculate the market
risk for transactions till unsettled 16 caendar days after settlement date as set out in (2) below and must then
multiply this by the gppropriate percentage set out in the table below to calculate a CRR for each separate
unsettled transaction.

TABLE 111 (1) Percentageto be applied to themarket risk

Calendar days after settlement day Per centage
0-15 Nil

16- 30 25%
31-45 50%
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46 - 60
Over 60

75%
100%

Market risk calculation

(20 (@ Whereafirm hasnether ddivered securities nor received payment when  purchasing
securitiesfor, or selling securities to, a counterparty, the market  risk is the excess of the contract
vaue over the market vaue of the securities.

(b)  Where afirm has nather received securities nor made payment when sdling securities for, or
purchasing securities from, a counterparty, the market risk is the excess of the market vaue
over the contract vaue of the securities.

Sub-total
(3) Thesum of the amounts calculated in accordance with (1) and (2) above is the firm's total CRR for

cash againgt documents transactions.

Freedeliveries of securities

General code

112. (1) When a firm makes ddivery to a counterparty of securities without receiving payment or pays for
securities without receiving the certificates of good title, the firm must calculate the free ddivery vaue for each
transaction.

Free delivery value calculation
(2 A firm mug calculate the free ddlivery value for each transaction as st out below and multiply this
vaue by the appropriate percentage in Table 112 (2) for free ddiveries of securities asfollows -

(@ if the firm has delivered securities to a counterparty and has not received payment, the free
ddivery amount is the full amount due to the firm (i.e. the contract vaue);
(b) if the firm has made payment to a counterparty for securities and not received the certificates

of good title, the free delivery amount is the market vaue of the securities.

TABLE 112 (2) Percentageto be applied to free deliveries relating to securities

Nature of counterparty to whom free delivery is | Businessdayssince delivery
made
0-3 | 4-15 over 15
1 A counterparty to whom securities have been | Nil 100% of | 100% of
delivered or to whom payment for securities has been contract or [ contract or market
made market value value
2 A regulated financial institution or regulated banking
institution to whom securities have.been delivered or 15% of 100% of
payment made with the expectation that market
. . . contract or market | contract or market
practice will result in a settlement day longer than value value
three days from delivery date
2A A counterparty to whom securities have been | 15% of 100% of
delivered which settle through the Crest or to whom | contract or market | contract or market
payment for such securities has been made. vaue value
3 A Manager, underwriter, sub-underwriter or member | nil 100% of contract or
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of a salling syndicate or issuer to whom payment for market value or, if

securities has been made; or a manager of a regulated the issue is a

collective investment scheme to whom units of the country  approved

scheme have been delivered or payment for units of by the Commission,

the scheme has been made. , 15% of contract or
market value.

Sub-total
(4) The sum of the amounts cal culated in accordance with (1) and (2) above isthe firm'stotal CRR for free
deliveries of securities.

Concentrated risk to one counterparty

General code

113. (1) When the totd amount due to a firm arisng from exchange traded variation margins from a sngle
counterparty (or severa counterparties grouped together by the firm for margin or credit trestment) is outstanding
under a credit line granted in accordance with an adequate credit management policy and exceeds 25% of the
firm'sfinancia resources, the firm must caculate an additional CRR according to the table below.
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TABLE 113 (1) Concentrated risk per centages

0,
f?ngfncial ¢ BSOU CES Standard CRR | Standard CRR
for  variation | for free | Additional CRR
exposed to counter party . .
margin delivery
0-25% 10% 15% nil
25% - 50% 10% 15% lower of (1) the excess or (2) the sum of
15% for variation margin plus 10% for
free deliveries
over 50% 10% 15% lower of (1) the excess or (2) the sum of
40% for variation margin plus 35% for
free deliveries

Use of approved bank bonds
(2) If an approved bank bond forms a part of a firm's financia resources, a frm may indude it in
financia resources for the purposes of (1) above at its face vaue.

Sub-total
(3) The sum of the amounts caculated in accordance with (1) above is the totd CRR for concentrated
risk to one counterparty.

Options purchased for a counter party

Single premium options

114. (1) Where a firm has purchased a sngle premium option on behdf of a counterparty and the
counterparty has not paid the full option premium cost by three business days after trade date, a firm must
cdculate a CRR as the amount by which the option premium owed to the firm exceeds the market vaue of the
option or acceptable collatera.

Traditional options
(2) Where afirm has purchased a traditiond option for its own account or a counterparty and paid the
option premium, it must caculate a CRR equd to the vaue of the option premium.

Sub-total
(3) Thesum of the amounts ca culated in accordance with (1) and (2) above is the firm's CRR in respect
of purchased options.

Swaps, forward contractsand OTC derivatives

General code

115. (1) A firm which has an exposure arisng from the OTC ingruments liged in Table 115 (1) mugt
cdculate a CRR by multiplying the credit equivdent amount by the credit percentage contained in Table 115 (3).

TABLE 115 (1) Credit equivalent amount

OTC instruments Credit equivalent amount

If A ispositive If A isnegative

Interest rate swaps: single currency

(1) floating rate swapped against floating rate A nil
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) fixed rate swapped against floating rate:
@ under one year to maturity A nil
(b) over one year to maturity A +0.5%of N 0.5% of N

Crosscurrency swaps

(1) under one year to maturity A+1%of N 1% of N

(2) over one year to maturity A +5%0f N 5% of N

FRAs, futures, purchased or written options, and other
contractsfor differences based solely on interest rates

@ under one year to maturity A nil

(2) over one year to maturity A +0.5%0of N 0.5% of N

Futures, purchased or written options, and other contracts
for differences based wholly or partly on exchange rates,
commodity pricesand equity prices

(1) contracts under 14 days original maturity nil nil

(2) under one year to maturity A+1%of N 1% of N
©)] over one year to maturity A +5%of N 5% of N
Notes

1 A= (d the market risk of the contract;

(b) in the case of a purchased option, the market value of the option; or
(© in the case of awritten option, the excess of contract value over market value.
N = the notional or actual amount underlying the contract

2 Written options

Where the premium on a written option has been received within three business days from trade date, the
credit equivalent amount shall be zero.

Credit equivalent amount
(2) A firm mus cdculae the credit equivaent amount in accordance with Table 115 (1).

Credit percentages
(3) A firm may opt to calculate the CRR using the highest available credit percentage in the table below
in order to avoid undue complication.

TABLE 115 (3) Credit percentages

Status of the counter party %

1 | A firm, a supranationd organisation, a United Kingdom discount house, a gilt
edged market maker, a stock exchange money broker, a regulated banking
indtitution, a building society under the Building Societies Act 1986, an Ide of
Man or United Kingdom local authority, a investment business licenceholder and | 2%
other firms which have regulations applied to them which, in the opinion of the
Commission, are adequate

2 | Any other counterparty. 5%
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Netting

(4) A firm which has offsetting exposures in exactly the same type of contract with a counterparty may
net these by novation before caculating the CRR if it has a written agreement evidencing a legdly enforcegble
right to do so.

Equivalent contracts

(5) This Code aso applies to contracts which, athough they are exchange traded and related to the
vaue of an exchange traded security or other index, are fully dependent upon the issuer for performance (eg.
covered warrants).

Regulated connected companies

(6) Where a firm carries out sgnificant swaps husiness with a connected company which has, in the
opinion of the Commission, adequate regulation gpplied to it, the firm may, with the prior written gpprova of the
Commission, disgpply al or part of this Code so far as it gpplies to interest rate or foreign exchange swaps with
that connected company.
Timing

(7) A firm must caculate a CRR egua to 100% of the credit equivaent amount in respect of amounts
due to the firm for periodic or fina settlement of transactions covered by this Code which remain outstanding
three business days after the due date.

Sub-total
(8) The sum of the amounts caculated in accordance with this Code is the firm's CRR for swaps,
forward contracts and OTC derivatives.

Qualifying and other deposits

General code

116. (1) Subject to (2) beow, a firm must calculate a CRR for a depost referred to in the table below by
multiplying the vaue of the deposit by the appropriate percentage contained in the table below.

TABLE 116 (1) Qualifying and other deposit risk per centages
Type of deposit %

Qualifying deposits nil

Other deposits with an approved bank related to a transaction creating an offsetting liability for the firm
or subject to an agreement with the bank allowing its use as collateral for aloan that may be withdrawn

within:
- three months to one year 2.5%
- over oneyear 4.0%

Note: al other deposits are subject to aliquidity adjustment (see code 104)

Timing
(2) All quaifying and other deposits outstanding three days after a repayment request has been made or
more than three days past maturity date are subject to afull CRR.

Sub-total
(3) The sum of the amounts cdculated in accordance with Table 116(1) is the firm's CRR for qudifying
deposits and other deposits.
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L oans to counter parties
General code
117.(1) A firm must cadculate a 100% CRR on the amount by which aloan to a counterparty is not:
(@ secured by acceptable collateral; or
(b) offsat againgt an amount owed by the firm to the counterparty within three months where there
is an agreement in writing which the firm believes to be legdly enforcegble, entered into by an
officid authorised by the debtor, alowing the firm to set off amounts owed by it againgt debt
duetoit.

Sub-total
(2) The sum of the amounts cdculated in accordance with this Code is the firm's CRR for loans to
counterparties.

Other amounts owed to a firm arising out of investment business or investment dealing activities
Nil CRR items
118. (1) The following receivables arisng out of investment business or regulated deding activities do not
require aCRR at any time (see aso code 104):
(& any debt not covered esewhere in the CRR codes to the extent that it is adequately secured;
(b) amountsin respect of 30 day items specified in (3) below which have been outstanding for less
than 30 days from the date on which they were first recorded on the firm's balance sheet; and
(c) accrued income for interest on marketable investments, except where it has been outstanding
for more than 30 days after the date thet the interest was due to be received.

CRR on amounts owed to a firm in respect of international underwriting and stabilisation activities
(20 (@ Where management or other fees are owed to afirm in respect of international underwriting or
dabilisation activities, the firm must caculate full CRR on any amounts remaining unpaid 30
days after they first gppeared on the firm's bal ance shest.
(b) A firm acting as stabilisng manager must dso caculae a CRR equd to 100% of any
income accrued as a result of net profit on gabiligng activities while the stabilisng account
remains open.

CRR on 30 day items
(3 A firm mug cdculate a 100% CRR in respect of the following recelvables due to the firm if they

have been outstanding for more than 30 days from the date on which they were first recorded on the firm's
balance sheet:

(& commissonsand fees earned in connection with the firm'sinvestment business,

(b) commissions and fees earned which are due and payable from client bank accounts,

() repayments of marketable investments at maturity or cdl;

(d) thevdue of scrip issues and rightsissues,

() proceeds arisng from takeovers and mergers;

(f)  domestic underwriting or Sabilisation fees; and

(9 accrued income and work in progress.

100% CRR items

(4) A firm mug cdculate a 100% CRR in respect of other receivables arising from investment business
and investment dedling activities not covered sawhere in this Code from the time that the receivable is recorded
on the balance sheet.
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Sub-total
(5) The sum of the amounts calculated in accordance with this Code is the CRR for other amounts owed
to the firm arising out of investment business or invesment dedling activities.
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PART I11
CLIENT MONEY AND ASSETSCODES

Safekeeping

Safeguarding of customers' investments and assets

119. (1) A firmwhich has custody of a customer's investments in connection with or with aview to investment
business must:

(@ keep safe, or arange for the safekeeping of, any documents of title reating to them;

(b) ensure that any registerable investments which it buys or holds for a customer in the course of
investment business are properly registered in his name or, with the consent of the customer, in
the name of an digible nominee; and

() where title to investments is recorded dectronicdly, ensure that customer entitlements are
separately identifiable from those of the firm in the records of the person maintaining records of
entitlemen.

Application
(20 (@ Thesafekeeping codes apply to the investment business of afirm.

(b) Where a firm holds investments on behdf of an affiliated company, it must not treet the
investments as safe custody investments and agpply the safekeeping codes in respect of such
Investments unless the &ffiliated company is being treated as an arm's length customer.

(© A firm may gpply to the Commission for permission to treat safe custody investments received
or held in the course of carrying on invesment business, other than in the Ide of Man, in
accordance with the relevant local requirements rather than the safekeeping codes.

Provision of Safe Custody facilities
Customer Notification
120. Before afirm provides safe custody facilities to or receives collateral from a customer, it must notify the
customer in writing of the obligations which the firm will have to the cusomer in relion to:

(1) regigration of safe custody investments and collaterd if these will not be registered in the customer's
name,

(2) daming and receiving dividends, interest payments and other rights accruing to the customer;

(3) exercigng converson and subscription rights,

(4) deding with takeovers, other offers or capita re-organisations;

(5) exerddng voting rights, and

(6) theextent of thefirm'slidbility in the event of adefault by an digible custodian.

Registration of investments
121. () A firm must regigter registerable safe custody investments in the name of the customer, unless the
customer is otherwise notified in accordance with code 120 in which caseit shdl be regigtered in the name of:
(@ andigiblenomineewhichis
() anindividud, nominated by the customer, who is not an associate of the firm;
(i) anominee company controlled by either the firm or an afiliated company;
(i) anominee company owned by arecognised or designated investment exchange; or
(iv) anominee company controlled by an digible custodian;
(b) andigible custodian; or
(© withthe prior written consent of the Commisson, the firm itsaf where, due to the nature of the
law or market practice of an overseas jurisdiction, it is not possible to do otherwise.
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(2) If the firm's own investments are registered in the same name as that in which cusomers safe
custody investments are registered, afirm must:

@
()

register the customers safe custody investments in adesignated account different from the
designated account in which the firm's investments are registered; and

hold, if applicable, separate certificates evidencing title for the investments belonging to the firm
and for customers safe custody investments.

(3) A firm must hold safe custody investmentsin the case of both registered and bearer investments:

@
()

(©

in the physcd possesson of the firm;

with an digible cugtodian in a fungible account in the name of the firm desgnated for
customers investments, or

with an digible custodian in a safe custody account designated for customers investments.

Where afirm is responsible for the recording of the safe custody investments of an affiliated company that is not
being treated as an arm's length customer within the syslem of the Centrd Moneymarkets Office, such safe
custody investments of the affiliated company must not be commingled in an account containing other customers
safe custody investments and must be trested as the property of the firm for the purposes of codes (3) () to (c)
above and 122 (1) and (2) below.

Eligible Custodian Agreement
122.(1) A firm must not lodge safe cugtody investments with an digible custodian in a fungible account unless
the digible custodian has agreed in writing thet:

@
()
©

(d)

the account is designated in such a manner that the investments credited to it do not belong to
the firm or to an affiliated company that is not being treated as an arm's length customer;

the eigible custodian is not to permit withdrawa of any safe custody invesments from the
account otherwise than to the firm or on the firm'singtructions;

the digible custodian will, on request, ddliver to the firm a statement (as at a date specified by
the firm which is not earlier than one month before the statement is delivered to the firm)
gpecifying the description and amounts of dl the investments credited to the account; and

the igible custodian will not dam any lien or right of retention or sde over the investments
standing to the credit of any account designated pursuant to (a) above, except to the extent of
any charges relating to the administration or safekeeping of safe custody investments.

(2) A firm mugt not permit an digible custodian to hold safe custody investments other than in afungible
account, unless the digible custodian has agreed in writing that:

@

()
(©

(d)

safe custody investments will be held in such a manner that it is readily gpparent that they do
not belong to the firm or to an affiliated company that is not being treated as an arm's length
customer;

the digible custodian is not to part with possession of any safe custody investments otherwise
than to the firm or on the firm'singructions;

the eigible custodian will, on request, ddliver to the firm a statement (as at a date specified by
the firm which is not earlier than one month before the statement is ddivered to the firm)
specifying the amount of each description of investment held by the digible custodian for the
firm, and, where it is aregistered investment, the amount held in each name; and

the digible custodian will not clam any lien or right of retention or sde over safe custody
Investments except to the extent of any charges relating to the adminigtration or safekeeping of
safe custody investments.
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I nvestmentsregister ed with Nominee companies

123. A firm must ensure that any nominee company controlled by the firm or an affiliated company in
whose name safe custody investments are registered maintains accounting records in accordance
with the Financial Codes in respect of those investments.

Reconciliation of Clients Assets
124. A firm (or the nominee company controlled by the firm or an affiliated company) must reconcile its books
and records at least every sx months by one of the methods in (1) or (2) below and promptly correct any
discrepancies which are reveded.
(1) TheTotd Count Method is:
(@ the physcd counting and inspection of dl safe custody investments, collaterd and other
customer's property physicaly held by it; and
(b) obtaining written confirmation from third parties in respect of dl safe custody investments,
collateral and other customer's property held by them.

(2) TheRadling Stock Check Method is.

(@& the physcad counting and inspection of safe cugtody investments, collaterd and other
cusomer's property of a paticular description physicaly held by it, provided that al
descriptions of safe custody investments, collateral and other customer's property are so
ingpected on aralling basis within every sx month period; and

(b) obtaining written confirmation from third parties in respect of dl safe custody invesments,
collateral and other customer's property held by them.

(3) The Ralling Stock Check Method may only be used with the Commisson's prior consent and after
the receipt by the Commisson of a report sgned by the firm's auditors in such form as the Commission
determines.

Failureto perform reconciliations

(4) A firm mug notify the Commission if it has not carried out or is not able to carry out reconciliations of
safe custody investments and other assets belonging to third parties or if, having done so, the firm is unable to
correct any differences or deficiency as required by this Code™.

Statement of holdings

125.(1) A firm must, as often as necessary, or on at least one date during its financia year and not less than
gx months after the previous satement dete, provide al customers with a satement liging dl safe custody
investments, collaterd and other property legaly or beneficialy owned by customers for which the firm is

accountable.

2 Where a contract note has been issued regarding a client purchase of securities within the previous three months
and there is no intention to offer a custodial service in relation to those securities, the securities need not be included on the
statement in (1) above.

Holding Collateral
126. Where a firm holds collaterd, it must, in addition to complying with codes 119 (2), 124 and 125 (1),
comply with the requirements of the table below.

3 For notification requirements on reconciliation of client money, see code 148
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TABLE 126 Requirementsof a firm holding a customer's collateral

1 The firm must take reasonable steps to ensure that the collateral is properly safeguarded. Where the firm
has reasonable grounds to believe that the collateral will not be properly utilised or safeguarded by athird
party, then it must withdraw the collateral from that third party unless the customer had indicated
otherwise in writing.

2 The collateral must be separately identifiable from assets of the firm. In addition, the customer providing
the collateral must be identifiable by the firm at al times.

3 Subject to 6 below and other than by way of safe custody, before the firm deposits the collateral with,
pledges, charges or grants a security arrangement over the collateral to, athird party, it must:

(a) properly consider the credit risk to its customer;
(b) notify the customer that the collateral will not be registered in the customer's name, if thisisthe case;

(¢) in the case of a segregated client, warn him that that part of the proceeds of sale of the collateral which
exceeds the amount owed by the customer to the firm will be subject, on the firm's default, to the pooling
codes under the Client Money Codes and should, where necessary, explain the broad effect of this;

(d) obtain the customer's prior written consent or satisfy itself that such prior consent has been given;
(e) obtain the consents referred to in 4 and 5 below, where applicable; and

() notify any third party holding the collateral that—

(i) thecollateral does not belong to the firm; and

(i) the third party must not claim any lien or right of retention or sale over the collateral except to cover
the obligations to the third party which gave rise to that deposit, pledge, charge or security arrangement or
any charges relating to the administration or safekeeping of the collateral.

4 The firm must have prior written consent from its customer if it proposes to return to the customer
collateral other than the original collateral, or origina type of collateral. This does not preclude the firm
from returning cash equivalent where the collateral matures.

5 The firm must not, without prior written consent from the customer, use the collateral as collateral for:
(a) the firm's own obligations; or

(b) the obligations of another customer or another person.

6 A firm need not obtain prior written consent from a non-private customer under 3, 4 and 5 above if prior
written notice has been given by the firm.

Guidance note
1 Jaint registration

Where a customer's registrable safe custody investments are registered in the names of both the
customer and an associate or associates of the firm, the investments shall be treated as being
registered in the customer's own name. However, the firm should still comply with the requirement
in code 120 (1) and where the firm remains accountable for such safe custody investments, the
safekeeping codes will apply.

2 Repurchase and reverse repurchase agreements, securities lending and securities borrowing, buy
and sale back agreements, and sale and buy back agreements.

Where a firm has absolute title to repurchase and reverse repurchase agreements, securities
lending and securities borrowing, buy and sale back agreements, and sale and buy back
agreements (i.e. where the holder is given an unfettered right to deal in them), such investments
will not be considered as collateral for the purposes of these codes. This will apply in the case of
both principal balances and any margining where required.

NB. Prior consent isrequired from the Commission before undertaking such transactions.
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3 Reconciliations

The comparison of records referred to in code 124 must, where relevant, include a reconciliation
of the customers' beneficial (trade date) position to the physical position by reference to unsettled
trades.

4 Auditors' report

The report from auditors on rolling stock checks required under code 124(3) may take the
following form-—

"Report of the auditors of [ hame of firm] to the Commission in accordance with code 124(3) as at
[date].

We have examined the firm's systems of internal control for the safe custody, identification and
keeping of documents and records as at [date]. In our opinion, this systemis sufficient, if properly
used, to enable the firmto comply with code 124 (2)."

5 Statementsto customers

A firmis only required to provide statements under code 125 to customers for whom safe custody
investments, collateral or other property have been held at any time during the firm's financial
year.

6 Statements should give the circumstances under which safe custody investments and other
property are held, lodged or otherwise deposited. The statements need not detail the names of the
custodians used, nor registration details, except to distinguish between investments registered in
the customer's own name and those registered in another name. Statements must distinguish those
investments and property which are being used as collateral or have been pledged to third parties
from other investments and property. In the case of collateral, the market valuation at the date of
the statement should also be stated.

7 Since most private customers will not be aware of the settlement position of recent bargains, they
areliable to be confused if statements show client money and client settlement money as calculated
under the Client Money and Other Assets Codes as well as showing the actual investments held in
safe custody by the firm. Therefore, all statements to private customers must be based on trade date
information as regards cash balances and safe custody. Thus, an investment purchased by a
customer through or from the firm would be included on the statement from trade date, and a sale
of an investment through or to the firm would be excluded from the statement from trade date.

8 "Safe custody investments and other property" in code 130 must, where relevant, include
collateral, but need not include client money to the extent that this has been separately notified to
the customer within one month of the statement date.

9 Collateral

A firm may obtain consent (referred to in paragraphs 3d) and 3 (e) of Table 126 generally in the
customer agreement or other documentation (e.g. charge document).

Client Money
Application
127. (1) The Client Money Codes apply to the business of a firm carried on in connection with or with a view to
investment business.

(2) Inthecourse of carrying on investment business, a firm may treat money received or held other than
inthe Ide of Man, in accordance with the rlevant loca requirements rather than the Client Money Codes, where

it has obtained the Commission’s prior written consent.

Money received by afirm
128. (1) Subject to codes 150 to 154, afirm must treat all money received from or on behalf of a customer in the courseof
carrying on investment business with or for that customer as client money.

2 Where afirm passes client money to another person in the course of investment business, the firm must not enter
into an agreement under code 150 with that other person inrelation to that money or purport that the money is not client money.

Guidance note
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Where a firm undertakes a range of business (securities business and derivatives business) for a non-private
customer and has separate agreements with the non-private customer differently for different types-of business
undertaken, the firm may treat money held on behalf of the non-private customer differently for different types of
business, i.e. a firm may elect to segregate money in connection with securities transactions and not segregate (by
complying with code 150 below) money in connection with derivatives transactions for one customer.

Money to be held with an approved bank
129. Where afirm holds client money on behalf of a customer, it must ensure that the money is held in a client bank account
with one or more approved banksin relation to which it undertakes an appropriate and continuing risk assessment.

Guidance note

A firm owes a duty of careto its customersin deciding where to deposit client money. Therisk assessment required
under 129 above isintended to ensurethat the risksinherent in depositing client money with banks are minimised
or appropriately diversified by requiring a firmto consider carefully the bank or banks with which it chooses to
deposit such money. A firmwould be expected to take account (not necessarily exclusively) of the following:

(a) the capital of the bank;
(b) the client money deposit as a proportion of the bank’ s capital and deposits;
(c) the credit rating of the bank (if available); and

(d) to the extent that the information is available, the level of risk in the investment and loan activities
undertaken by the bank and its affiliated companies.

Afirmisnot expected to diversify deposits of client money with more than one approved bank where the amounts are
of insufficient size to warrant such diversification.

Notification to an approved bank
130. (1) When afirm opens a client bank account, the firm must give or have given written notice to the
approved bank requiring the bank to acknowledge to it in writing:
(@ tha al money sanding to the credit of the account is held by the firm as trustee and that the
bank is not entitled to combine the account with any other account or to exercise any right of
set-off or counterclam againgt money in that account in respect of any sum owed to it on any

other account of the firm; and
(b)  that, in accordance with code 132 the title of the account sufficiently distinguishes the account from any
account containing money that belongs to the firm, and isin the form requested by the firm.
2 In the case of a client bank account in the Isle of Man, if the approved bank does not provide the
acknowledgement referred to in (1) above within twenty business days of the despatch of the notice by the firm, the firm must
withdraw all money standing to the credit of the account and deposit it in aclient bank account with another approved bank.

Segregation
131. (1) A firm mugt, except to the extent permitted by the Client Money Codes, hold client money separate
from the firm’s own money.

(2) Whereafirm deemsit prudent to do o, to ensure that its customers are protected, it may depost its
own money into aclient bank account, and such money will be client money for the purposes of the Client Money
Codes.

(3) Where afirm pays its own money into a client bank account on the ingtructions of the Commission,
such money will be client money for the purposes of the Client Money Codes.

(4) A firm mug not hold money other than client money in a dient bank account unless it is a minimum
sum required to open the account or keep it in being.

Client bank accounts— general
132. Client money must be held in one or more generd client bank accounts or designated client bank accounts.
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Payment of client money into a firm’saccount - “ alter native approach”
133. A firmis not required to pay client money into a client bank account in accordance with codes 134 (1) to (3), (4)(a) and
(6)(a) below, where it has obtained the Commission’ s prior written consent.

Guidance note

The Commission will base its decision regarding consent on whether the firm has:
(a) satisfied the Commission that it has adequate systems and controls to operate this system, and
(b) employed a registered manager responsible for compliance with the Client Money Codes.

A firm which obtains consent from the Commission under this code will be able to operate an “ alternative
approach” to the segregation of client money. A firmwill be ableto receive all client money into its own bank
account. Thefirmwill also be required to pay any money to or on behalf of customers out of its own account. The
firmwill berequired to perform the segregation cal culation contained in codes 141 to 144, adjust the balance held
initsclient bank accounts and then “ lock-up” the money in the client bank accounts until the segregation
calculation isreperformed on the next business day. Also with the Commission’s consent, a firmwill be ableto
operate the “ alternative approach” for some types of business (eg equities transactions) and operate the “ normal”
approach for other types of business (eg derivatives transactions). A firm operating under the “ alternative
approach” will not normally be able to operate a designated client bank account, unlessit can satisfy the
Commission that its procedures and systems ar e sufficiently robust to ensure that client money held in a designated
client bank account istreated in accordance with the “ normal” approach.

Payment of client money into a client bank account
134. (1) Subjectto (2) to (6) below, where afirm receives client money, it must either:
(@) payitassoon aspossible (and, in any event, no later than the next business day after receipt) into aclient
bank account; or
(b)  pay it out in accordance with code 135.

Guidance note

A firm may segregate client money in a different currency from that of receipt. However, if it does so, it will be obliged to
ensure that the amount held is adjusted each day to an amount at least equal to the original currency amount (or the
currency in which the firm has liability to its customers, if different) translated at the previous day’s closing spot exchange
rate. Inthiscircumstance, afirmwill be expected to segregate client money initslocal or functional currency.

(2) Wheredient money isreceived by the firm in the form of an automated trandfer, the firm must ensure

that:
(@  where possible, the money isreceived directly to aclient bank account; and
(b)  inthe event that the money is received directly to the firm’s own account, the money is paid into a client
bank account in accordance with (1) above.

©) Where a firm receives a “mixed remittance” that is part client money and part other money, it must pay the full
sum into a client bank account in accordance with (1)(a) above, but must pay the money that is not client money out of the
account within one business day of the day on which the firm would normally expect the remittance to be cleared, except where
the money is due to the firm in respect of fees and commissions.

(4) Where afirm is lidble to pay money to a customer, either in respect of an investment agreement
entered into with or for that customer in the course of the firm's investment business, or by way of interest on
client money, it must as soon as possible and no later than one business day after the money is due and payable:

(@ payitintoaclient bank account in accordance with (1)(a) above; or
(b)  pay itout in accordance with code 135.

) Where afirm receives dividends outside the I sle of Man on behalf of its customer, it may pay that money into any
bank account operated by the firm, provided that such money is distributed to the customers concerned, or paid into a client
bank account in accordance with (1)(a) above as soon as possible but no later than three business days after notification of
receipt.

Guidance note
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Afirmshould ensure that it is notified promptly of any receipt of client money. Thiswill requireregular statements from
overseas depots used by the firm. The frequency of such statementswill depend on the volume of business.

(6) A firm must have procedures to ensure that money received by its employees or field representatives

(@) paidintoaclient bank account of the firm in accordance with (1)(a) above; or
(b)  forwardedtothefirm,
no later than the next business day after receipt.

Discharge of fiduciary duty
135, (3) Money ceases to be client money if it ispaid:
(@  tothecustomer;
(b)  toathird party on theinstructions of the customer;
(c) into a bank account in the name of the customer (not being an account which is also in the name of the
firm); or

(d) tothefirmitsdf, whereit is due and payable to the firm.

2 Where a firm draws a cheque or other payable order under (1) above, the money does not cease to be client
money until the cheque or order is presented and paid by the bank.

Guidance note

Where a firm despatches a cheque to a customer in respect of a delivery versus payment transaction it need not segregate
that money until the cheque is presented by the customer, unless the cheque is despatched after the three day window has
expired in accordance with code 154.

©) Where a firm makes a payment to a customer, or to a third party on the instructions of the customer, from an
account other than a client bank account, the sum of money in the client bank account equivalent to the amount of that
payment will not become due and payable to the firm for the purposes of code 152(1) until the customer or other party has
received that payment in cleared funds.

Use of an approved bank outsdetheldeof Man or the United Kingdom - notification to customer s
136. (1) A firmmus not hold client money on behdf of a customer in adient bank account outside the Ide of
Man or the United Kingdom, unless the firm has previoudy disclosed to the customer in writing:

(@  thecountry or territory in which the account will be held;

(b) that thelegd and regulatory regime applying to the gpproved bank will be different from that of
the Ide of Man or the United Kingdom and in the event of a default of the gpproved bank, his
money may be treeted differently from the position which would apply if the money was held
by an gpproved bank in the Ide of Man or the United Kingdom;

(c)  inthe absence of an acknowledgement as described in code 130(1), that the bank has not accepted that it
has no right of set off or counterclaim against money held in a client bank account in respect of any sum
owed on any other account of the firm; and

(d) that the customer should consider taking independent legal advice if he is concerned about the
implications of (b) and (c) above.

2 Where (1) above applied and the customer is a private customer, the firm must obtain the written consent of the
customer before the money is deposited in a client bank account outside the Isle of Man or the United Kingdom, unless the
private customer is ordinarily resident outside the Isle of Man and the firm believes on reasonable grounds that the customer
consents but does not wish to give his consent in writing, in which case a one-way notification will suffice.

Use of an intermediate broker settlement agent or OTC counterparty outside the Ide of Man and United Kingdom -
notification to customers

137. (1) A firm must not undertake any transaction for acustomer that involves client money being passed to
an intermediate broker settlement agent or OTC counterparty located in ajurisdiction outside the Ide of Man and

United Kingdom, unless the firm has previoudy disclosed in writing to the customer:
(@)  that hismoney will be passed to such a person outside the Isle of Man or United Kingdom;
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(b) that the legal and regulatory regime applying to the intermediate broker settlement agent or OTC
counterparty will be different from that of the Isle of Man and United Kingdom and in the event of a
default of the intermediate broker settlement agent or OTC counterparty his money may be treated
differently from the position which would apply if the money was held by an intermediate broker
settlement agent or OTC counterparty in the Isle of Man and United Kingdom; and

(¢) that the customer should condder taking independent legd advice if he is concerned abut the
implications of (b).
Guidance note

There is no need for a firm to make separate disclosure in relation to each jurisdiction. A general disclosure concerning
money that may be held with an intermediate broker settlement agent or OTC counterparty outside the Isle of Man and UK
will suffice.

2 Where (1) above applies and the customer is a private customer, the firm must obtain the written consent of the
customer before the money is passed to an intermediate broker settlement agent or OTC counterparty, except where the
customer is ordinarily resident outside the Isle of Man and the firm believes on reasonable grounds that the customer consents
but does not wish to give his consent in writing, in which case a one-way notification will suffice.

(3) Where a customer has notified a firm in writing prior to entering into a transaction that he does not wish his
money to be passed to an intermediate broker settlement agent or OTC counterparty located in a particular jurisdiction, the firm
must either:

(@)  segregate the money in aclient bank account and pay its own money to the firm’s own account with the
broker agent or counterparty; or

(b) return the money to, or to the order of, the customer.

Guidance note

Where a customer notifies the firm in (3) above after the transaction is undertaken the firm is expected to make best
endeavoursto comply with either (3)(a) or (b) whereit isreasonably practical to do so.

Notification on default of an approved bank, intermediate broker settlement agent or OTC counter party
138. A firm must notify the Commission:

(1) assoonasitisaware of the default of any approved bank, intermediate broker settlement agent, or
OTC counterparty with which it has deposited or to which it has passed client money; and

(2) assoon asreasonably practicd, of its intention regarding making good any shortfal that has arisen or
may arise and the amounts involved.

Interest
139. A firm mug disclose to a private cusomer in writing whether or not interest is payable to the private
customer in respect of client money and, if o, on what terms.

Guidance note

A firm is expected to outline its policy on its payment of interest in code 139 above, but not necessarily the actual rates
prevailing at any particular time (see code 173 (“ customer agreements”)). If a firm does not have an interest agreement
with a private customer, it must pay the customer all interest earned on client money held for him.

Recordsand auditor’sreport
140. A firm must keep records'* which are sufficient to demonstrate compliance with the Client Money and Assets codes.

Appropriate amountsto be held in client money bank accounts
Daily calculation

¥ The applicable requirements are contained in codes 34 to 46 and codes 89 to 91.
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141. Each business day, afirm must ensure that the aggregate balance on its client bank accountsis, by the close of business
that day, at least equal to the “client money requirement” in accordance with code 142 below as at the close of business of the
previous business day.

Guidance note

1. For the purposes of 141 above, a firm should use the values contained in its accounting records, eg cash book,
rather than values contained on statements received from its banks.

2. A buffer may be maintained in accordance with code 131 (2). However, afirmis expected to avoid holding excess
client money with intermediate brokers and OTC counterparties and is expected to hold its customers’ free money
in a client bank account.

3. Where a firm draws a cheque on its own bank account in the situation where it is operating under the “ alternative
approach” allowed by code 133, it will be expected to account for those cheques that have not yet cleared under
code 135 (2) when performing the calculation in code 141 above. A reasonable historic average estimate of
uncleared cheques may be used to satisfy this obligation.

A firm should also take into account any amounts arising from code 135 (3).
Fees and commissions may be excluded from the cal culation.

oA

Client money requirement
142.  Subject to code 144 below, the “client money requirement” isthe sum of:
(@) the “total of customers’ credit balances’, which in turn is the sum of the “individual customer balances’
calculated in code 143 below, excluding:
(@ “individual customer balances” which are negative (ie debtors); and
(b)  customers’ equity balances-

Securitiesand other non-margined transactions
143.  The“individual customer balance” for each customer isthe sum of:
(@) free money where there are no trades;

) in respect of principal deals, sale proceeds due to the customer where the customer has delivered the
investments (except that if received prior to the settlement date agreed with the customer for that trade, a firm may segregate the
investmentsinstead of the money);

©) in respect of agency deals, sale proceeds due to the customer where either the sale proceeds have been received
by the firm and the customer has delivered the investments, or the firm holds the customer’ s investrents, (except that in both
cases the firm may segregate the investments instead of the money);

4 in respect of principal deals, the cost of purchases which have been paid for by the customer but the firm has not
delivered the investments to the customer (except that afirm may segregate the investmentsinstead of the money); and

) in respect of agency deals, the cost of purchases which have been paid for by the customer where either the firm
has not remitted the money to, or to the order of, the counterparty, or the investments have been received by the firm but have
not been delivered to the customer (except that afirm may segregate the investmentsinstead of the money),

less:

(6) money owed by the customer in respect of unpaid purchases where ddlivery of such investments has
been made to the customer; and

(7) proceeds remitted to the customer in respect of sdes transactions where the customer has not
ddivered the investments.

Guidance note
1 In code 143 (1) above, a firm:

(a) includes dividends received and interest earned and allocated to a customer in respect of client money;
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(b) may deduct outstanding fees, calls, rights and interest charges in accordance with any agreement with the
customer, where the firm has performed its obligations in respect of that agreement; and

(¢ need not include money which under code 134 (5) is not required to be segregated nor include money forwarded
to the firm, in accordance with code 134 (6), but not received.

2 Where a firm chooses to “ segregate investments instead of money” it must ensure that the investments are held in
such a manner that the firm cannot use themfor its own purposes. Segregation in this context can take many forms
including the holding of customers’ investments in a nominee name and the safekeeping of certificates evidencing
title in a fire proof safe. It is not the intention that the full safekeeping Codes should apply to investments held in
the course of settlement.

3 The term “deliver” means, for the purposes of code 143, when control of the investment passes, eg. when
transaction settlesin Crest.

4 A firm should segregate the contract value of any customer purchases or sales.

Reduced client money requirement option

144.  Where, in respect of a customer, there is a positive “individual customer balance” and a negative customer’s equity
balance (or vice versa), a firm may offset the credit against the debit and hence have either a smaller “individual customer
balance” in code 143 above.

Failureto perform calculations
145. A firm must notify the Commission immediately if it is unable to perform the cal culation required by code 141.

Reconciliations
146. (1) A firm mugt, as often asis necessary to ensure the accuracy of its records, and at least once in every
twenty five business days, reconcile:

(@)  the balance on each client bank account as recorded by the firm with the balance on that account as set
out on the statement or other form of confirmation issued by the approved bank;

(b)  the balance, currency by currency, on each client transaction account with exchanges, clearing houses,
intermediate brokers settlement agents and OTC counterparties as recorded by the firm with the balance
on that account as set out in the statement or other form of confirmation issued by the person with whom
the account is held; and

(c) itsrecords of approved collateral received from customers with the statement or other form of confirmation
issued by the person with whom that collateral islocated.

(2 A firm must perform the reconciliations in (1) above within ten business days of the date to which the
reconciliation relates.

©) Where any difference arises on any of the reconciliations in (1) above, the firm must correct it as soon as
possible, unless the difference arises solely as a result of timing differences between the accounting systems of the approved
bank, exchange, clearing house, intermediate broker settlement agent or OTC counterparty and of the firm.

Failureto perform reconciliations
147. (1) A firm must notify the Commission as soon as possible where it is unable to perform any of the reconciliations
required by code 146.

(2) Where a firm is unable to resolve a difference arisng from a reconciliation, but one of the sets of
records examined by the firm during its reconciliation indicates that there might need to be a greater amount of
money in the relevant client bank accounts or approved collaterd than isin fact the case, the firm must assume,
until the matter is findly resolved, that that set of records is accurate and pay its own noney into a client bank
account and such money will be client money.

Client money reporting requirement
148. A firm which handles dient money must submit monthly and annua segregated accounts reporting
gatement to the Commission asin the table below.
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Table 148 Segr egated accountsreporting statement

Type of Statement Duedate No. of reports
per annum

Monthly 15 days 12

Annually 3 months 1

Note: all due dates are the number of business days or months from the dates at which the reporting statement is
prepared.

Mandate over a bank or building society account in the customer’s own name
149. (1) A firm must establish and maintain adequate records and internd controls in respect of mandate over

abank or building society account in the customer’s own name, including the following:
(@)  anup-to-datelist of al such mandates and any conditions placed by the customer or by the firm’s
management on the use of the mandate;
(b) internal controlsto ensurethat all transactions entered into using such a mandate are recorded and are
within the scope of authority of the person and the firm entering into such transactions; and
(c) internal controls over the safeguarding of the passbook or other relevant documents of the customer
which minimise the risk of destruction, loss, theft, fraud or error.

(2) A firm must include any passbook or other relevant document of vaue of acusomer held by the firm
or for which the firm is accountable in the annua statement sent to that customer and in the physical count and
ingpection of customers property under the safekeeping codes.

Money which isnot client money
Two-way “opt out”
150. Subject to code 151 below, money is not client money if afirm:
(1) holds it on behdf of or receives it from a non-private customer (including a market counterparty);

and

2 has entered into atwo-way customer agreement with the customer stating that:
(@& hismoney will not be subject to the protections conferred by the Client Money Codes,

and

(b)  asaconsequence, his money will not be segregated from the money of the firm, and will be used by the
firm in the course of the firm’s business, and he will therefore rank as ageneral creditor of the firm.

One-way “ opt out”
151. Money isnot client money if afirm in respect of investment business:
(@) holdsit on behalf of or receivesit from a market counterparty, and
2 has sent a separate written notice stating the requirements of code 150 (2) (a) and (b) above.

Money due and payableto thefirm
152. (O Money isnot client money if it isimmediately due and payable to the firm for its own account.
2 A firm may treat fees and commissions as due and payable for the purposes of (1) aboveif:

(@)  they have been accurately calculated and are in accordance with aformulaor basis previously disclosed to
the customer by the firm;

(b)  five business days have elapsed since a statement showing the amount of those fees and commissions
has been despatched to the customer, and the firm has no reason to believe that the customer questions
the sum specified; or

(c)  the precise amount of the fees or commissions has been agreed by the customer, or has been determined
by acourt, arbitrator or arbiter.

Money from an affiliated company
153. Money is not client money if afirm holds it on behalf of or receivesit from an affiliated company, unless the affiliated
company is being treated as an arm’ s length customer of the firm.

Money in connection with a“ delivery ver sus payment” transaction
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154, Money need not be treated as client money in respect of a delivery versus payment transaction where it is intended
that either:

(1) in respect of a customer purchase, money from a cusomer will be due to the firm within one
business day upon the fulfilment of addivery obligation, or

(2) in respect of a customer sde, money is due to the customer within one business day following the
customer’s fulfilment of a ddlivery obligation, unless the ddlivery or payment by the firm does not occur by the
close of business on the third business day following the date d the receipt of money from or ddivery of
investments by the customer.
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PART IV
CONDUCT OF BUSINESS CODES

APPLICATION OF CONDUCT OF BUSINESS CODES
Business
155. (1) The generd application of the Conduct of Business Codes is that, as far as they relate to business,
they relate to business which is invesiment business, and accordingly, where a code relating to business applies
only in particular circumstances, the code applies only if those circumstances apply in the course of investment
business.

(2)  Under the Order the Conduct of Business Codes also gpply to firms dedlings as principal subject to
the exclusons contained in the Order.

Advertisements
156. Where the Conduct of Business Codes govern the issue of an investment advertissment then firms must
follow them unless specificaly exempted

Reliance on others

157. (1) A person is to be taken to act in conformity with any of the Conduct of Business Codes as to
information, to the extent that he can show that he reasonably relied on information provided to him in writing by
a third party whom he bdieved on reasonable grounds to be independent and competent to provide the
information.

(2) A firm may rely on the accuracy and sufficiency of the information concerning customer which is
supplied by his agent provided the firm has no reasonable ground on which to doubt the authority, honesty and
reliability of ether the agent or the information supplied.

(3) Any communication required under the Conduct of Business Codes to be sent to a customer may be
sent to the order of the customer, so long as the recipient is independent of the firm; and there is no need for a
firm to send a communication itself where it believes on reasonable grounds that this has been or will be supplied
direct by another person.

Chinesewalls
158. (1) Whereafirm maintains an established and effective arrangement which requires information obtained
by the firm in the course of carrying on one part of its business of any kind to be withheld in certain circumstances
from persons with whom it dedlsin the course of carrying on another part of its business of any kind, then in those
circumstances.
(@ that information may be so withhdd; and
(b) for that purpose, persons employed in the first part may withhold information from those
employed in the second,
but only to the extent that the business of one of those parts involves investment business.

(2) Information may aso be withheld where this is required by an established and effective arrangement
between different parts of the business (of any kind) of a group, but this provison does not affect any requirement
to transmit information which may arise gpart from the Conduct of Business Codes.

(3) Where the Conduct of Business Codes apply only if afirm acts with knowledge, the firm is not for
the purposes of the Conduct of Business Codes to be taken to act with knowledge if none of the relevant
individuas involved on behdf of the firm acts with knowledge.

CUSTOMERS
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Market counterparties
159.(1)  Subject to (2) below, afirm may treat any of the following persons as a market counterparty:
(@ another firm;
(b) atrading member of an investment exchange, but only in respect of the kinds of investments
traded on that exchange, or any related derivatives,
() an oversess person which regularly deds in invesments off-exchange, but only in respect of
investments of that kind, or any related derivatives,
(d) aninter-deder broker, but only in respect of activities undertaken as inter-dealer broker;
() asregardsdebt investments and money market investments:
() acountry;
(i) an international banking or financid inditution whose members are countries (or ther
centra banks or monetary authorities);
(iian indtitution with a Part IV permission under FSMA which includes accepting deposits and
(iv) acredit inditution recognised under the BCD Regulations,
(f) acentra bank or other monetary authority of any country.

(2) A firmmay only treat aperson as a market counterparty in accordance with (1) above provided:
(& subject to (3) below, the firm has sent that person a written notice informing it that it is to be
treated as amarket counterparty without the benefit of protections afforded to customers; and
(b) that person has not notified the firm in writing that it does not wish to be treated as a market
counterparty either generadly or in respect of particular kinds of investments.

©) A firm isnot required to send awritten notice in accordance with (2)(a) above to another firm where both firms are
trading members of the same investment exchange.

(4) A firm with private customers may permit itsaf to be treated as a market counterparty by another
firm under this code where it believes on reasonable grounds that those customers will be properly protected
under this code.

Guidance note

1 Where a person notifies a firm under (2)(b) that it is not to be treated as a market counterparty in respect of
particular kinds of investments, it may be treated as a market counterparty in respect of all other kinds of
investments as permitted by (1) above.

2 Before permitting iself to be treated as a market counterparty, a firm should take into account customer
protectionsit will lose as a result of such treatment. Where a firm believes that it will be unable to fulfil the duties
and obligations owed to its private customers under this Code, it should not permit itself to be treated as a market
counterparty.

Classes of customer
160. (1) Private customer means acustomer who is:
(& anindividua and who isnot acting in the course of carrying on investment business; or
(b) a customer who is a corporate entity and who is not acting in the course of carrying on
Investment busness.
(2) Non private customer means a person who has eected in writing to be trested as a non-private
custome.

Guidance note

A warning must be provided to non-private customers, pointing out that the main protections afforded by the Conduct of
Business Codes are applicable exclusively to private customers, in particular the obligationsin respect of:

(a) providing risk warnings;
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(b) giving suitable advice;

(c) prior disclosure of charges;

(d) the requirements for customer agreements; and
(e) advising on and selling packaged products.

For the avoidance of doubt, licenceholders should point out the consequent reduction of investor protection as a result of
his classification as a non-private customer.

| nducements

161.

A firm must take reasonable steps to ensure that neither it nor any of its agents.

1) offersor gives, or
2 solicits or accepts,

gther in the course of investment business or otherwise, any inducement which is likdy sgnificantly to conflict
with any duties of the recipient (or the recipient's employer) owed to customers in connection with investment
business.

Soft commission
162. (1) A firm which dedls for a customer on an advisory bass or in the exercise of discretion may not so
ded through abroker pursuant to a soft commission agreement unless:

(@ the only benefits to be provided under the agreement are goods or services which can
reasonably be expected to assst in the provison of investment services to the firm's cusomers
and which arein fact so used;

(b) the broker has agreed to provide best execution to the customer;

() thefirmis satisfied on reasonable grounds that the terms of business and methods by which the
relevant broking services will be supplied do not involve any potentia for comparative price
disadvantage to the customer;

(d) intransactions in which the broker acts as principd, the firm is satisfied that commission paid
under the agreement will be sufficient to cover the vaue of the disclosable softing services to
be received and the costs of the relevant broking services, and

() adeguate prior and periodic disclosure is made.

Guidance note

(a)

(b)

Broker includes a broker dealer and a market maker.
Customer in (1)(b) above refersto the firmreceiving goods or services under a soft commission agreement.

Under (1)(c) above a firm may be satisfied that the relevant broking services will be supplied without involving the
potential for comparative price disadvantage to the customer if:

the firmis able to monitor the individual transaction prices obtained on its behalf by the broker and is satisfied
that the broker has complied with its best execution obligation; or

there is no need for the firm to disclose at the time of giving the order to the broker that the commission generated
by the transaction is to be allocated to the firm's softing account.

If neither of the provisions in paragraph 3 above can be satisfied, a firm should select a soft commission broker on
the basis of the broker's ability to demonstrate independence of action within the market place. Thisisunlikely to
be fulfilled in circumstances where the broker deals exclusively with one market maker.

(1)(d) above is not complied with where the broker isonly part remunerated by commission, unless the commission
element (which must be disclosed) constitutes the greater proportion of the remuneration.

A broker should set its multiple at a level which it can demonstrate would generate sufficient commission income
from softing transactions to cover the costs of the soft goods or services provided, the cost of dealing and settling
the associated transactions, together with the specialised softing administration. When considering whether the
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commission is sufficient to cover the costs of services provided, the broker may have regard to the aggregate
number of bargains transacted and not each individual transaction.

(2) Goods or services supplied under a soft commission agreement must reasonably be expected, and
must be used, to:

(@ assginthe provison of investment servicesto the firm's customers by means of:
() specific advice on deding in, or on the vaue of, any investmen;
(i) research or andysis (about investments generdly or other relevant matters); or
(i) the use of computer or other information facilities,

(b) provide custodian services rdating to investments of, or managed for, customers;, or

(©) provide sarvices relating to vauations of portfolios or the measurement of the performance of
portfolios.

(3) A firm which receives goods or services under a soft commisson agreement must provide, to any
cusomer to whom it is relevant, a written satement detailing its policy in relaion to soft commission agreements,
gther a the outset of the customer relationship or as soon as reasonably practicable after the relevant soft
commission agreement is entered into.

Guidance note

Policy statements should explain generally why the firm or its associate might find it necessary or desirable to pay soft
commissions, bearing in mind the practicesin the markets in which it does business on behalf of its customers.

4 (& A firm which receives goods or services under a soft commission agreement must provide
annudly, to customers to whom it is relevant, the following informetion in reletion to the period
snce the lagt report was made, or, if no previous report has been made, since the first
transaction was effected under the agreement:

(i) the percentage of the totd commisson pad by the firm under soft commisson
agreements,

(i) the vaue (on a cost price basis) of goods or services received by the firm under soft
commission agreements expressed as a percentage of the total commissions paid by the
firm, including those not paid under soft commission agreements,

(1) a summary of the goods or sarvices recelved by the firm under soft commisson
agreements,

(iv) alist of the brokerswho are parties to the firm's soft commission agreements; and

(v) adatement setting out the firm's policy in relation to soft commisson agreements, or a
Statement that its policy has not changed since the last policy statement was given.

(b) Where afirm directs any of its soft commisson business through an associate, the information
provided to customers in accordance with (4)(a) above must include any such business.
() A firmisnot required to provide an annual report in accordance with (4)(a) and (b) above to:

(i) beneficariesof funds under the firm's management; and

(i) aprivate customer, unless it isasmal busnessinvestor, provided thet the firm indudesin
the written policy statement provided under (3) above:

(A) an edtimate of the percentage of its tota commission that the firm reasonably expects
to pay under soft commisson agreements, and

(B) adatement that details of the firm's soft commission agreements, in accordance with
(4)(a) and (b) above, will be made available to the customer on request.

(5) A firm must provide to any cusomer to whom it is rlevant a written statement of itspolicy in reaion
to soft commisson agreements promptly after any materid change in that policy is made.
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(6) The disclosures under (4) above are not required in the case of a customer who is ordinarily resident outside the

Isle of Man, provided the firm believes on reasonable grounds that he does not wish to receive such information.

Guidance note

1

4

The disclosure reguirement contained in (4) above applies to a firm which receives goods or services under a soft
commission agreement in return for placing business through, or in the way of, another party to the agreement. The
disclosure can be made on a general basisto all customers to whom it is relevant, namely any customer for whom
the firm enters into transactions where the commission generated has been or is to be used to pay for goods or
services received under a soft commission agreement.

Where goods or services obtained through a soft commission agreement have a mixed use, partly falling outside the
generic description of permitted goods and services contained in (2) above, the firm should make an appropriate
allocation of the costs and disclose them in accordance with (4) above. Only the percentage of the specific
component or service that meetsthe criteria set out in (2) above may be paid for from soft commission.

The goods and services in the table below fall within the generic description set out in (2) above and can be
offered under a soft commission agreement.

TABLE 162 (6) A - Soft commission: per mitted goods and services

research and advisory services, including economic factors and trends

portfolio valuation and analysis

performance measurement

market price services

custodian services

computer hardware associated with specialised computer software or research services
dedicated telephone lines

seminar fees (where the subject matter is of relevance to the provision of investment services)
publications (where the subject matter is of relevance to the provision of investment services)

Thislistisfor indicative purposes and is not exhaustive

The goods and servicesin the table below do not fall within the generic description set out in (2) above.

TABLE 162 (6) B - Soft commission: non-per mitted goods and services

travel, accommodation or entertainment costs, whether or not related to the provision of investment
services

any seminar fees not falling within the permitted goods and services list

any subscription for publications not falling within the permitted goods and services list

office administrative computer software, for example word processing, accounting programmes
computer hardware not associated with specialist computer software

membership fees to professional associations

purchase or rental of office equipment or ancillary facilities

employees' salaries

direct money payments

Thislist isfor indicative purposes and is not exhaustive

I ssue of advertisements
General Requirements
163. (1) Anadvertisement shall not contain —

(@ adgatement, promise or forecast which is untrue or mideading;
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()

(©

(d)

C)
(®

()
)

a satement of fact which the licenceholder does not at the time the advertisement is issued
have reasonable grounds supported by documentary evidence for believing to be true;
a datement of opinion held by any person (whether the licenceholder or any other person)
which the licenceholder does not & the time the advertisement is issued have reasonable
grounds supported by documentary evidence for believing to be the honestly held opinion of
that person at that time;
a satement of fact which the licenceholder does not at the time the advertisement is issued
have reasonable grounds for believing will continue to be true for o long asit remains relevant
to the subject matter of the advertisement;
a mideading statement about the scale of activities of, or any of the activities of, or the
resources of or available to, the licenceholder or the licenceholder’ s group;
a datement relating to past performance unless-
() the bass on which such performance is measured is clearly dated and the
presentation is not exaggerated,
(i) it is accompanied by a warning that past performance is not necessarily a guide to
future performance; or
(i)  the past performance is relevant to the investment or the services offered by the
licenceholder;
a datement relating to taxation benefits unlessiit is properly qudified to show what it meansin
practice and to whom such benefits gpply; or
a comparison with other forms of investment unless the basis of comparison is clearly dated
and the comparison isfair.

(2)  The content and format of any advertisement shall not:-

@
()

(©)
(d)

be s0 designed as to be likely to be misunderstood;

be s0 designed as to disguise the significance of any warning statement or informeation which is
required to be included under this Code;

be presented in such away that it is not clearly identifiable as an advertisement; or

dgnify in any way that the advertisement is goproved or has been approved by the
Commission.

(3) Any advertisement shdl -

@
()
©

identify the person who issued it or caused it to be issued;

contain the address of the licenceholder who issued it or caused it to be issued; and

date the nature and category of any licence or authorisation under the Investment Business Act
1991 held by that person.

(4) Any advertisement issued by a licenceholder which refers to statutory compensation arrangements
shdl contain sufficient information to make it clear to the investor or potentid investor whether such arrangements

goply to him.

(5 Any advertisement issued by alicenceholder in ancther jurisdiction should comply with any advertisng
regulations or law in that other jurisdiction.

(6) In assesang whether an advertissment complies in its opinion with the spirit of the Code, the
Commission will take into account matters of fact or opinion or forecasts which have been omitted (or might
properly have been included) in the advertissment as well as the content and form of the advertissment itsdlf, the
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context in which it is issued, the generd impression that it creates, and the likelihood of any person being mided
by it.

Requirementsrelating to specific investments
164. (1) An advertisement shdl not specify some but not dl of the terms and conditions which attach to an
invesment unless-
(@ those which are specified give a fair indication of the nature of the investment and the risks
involved; and
(b) the advertisement contains information as to how a written statement of al the terms and
conditions can be obtained.

(2) Any advertisement shdl disclose any specid aress of risk rdaing to the investment, such as limited
marketability.
(@ Inthe case of an investment the value of which may fluctuate or is not guaranteed (or both) the
advertisement shall state that fact prominently.
(b) In the case of an investment the vaue of which is guaranteed the advertisement shal dae
clearly the nature of the guarantee and to what it relates and whether there are any matters
which may affect the investor’ s ability to benefit fromiit.

(3) Any reference to income tax or other tax benefits shal include information about the tax Stuation of
the investment/fund as well asthet of the investor.

4 An advertisement shal not specify a rate of return without specifying how it is calculated, including
any dement which involves any reduction of the investor’s capitd.

5) An advertisement issued by a licenceholder for an invesment which is governed by advertisng
regulations or other regulaions in its ountry of origin/domicile shdl comply with those regulations and shal
contain a statement to that effect.

(6) Any advertisement issued by alicenceholder for an investment which is subject to regulation outsde
the Ide of Man shal contain a statement of the country or territory under whose law it is regulated and the name
of the regulatory authority.

(7 Any advertisement inviting direct investment in futures, options, and contracts for differences shdl
contain a risk warning as follows : “The risks of loss from investing in commodity and financid futures, foreign
exchange contracts, securities and index contracts and options can be substantial.”

(8) A licenceholder should keep arecord of dl advertisements issued by it including the dete of issue, the
publications in which it has been included, and evidence to support any statement made in the advertisement
which purports to be a statement of fact or opinion, or how access to such evidence may be obtained.

Guidance note

The Commission will generally decline to vet or approve advertisements before issue, but if, exceptionally, it does review
any such advertisements, such review and the views expressed by the Commission shall not prejudice any disciplinary
action or proceedings thereafter.

However, the Commission expects licenceholders to comply with the Code. The Commission will take into account in its
assessment of the fitness and propriety of the licenceholders and their employees and representatives actions and
behaviour in relation to advertising which it considers deceitful or improper but which may not amount to a breach of this
Regulatory Code. Before reaching any conclusions in the matter the Commission will raise it with representatives of the
licenceholder and take account of any representations they may wish to make as well astheir response to a request fromthe
Commission to withdraw or amend the advertisement.
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UNSOLICITED CALLS

Responsible behaviour on thetelephone or on visits

165. Licenceholders should have procedures for requiring those seeking to obtain business to be civil and
consderate, not to use any undue pressure, deception or artificidity, to make plain their purpose and identity to
clients and potentid clients.

Standards of conduct for unsolicited calls
166. Licenceholders must observe the highest slandards of behaviour at al timesin making unsolicited cdls.

PACKAGED PRODUCTS

Promotion of packaged products- Information about packaged products

167. A licenceholder should ensure that before or immediately after a recommendation is made to take out alife
policy or buy units in a collective investment scheme, a private investor is given or sent a statement, prepared by
the recommender or by the product company, which informs him of details of the product, which should include
premiums or other amounts payable then and in the future, the factors rdevant to the ultimate vaue of the
investment (or benefits payable under it), the consequence of not keeping up the payments, and any surrender or
transfer vadue.

Guidance note
This Code does not apply where a licenceholder is acting under the terms of a discretionary management agreement.

CUSTOMER AGREEMENTS

Customer agreements

168. (1) Where a firm provides investment services to a private cusomer on written contractua terms,
the agreement must set out in adequate detall the basis on which those services are provided.

(20 Whereafirm providesto:
(@ aprivate customer investment servicesinvolving contingent ligbility transactions, or
(b) any customer investment services involving the discretionary management of the customer's
assets,

it must do so under a two-way customer agreement, unless the customer is ordinarily resident
outsde the Ide of Man and the firm believes on reasonable grounds that he does not wish a two-
way customer agreement to be used.

A two-way cusomer agreement which a firm enters into with a cusomer in accordance with the
above mugt st out in adequate detail the basis on which the services are to be provided and, if
relevant, the extent of the discretion to be exercised by the firm.

3 (@ A firm must ensure that the matters referred to in the table below are included in a two-way
customer agreement entered into with a customer in accordance with (2) above.

TABLE 168 (3) (a) Two-way customer agreementsrequired contents

1 Name and registered address of the firm, or its principal addressin the Isle of Man, and a statement that the firmis
regulated by the Commission

2 A statement of the services to be provided

3 statement of the basis upon which the firm is to charge for its services, or a reference to a separate document
which may be amended periodically

4 A statement of the customer's investment objectives except in the case of an execution-only service. (These may
be included in a separate document attached to the customer agreement to which the customer's attention is drawn)
5 A statement of any restrictions on the investments which the firm may acquire for the customer or a statement
that there are no such restrictions
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(b)

A firm mugt ensure that the appropriate matters referred to in the table below are included in atwo-

way customer agreement entered into with a customer in accordance with (2) above.

TABLE 168 (3) (b) Two-way customer agreements required contentsif applicable

1
2

10
11

The extent of the discretion to be exercised by the firm

A statement that the firm may enter into transactions for the customer, either generally or subject to specified
limitations, under which the customer will incur obligations as an underwriter or sub-underwriter

A statement as to whether the firm will undertake transactions with or for the customer in investments which are not
on exchange or which are not readily realisable investments

Where the portfolio or account is not ecifically established for the purpose of carrying on derivatives business, a
statement, if relevant, that the firm may enter into transactions which may result in the customer having a short
position

A statement of the basis on which the customer will incur any contingent liability, including margining requirements,
such as rights to fund margin calls and the maximum limits placed on such funding

A statement of the basis by which the firm may receive remuneration from another person in connection with
transactions entered into for or on behaf of the customer and that the amounts of any such remuneration will be
available on request

Where any part of the portfolio or account is to be available for investment in contingent liability transactions, the
maximum amount or percentage so available

A statement that the firm has authority to borrow or raise money on the customer's behalf, or enter into transactions
which will involve the customer having to borrow or raise money and the maximum borrowing limit must be stated

A statement, that the firm holds or intends to hold client money in a client bank account with an approved bank
which isin the same group as the firm, identifying the bank concerned

A statement as to the treatment of the customer's assets by the firm, in accordance with codes 119 and 126

A statement concerning any custodian responsibility related to investment business accepted by the firm, including a
statement that sub-custodians are connected with the firm

12

13
14

Particulars of any rights which the firm may have to realise assets (including collateral) held on behalf of the
customer in satisfaction of a default by the customer or otherwise, and of any rights which the firm may have to
close out or liquidate contracts or paositions in respect of any of the customer's investments

A statement of the valuation dates on which valuations under code 185 (periodic information) will be prepared

A statement specifying any associates of the firm to whom the firm may delegate any of the services provided under

the agreement

(4)

(@ A firm mug not enter into a transaction with or for a customer unless it has recaved an

ingruction from the customer relaing to that transaction.

(b) (a) above does not apply where:

(i) a firm provides investment services to a customer involving the discretionary

management of the customer's assets and acts in accordance with (2) above;
(i) afirm exercises default remedies againg the customer; or

(i) afirm closes out the customer's pogtion as a result of the customer falling to meat a

margin cal

Stock lending for private customers
169. (1) A firm must not undertake stock lending activity with or for a private customer unless the customer has
given his prior written consent, specifying the assats to be lent, the type and vaue of acceptable collateral from
the borrower and the method and amount of remuneration due to the customer in respect of the lending. Prior
consent from the Commission is aso required.

Customers rights
170. (1) A firm must not, in any written communication or agreement, seek to exclude or restrict any duty or
ligbility to a customer which it has under any dtaute law and any code or standard (which gpplies to the
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licenceholder) which has been issued or endorsed by any invesment exchange where investment business is
conducted or by the Commission.

(20 Smilaly, unless it is reasonable to do s0 in the circumdances, a firm must not, in any written
communication or agreement, seek to exclude or restrict:

(& any other duty to act with skill, care and diligence which is owed to a private cusomer in
connection with the provison to him of investment sarvices in the course of investment
business; or

(b) any liability owed to a private cusomer in connection with investment business for falure to
exercise the degree of sKill, care and diligence which may reasonably be expected of it in the
provison of investment services in the course of that business.

©) A firm must not seek unreasonably to rely on any provision seeking to exclude or restrict any such duty or
liability

(4) Without the customer's prior written consent, a firm must not execute transactions for a private
customer, or effect or arrange a discretionary transaction for any customer, under which he will incur obligations
as an underwriter or sub-underwriter in connection with any form of issue of investments (including any offer for
subscription, any offer for sale or any placing of investments, or any takeover offer where the consderation does
or may conds of invetments).

(5) The consent given by the customer in accordance with (4) above may be generd or related to
specific issues of investments.

Default remedies
171. (1) Upon a default by a private customer, a firm must not redise other assets of that customer in
satisfaction of the default unlessit islegdly entitled to do so, and:
(@ prior to the default, it has given the customer written notice of the default remedies that it may
exercise; or
(b) it has given the customer notice (ord or written) of its intention to exercise such remedies at
least three business days before it does so.

Cugtomer borrowing
172. (1) A firm must not knowingly lend money or extend credit to a private customer, and must not arrange
for any other person to do so unless:

(@ the firm has made and recorded an assessment of the private cusomer's financid standing,
based on information disclosed by that customer, and is satisfied that the arrangements for the
loan or credit and the amount concerned are suitable in relation to the type of investment
agreement proposed or likely to be entered into by him; and

(c) the customer has given his prior written consent, Specifying the maximum amount of the loan
or credit together with details of the amount or basis of any chargesto be levied in connection
with theloan or credit.

(2) (1) above does not apply where afirm:
(@ settlesasecurities transaction in the event of default or late payment by the customer; or
(b) paysan amount to cover amargin cal made on a private customer for aperiod no longer than
five busness days.

(3) A firmwhich effects a contingent liahility transaction with or for a cusomer must:
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(& require the customer to provide any margin which is payable, whether a the outset or
subsequently, and take reasonable care to satisfy itsdf that the customer is aware of the
conseguences of not paying it; and

(b) monitor daily the amount of margin which must be paid by the customer, so that the aggregate
amount of such margin is dways covered by cash, equity baances or acceptable collatera:
and, unless the firm is an gpproved bank which is holding a customer's money in an account
with itsdf, where there is a shortfdl, the firm must fund the difference until the shortfdl is
eiminated.

4 A firm may not effect a contingent liability transaction unless it can show that it believes on
reasonable grounds that the customer understands:

(@ thecircumstances under which he may be required to provide any margin;

(b) paticularsof the form in which margin may be provided,

() particulars of the seps which the firm may be entitled to take if the customer fails to provide
the required margin;

(d) that falure by the cusomer to meet amargin cal may lead to the firm closing out his position
after a time limit gecified by the firm, and that the firm will be required to cose out the
position in any event after aperiod of five busness days, and

() the crcumstances, other than falure to provide margin, which may lead to the customer's
position being closed out without prior reference to him.

(5) Inthe case of aprivate customer, the matters referred to in (4) above must be set out in atwo-way
customer agreement.

(6) Margin to be payable by the customer in respect of an on-exchange contingent liability transactionin
accordance with (4)(a) above must be of an amount or value which at least equals the margin requirements of the
relevant exchange or clearing house.

(7) Subject to (8) below, a firm must close out a private customer's open position, where he fails to
meet amargin cal after aperiod of five busness days.

(8) A firm may make a secured or unsecured loan or grant credit to a customer for the purpose of
making a deposit or required margin payment if:
(@ acredit assessment is made on the customer by an employee of the firm who is independent of
the trading or marketing functions of the firm; and
(b) the maximum amount of the loan or credit to be granted has been natified to the customer, and
in respect of a private customer has been set out in writing and agreed to by the customer in
accordance with code 172.

Guidance note

In support of the requirements of code 172 (4), a firm should ensure that the customer makes appropriate arrangements with
the firm for communications regarding margin calls. A customer should be made aware of the consequences of the firm
being unable to contact him.

In circumstances where a two-way customer agreement is not required for contingent liability transactions with a private
customer (i.e. the exception in code 168 (2), the matters referred to in code 172 (4) need not be set out in a two-way
customer agreement in accordance with code 172 (5), but nevertheless must be set out in writing and consented to in
writing by the non-Isle of Man private customer.

A private customer's position need not be closed out in accordance with code 172 (7) where a margin payment is
outstanding after five business days where the firm has received third party confirmation that payment has been made and
the firm believes on reasonabl e groundsthat the delay is due to circumstances beyond the customer's control.
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Notification to a customer in accordance with code 172 (8) isonly required when a loan isfirst made, or a credit lineisfirst
extended, and then only subsequently when an additional loan is made or the limit placed on the credit lineisvaried.

CUSTOMER RELATIONS

Material interest

173. (1) Where afirm has a materid interest in a transaction to be entered into with or for a customer, or a
relationship which gives rise to a conflict of interest in relation to such a transaction, the firm must not knowingly
ether advise, or ded in the exercise of discretion, in relation to that transaction, unless it takes reasonable stepsto
ensure fair trestment for the customer.

(2) A firm may take reasonable steps to ensure fair treatment for the customer in accordance with (1)
above by relying on a policy of independence. If afirm rdies on apolicy of independence, that policy must:
(& require the rlevant employee or agent to disregard any materid interest or conflict of interest
when advising customers or dedling for them in the exercise of discretion; and
(b) beset out in writing and known by the relevant employee or agent.

(3) Where afirm relies on a policy of independence in respect of private customers, the firm must have
disclosad in writing to them that:

(@ it may give invetment advice or ded in the exercise of discretion on their behdf where it may
have a materid interest or conflict of interest relating to the investment, transaction or service
concerned; and

(b) the rdevant employee or agent is required to comply with a policy of independence and
disegad any materid interest or conflict of interet when making recommendations or
arranging transactions.

Guidanceto (2) and (3)

Where the presence of an independence policy is not of itself sufficient to ensure fair treatment for customers, the
firm should take other steps, such as specific disclosure, to ensure compliance with (1) above. Firms should also
consider conflicts of interest.

(1) above prohibits the use of guaranteed stops by firms in respect of customers for whom the firm is acting as a
discretionary investment manager. The conflict of interest arising would be so great that the only way in which the
firm could ensurefair treatment for its customerswould be to decline from entering into the transaction.

Customers under standing
174. (1) A firm must not recommend a transaction to a private customer, or act as a discretionary manager
for him, unless it has taken reasonable steps to enable him to understand the nature of the risks involved.

2 In respect of awarrant or derivative, beforeafirm
(& recommendsatransaction;
(b) aranges or executes atransaction (even if it has not recommended it); or
() actsasadiscretionary manager,
it must have sent the private customer the Warrants or Derivatives Risk Warning Notice®, and
obtained a copy sgned by the customer in circumstances where the firm is satisfied that the customer
has had a proper opportunity to consder itsterms.

(3 A firmisnot required under (2) above to obtain a Sgned copy of the relevant risk warning notice in
the case of the firm believes on reasonable grounds that he does not wish to receive it or to consent in writing.

%5 For these risk warning notices see Appendices A and B
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(4) (2) above des not apply to redisations of warrants dready held by the customer, or warrants
attached to another security.

(5) A firm musgt not recommend to a private cusomer a transaction in an investment which is not a
reedily redisable investment unlessit:
(@ warns him of the difficulties in establishing a proper market price and, if the recommendetion
concerns a purchase, in making a subsequent sale; and
(b) discloses any pogtion knowingly held by the firm or an associate in the investment or a related
investment.

Guidance note

In order to comply with (1) above, there may be circumstances in which the firm should give additional warnings or
explanations to those required under (2) and (5). Examples of such circumstances include investment by a private customer
in unregulated collective investment schemes or where guaranteed stops are provided by the firm in respect of derivatives
transactions.

Stock lending

175. A firm undertaking stock lending activity with or for a private cusomer must advise the private customer
that it may affect his taxation pogtion and that he should consult his tax adviser prior to any involvement in this
activity.

Guidance note

A firmwhich intends to carry on stock lending activity where it will borrow a customer's stock for its own account or lend a

customer's stock to an associate must disclose its or its associate's interest to the customer, either generally or in respect of
each transaction. The prior consent of the Commission must be sought.

Suitability
176. (1) A firmmus take reasonable steps to ensure that it does not in the course of investment business:
(@ make any persond recommendation to a private customer of an investment or investment
agreement; or
(b) €ffect or arange adiscretionary transaction with or for any customer,
unless the recommendation or transaction is suitable for him having regard to the facts
disclosed by that customer and other relevant facts about the customer of which the firmis, or
reasonably should be, aware.

Guidance note

In respect of a guaranteed stop, this code requires a firm to determine whether, as an alternative to the guaranteed stop,
thereisan appropriate exchange traded contract that would better suit the customer's needs.

(2) But where, with the agreement of the customer, a firm has pooled his funds with those of otherswith
aview to taking common management decisons, the firm must instead take reasonable steps to ensure that the
transaction is suitable for the fund, having regard to the stated investment objectives of the fund.

(3 Afirmwhichactsas
(& aninvestment manager for a private customer; or
(b) adiscretionary investment manager for a non-private customer,
must ensure that the customer's portfolio or account remains suitable, having regard to the
facts disclosed by that customer or other relevant facts about the customer of which the firm s,
or reasonably should be, aware.

Chargesand other remuneration
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177. (1) Theamount of afirm's charges to a private customer for the provison of investment services tohim
must not be unreasonable in the circumstances.

(2) Before afirm provides investment servicesto a private cusomer, it must disclose to him the basis or
amount of its charges for the provison of those services

Guidance note.

(2) aboverequires afirmto make full disclosureto its customer of all charges associated with a guaranteed stop.

(3) Thedisclosure of the basis, nature or amount of any charges referred to in (2) above does not apply
to any commission received from another customer as a result of a smultaneous matching transaction.

(4) Before afirm undertakes investment transactions for or advises a client, it should inform him, unless
he has specificaly agreed that this is unnecessary, of dl redevant facts reating to its remuneration (incdluding the
remuneration of any intermediary which is payable by the client) attributable to the transaction or advice.

Confirmations and periodic information

Contract notes and confirmations
178. A firm which effects a sale or purchase of an investment (other than alife policy) with or for a customer must ensure that
heis sent with due despatch a note containing the essential details of the transaction.

Contract notes (securities)
179. The note required under code 178 above must contain, in respect of the sle or purchase of a security, the
details contained in the table below.

TABLE 179 Contents of contract notes

1 Thefirm's name and a statement that it is regulated by the Commission

2 The customer's name, account number or other identifier

3 The date of the transaction, and either the time of execution or that the customer will be notified of that
time on request

4 | The security concerned, the size involved and whether the transaction was a sale or purchase

5 The unit price at which the transaction was executed or averaged, and the total consideration due from or
to the customer, and a statement, if applicable, that the price is an averaged price

6 The settlement date, where agreed
7 The amount of the firm's charges to the customer in connection with the transaction

8 | The amount or basis of remuneration which the firm has received or will receive from another person in
connection with the transaction will be made available on request

9 The amount or basis of any remuneration shared with another person (except employees), or the fact
that thiswill be made available on request

10 | If the transaction is a purchase of a unit in a collective investment scheme, the amount of any front-end-
loading

11 | Whether the firm executed the transaction as principal, and whether the transaction was executed with or
through an associate

12 | A statement, if this is the case, that any dividend, bonus or other right which has been declared, but
which has not been paid, allotted or otherwise become dfective in respect of the relevant security, will
not pass to the purchaser under the transaction

13 | If any interest which has accrued or will accrue on the relevant security is accounted for separately from
the transaction price, the amount of the interest which the purchaser will receive or the number of days
for which he will receive interest

14 | The amount of any costs, including transaction taxes, which are incidental to the transaction and which
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will not be paid by the firm out of the charges mentioned in 7 above

15 | If the transaction involved, or will involve, the purchase of one currency with another, the rate of
exchange involved or a statement that the rate will be supplied when the currency has been purchased

Confirmation notes (derivatives)
180. The note required under code 178 above must contain, in respect of the sale or purchase of a derivative,
the details contained in the table below.

TABLE 180 Contents of confirmation notes

1 The firm's name and a statement that it is regulated by the Commission

2 The customer's name, account number or other identifier

3 The date of the transaction, and either the time of execution or that the customer will be notified of that
time on request

4 The derivative concerned, the size involved and whether the transaction was a sale or purchase

5 | The unit price at which the transaction was executed, which in the case of an option must include a
reference to the last exercise date and the strike price of the option

6 The maturity, delivery or expiry date of the derivative

7 The amount of the firm's charges to the customer in connection with the transaction

8 | Theamount or basis of any remuneration which the firm has received or will receive from another person
in connection with the transaction, or the fact that this will be made available on request

9 The amount or basis of any charges shared with another person (except employees), or the fact that this
will be made available on request

10 | The amount of any costs, including transaction taxes, which are incidental to the transaction and which
will not be paid by the firm out of the charges mentioned in 7 above

11 | If the transaction involved, or will involve, the purchase of one currency with ancther, the rate of
exchange involved or a statement that the rate will be supplied when the currency has been purchased,
including the maturity or expiry date of any currency hedge, unless such currency hedge is separately
reportable under code 178 above

Difference accounts

181. The note required under code 178 above must contain, in respect of any futures transaction which closes
out an open position, al details required by Table 180 above in respect of each contract comprised in the open
position and each contract by which it was closed out, and the profit or loss to the customer arising out of the
closng out of that position.

Exer cise of options
182. When an option has been exercised by or againgt a customer, the note required under code 178 above
must contain the details referred to in the table below.

TABLE 182 Contents of exercise notice

1 Thefirm's name and a statement that it is regulated by the Commission

2 The customer's name, account number or other identifier

3 The date of exercise, and either the time of exercise or that the customer will be notified of that time on
request

4 The option concerned, the size involved and whether the exercise creates a sale or purchase in the
underlying asset

5 The amount of all the firm's charges to the customer in respect of the exercise

6 The strike price of the option and, where applicable, the total consideration due from or to the customer
7 The amount of any costs, including transaction taxes, which are incidental to the exercise and which will
not be paid by the firm out of the charges mentioned in 5 above

8 If the exercise involved, or will involve, the purchase of one currency with another, the rate of exchange
involved or a statement that the rate will be supplied when the currency has been purchased

Guidance note
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For a currency option, the rate of exchange will be the same asthe strike price.

General provisons and exceptions
183. (1) Thedetailsrequired under codes 179 to 182 above may be provided eectronicaly.

(2) A firmisnot required to state any detail required under codes 179 to 182 above which is dependent
upon information provided by other persons, if the information is not available to the firm at the time when the
note is prepared; but the fact that the information is not available must be stated and a supplementary note must
be sent to the customer with due despatch once the information is known by the firm.

(3) A firmisnot required to identify separately the unit price and the charges in respect of a transaction
to a non-private customer who has requested a note showing asingle price combining both of these items.

(4) A firm can provide the details required under Table 179 item 15, Table 180 item 11, and Table 182
item 8 above in a separate note.

(5) A firmisnot required to send anote under code 178 above in respect of:

(@ () currency, interest rate, equity or commodity swaps,
(i) asst trading;
(i) stock lending or borrowing transactions;
(iv) repurchase or reverse repurchase agreements, and
(v) sdeor buy-back agreements,
for anon-private customer who does not reguire one; and

(b) transactions in a regulated collective invesment scheme, or investment trust under an
arangement where the cusomer makes regular payments of previoudy agreed amounts
provided the customer is sent a portfolio vauation in accordance with code 170 (4).

(6) A firm may retain notes required to be sent under code 178 above for a customer who is ordinarily resident
outside the Isle of Man with that customer's prior consent. Such notes must be retained by the firm's compliance officer or an
employee of the firm designated by him who is not personally involved in handling the customer's portfolio or account

Averaging of prices
184. (1) (@ A firm may execute a series of transactions within a 24 hour period to achieve one investment
decision or objective, or to meet orders which it has aggregated.

(b) If the firm does so, it may determine a uniform price to the transactions executed during that
period, caculated as the weighted average of the various prices of the transactions in the
series.

() Inthecircumstancesin (&) above, the firm may comply with code 178 above by sending out a
note relating to those transactions with due despatch after the last transaction within the
relevant 24 hour period.

(20 (@ A firm may execute a series of transactions to achieve one investment decision or objective
over a period up to and including five business days with the agreement of a non-private
customer.

(b) If the firm does s, it may determine a uniform price to the transactions executed during the
period, caculated as the weighted average of the various prices of the transactions in the
series.
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() Inthecircumstancesin (&) above, the firm may comply with code 178 above by sending out a
note relating to those transactions with due despaich after the last transaction has been
completed.

3 In transactions in respect of which the firm has calculated a weighted average price under (1) and (2) above, the
firm must, nonetheless, treat each of the underlying transactions as a separate transaction for the purposes of complying with
code 206 (record keeping).

Periodic information

185. (1) A firm which acts as an investment manager for a private customer or as a discretionary investment
manager for a non-private customer must send a vauation report at intervals which are not less frequent than six
monthly in respect of securities or securities-related cash balances as at the valuation date.

(20 Subject to (3) beow, afirm must send a customer a vauation report at intervas which are not less
frequent than monthly in respect of any derivatives or derivatives-reated cash balances contained in the
customer's account, as at the valuation date, including any pooled account in which the customer has an interest.

(3) Where a firm is ot acting as the cusomer's investment manager, the requirement in (2) above
goplies only in respect of derivatives which are contingent liability investments other than:
(@ thosewhich the firm enters into with or for a non-private customer where the transaction is not
meade on exchange; and
(b) written cdl options covered by the cusomer having the identicad type and amount of the
underlying instrument, or written put options covered by the customer having the cash avalable
to meet his obligations should the option be exercised.

Guidance note

In order to rely on the exception in (3)(b) above relating to written options, a firm must be satisfied that the customer has
available the necessary collateral or cash throughout the life of the option to meet his obligations free from any other
encumbrance. This should be met by the customer depositing the collateral or cash with the firm or the relevant clearing
house.

(4) A firmisnot required to send a vauation report in accordance with (1) and (2) above where the
customer:
(@ has advisad the firm in writing that he wishes to receive them less frequently (athough the
customer must be sent a vauation report on at least an annual basis); or
(b) is not ordinarily resdent in the Ide of Man and has given his prior consent for them to be
retained by the firm's compliance officer or an employee of the firm designated by him, who is
not persondly involved in handling the customer's portfolio or account.

(5) A firm mugt send avduation report promptly following the end of each vauation period.

Portfolio valuations (securities)

186. (1) (a8 A vauation report sent in accordance with code 185 (1) above to a private customer for
whom the firm is acting as an investment manager on a non-discretionary basis must include
items 1 (contents and value) and 2 (basis of vauation) in the table below.

(b) A vauation report sent in accordance with code 185 (1) above to a customer for whom the
firm is managing a discretionary portfolio must include dl the maiters referred to in the table
below.
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TABLE 186 (1) Contents of portfolio valuations

1 Contentsand value
@ The number, description and value of each security held in the portfolio;
(b) the amount of cash balances (which may be shown on a separate statement); and
(©) the aggregate amount of the portfolio's value on the valuation date.

2 Basisof valuation
A statement of the basis on which the value of each security at the valuation date has been arrived at (or a reference
to an earlier document containing this statement), and, if applicable, a statement that the basis for valuing a specified
security has changed since the previous valuation report. Where some of the investments are shown in a currency
other than the usual one used for valuing the portfolio, the relevant currency exchange rates must be shown.

Page 75 of 95



Appendix C8

Financial Supervision Commission (Stockbrokers) (No 2) Regulatory Code 2003

3 Transactionsand changesin composition
@ Particulars of each transaction entered into for the portfolio during the period;
(b) the aggregate of money and particulars of all securities transferred into and out of the portfolio during the
period; and
© the aggregate of interest payments, dividends and other benefits received by the firm for the portfolio during
the period.
The particulars required under (a)-(c) above may be disclosed on separate statements (excluding contract notes)
issued to the customer during the valuation period.
4 Chargesand remuneration
The portfolio valuation should inform the client, unless he has specifically agreed that this is unnecessary, of all
relevant facts relating to its remuneration (including the remuneration of any intermediary which is payable by the
client) attributable to the transaction or advice.
5 Securities pledged or charged
@ Particulars of any securities & the valuation date either which have been pledged by the firm as collateral, or
charged by the firm to secure borrowings on behalf of the portfolio; and
(b) the aggregate of any interest payments made during the period in respect of such loans or borrowings.

Account valuations (derivatives)
187. (1) Thevauation report sent to a customer in accordance with code 185 (2) above in respect of futures
and related cash balances must include al the matters referred to in the table below.

TABLE 187 (1) Contents of account valuations

1 Changesinvalue
The aggregate of money transferred into and out of the account during the valuation period.

2 Closed positions
In relation to each transaction effected during the valuation period to close out a customer's position, the resulting
profit or loss to the customer after deducting or adding commission (as appropriate) in respect of that transaction.
A net profit or loss may be shown in respect of the customer's overall position in each commodity rather than the
profit or loss attributable to each contract.
The particulars required in respect of closed positions may be disclosed on separate statements (excluding
confirmations or difference accounts) issued to the customer during the valuation period.

3 Open positions
The particulars of each open position in the account at the close of business on the valuation date showing unrealised
profit or loss in respect of each position (before deducting in either case any commission which would be payable on
the closing out of that position).
A net profit or loss may be shown in respect of the customer's overall position in each commodity rather than the
profit or loss attributable to each contract.

4 Aggregate of contents
The aggregate of each of the following in, or relating to, the customer's account at the close of business on the
valuation date:
(@  cashy
(b) collateral value;
(© management fees; and
(d) commissions attributable to transactions during the period or a statement that this information has been

separately disclosed in writing on earlier statements or confirmations to the customer.

(2) The valuation report sent to a customer in accordance with code 185 (2) above in respect of options
and related cash balances must include items 1 (changes in value) and 4 (aggregate of contents) referred to in the
table above, and the matters referred to in the table below.

TABLE 187 (2) Additional contents of options account valuations

Open positions

In respect of each open option contained in the account on the valuation date
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@) the share, future, index or other investment or asset involved;
(b) the trade price and date for the opening transaction;

© the market price of the contract;

(d) the exercise price of the contract; and

Options account valuations may show an average trade price and market price in respect of an option series where the
customer purchases a number of contracts within the same series.

Item (b) may be omitted in valuation statements following the statement for the period in which the option was
opened.

Periodic information for broker funds

188. (1) A firm managing invesments in a broker fund must send to a private customer a no less than six
monthly intervas a periodic satement containing, to the extent that the firm can reasonably be expected to obtain
it, the information in the table below.

TABLE 188 (1) Contentsof periodic statement for broker funds
The value of the units at the start of the period and on the valuation date

2 | A description of any asset where the value totals more than 5% of the total asset value of the fund including a
statement of the percentage vaue

3 The aggregate value of the commission, benefits and other remuneration received by the firm or paid to a third
party during the period

4 | Theinvestment objectives and strategies including an indication if either of these have changed since the previous
report

5 Where the fund consists of a unit-linked policy and unless the firm is managing a broker fund on behalf of asinge

customer, a comparison over the reporting period and over a period beginning with the date on which the fund

was created of the percentage change in the price of the units in the fund against the percentage change over the

same period:

@ in the caseof afund which is dedicated to pension policies, the prices of unitsin the managed unit-linked
pension fund of the life office; and

(b) in the case of afund which is not dedicated to pension policies, the prices of units in the managed unit-
linked life fund of the life office;

in either case where there is more than one managed unit-linked pension fund or unit-linked life fund, the fund

which the firm believes on reasonable grounds to be the most suitable comparator

6 Unless the firm is managing a broker fund on behalf of a single customer, a comparison of the price of unitsin the
fund or scheme with the published index or sector average stated in the product particulars

(2) A firm managing invesments in a broker fund which has alife policy linked to it must provide to the
customer on an annud basis (coinciding with the date the life policy was issued) to the extent that the firm can
reasonably be expected to obtain the following information:

@ the date the life policy was issued,;

(b)  thenumber of unitsin the fund alocated to the policy holder's life policy;
(© the offer price of these units, and

(d)  theredisable vdue of these units.

(3) A firmis not required to provide the customer with the periodic information set out in (1) and (2)
above where it beieves on reasonable grounds that the life office or scheme operator will provide the same
information direct to the customer.

CUSTOMER DEALING

Dealing ahead of publications

189. (1) Subject to (2) beow, where a firm or its associate intends to publish to customers a written
recommendation, or a piece of research or anadyss, it must not knowingly effect an own account transaction in
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the investment concerned or any rlated investment until the customers for whom the publication was principdly
intended have had (or are likely to have had) a reasonable opportunity to react to it.
(2) A firm may effect an own account transaction if:

(& the publication could not reasonably be expected materidly to affect the price of the
investment concerned or any related investment;

(b) the firm is a market maker in the investment concerned or in a related investment and the
transaction is effected by it in good faith in the norma course of market making;

(¢) thefirm dedsin order to fulfil an unsolicited customer's order;

(d) thefirm believes on reasonable grounds that it needs to ded to fulfil customers orders which
are likely to result from the publication, and that its doing so will not cause the price of the
investment which is the subject of the written recommendation, or piece of research or
andysis, to move againgt customers interests by a materia amount; or

() thefirm or its associate discloses in the publication that it or its associate has effected or may
effect an own account transaction in the investment concerned or any related investment.

Customer order priority
190. (1) A firm must ded with customer and own account orders fairly and in due turn.

Timely execution
191. (1) Once afirm has agreed or decided in its discretion to effect or arrange a current customer order, it
must effect or arrange the execution of the order as soon as reasonably practicable in the circumstances.

(2 But (1) above does not preclude a firm from postponing execution of an order where it believes on
reasonable grounds that thisis in the best interests of the customer.

Best execution
192. (1) Whereafirm deaswith or for a private customer, it must provide best execution.

(2) A firm mug aso provide best execution where it fulfils an order from a nort private customer, unless
the customer has waived this requirement.

Timely allocation
193. (1) A firm must ensure that atransaction it executes is promptly alocated.
(20 Thedlocation must be:

(& totheaccount of the customer on whose ingtructions the transaction was executed;

(b) inrespect of a discretionary transaction, to the account of the customer or customers with or
for whom the firm had made and recorded, prior to the transaction, a decision in principle to
execute that transaction; or

(¢) indl other cases, to the account of the firm.

Aggregating orders
194. (1) A firm may aggregate an order for a customer with orders for other customers, or with own account
orders, where:
(@ it is unlikdy that the aggregation will operate to the disadvartage of any of the customers
whose orders have been aggregated; or
(b) thefirm has disclosed to the customer that his order may be aggregated and that the effect of
the aggregation may operate on some occasions to his disadvantage.

Guidance note
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A firm should only aggregate customers' orders where it believes on reasonable grounds that this is in the overall best
interests of its customers.

Fair allocation
195. (1) Where afirm has aggregated an order for a customer transaction with an order for an own account
transaction, or with another order for a customer transaction, then in the subsequent allocation:

(2) itmud not give unfair preference to itsdf or to any of those for whom it dedlt; and

(3) if dl cannot be satified, it must give priority to satifying orders for customer transactions unless it
believes on reasonable grounds that, without its own participation, it would not have been able to effect those
orders either on such favourableterms or at al.

Churning and switching
196. (1) A firmmug not:
(& make apersona recommendation to a private customer to dedl; or
(b) ded or arange aded in the exercise of discretion for any customer,
if the dealing would reasonably be regarded as too frequent in the circumstances.
(2) A firmmust not:
(& make apersond recommendation to a private customer to switch within a packaged product
or between packaged products; or
(b) effect such aswitch in the exercise of discretion for a private customer,
unless it believes on reasonable grounds that the switch is judtified from the customer's
viewpoint.

Certain derivativestransactionsto be on exchange
197. A firm mugt not effect, arrange or recommend a contingent liability transaction with, for or to a private
customer unless.
(1) thetransaction is made on exchange; or
(2) the firm believes on reasonable grounds that the purpose of the transaction is to hedge against
currency risk involved in a pogtion which the customer holds.

Off-exchange market makers

198. Where afirm sdlsto a private customer any securities which are not quoted on a recognised or
desgnated investment exchange, whilst giving the customer the impression that the firm is a market maker in the
Security concerned, it must:

(1) give notice to the customer that it is required to ensure that a reasonable price for repurchase of the
security is available to him for a specified period which must not be less than three months &fter the date the
naticeis given; and

(2) ensurethat such apriceisavailable to him for that specified period.

MARKET INTEGRITY
Insder dealing
199. (1) A firm mug not effect (ather in the Ide of Man or esawhere) an own account transaction when it
knows of circumstances which mean that it, its associate, or an employee or agent of either, is prohibited from
effecting that transaction by the satutory redtrictions on ingder deding.

(2) A firm must useits best endeavours to ensure that it does not knowingly effect (either in the course
of investment business or otherwise) a transaction for a customer it knows is so prohibited.

(3) But (1) and (2) above do not apply where:
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(@ the prohibition applies only because of knowledge of the firm's own intentions;

(b) thefirmisarecognised market maker with obligations to ded in the investment; or

() the firm is a trustee or persond representative who acts on the advice of a third party
appearing to be an appropriate adviser who is not so prohibited.

Stabilisation of securities
200. Firms may not undertake stabilisation without the prior written permisson of the Commisson and such
permission may be accompanied by licence conditions.

Reportable transactions
201. (1) A firm must make available to the Commission, in accordance with, and subject to, the provisons
below, details about transactions (including own account transactions) in investments which it effects.

(2) A firmwhichis party to atransaction must report to the Commission any transaction faling within the
scope of the Commission, except for the following kinds of investments or transactions:
(& public or municipa debt issued or guaranteed by the governments or government agencies of
Japan or United States;
(b) wholesde money market;
(© units in a collective invesment scheme (including shares in an opentended investment
company);
(d) contractsfor differences other than equity index options and futures;
(e) currencies,
()  commodities (induding bullion);
(9 lifepdides
(h) futures or options on any investment mentioned above;
()  issuing market dlotments and syndication;
()  repurchase or reverse repurchase agreements, and stock or bond lending and borrowing; and
(k) asst trading, including novation, assgnment and sub- participation;
Details of the reporting system used should be provided to the Commission.

(3) Reports of transactions in accordance with (2) above must be made no later than the end of the
business day following the date of the transaction, except that transactions in new instruments may be made on
the day after the date of alotment or the day after the date on which theissue priceis fixed, whichever islater.

(4) A firm does not have to report atransaction in accordance with (2) above where:
(@ the firm, or another person sending the contract or smilar note to the firm's customer, has
reported that transaction to a qudifying exchange*® or
(b) the transaction is in a traded option, or a future, or an index option or future and has been
executed on, and reported to, an appropriate quaifying exchange on behaf of the firm by a
member of that exchange.

(5) The price reported must be the transaction price, excluding any charges which have been separately
disclosed on the contract or smilar note.

(6) One aggregate transaction may be reported for discretionary funds where dlocation a the
transaction price is made in afixed ratio which has been natified to the Commission in advance.

%8 |n such instances details of the exchange(s) should be provided to the Commission.
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(7) A seriesof transactions executed within a 24 hour period which congtitutes an exact replica of any of
the following indices (known as a "basket trade') may be reported as a single transaction (in accordance with (3)
above) under a single approved security code:
(@ Nikkei 225
(b) Standard and Poors 500
() LSE/Nikke 50

(d CACA40
(e DAX 30, or
f TOPIX.

(8) A transaction has been properly reported in accordance with (2) above only if the following
mandatory fields can be properly implied or have been completed correctly, and the report has been accepted by
the rlevant reporting system:

(@ thefirm'sidentifying code;

(b) theinvestment's identifying code of an gpproved security type;

() thedate and time of the transaction;

(d) thetransaction Sze, price and currency;

() whether the transaction is a purchase or sde;

(f)  whether the firm dedlt as principd or agent;

(9 the settlement date;

(h)  the counterparty's identifying code (where the reporting system permits);
() thetransaction's reference number; and

()  any other mandatory fields required by the reporting system.

(9) All reports must adhere to the codes and regulations laid down for the relevant reporting system in
the appropriate documentation for that system.

(10) Exemptions from reporting or variations in the terms of reporting may be granted by the Commission
for dl firms, paticular classes of firms, or specified firms, in particular transactions, particular series of
transactions, or issuesin specified investments or classes of investments.

(12) A firm may appoint a transaction reporting agent to make reports to the Commisson on its behalf.
Such reports should digtinguish each individud transaction using the firm'sidentifying code. The firm should notify
the Commisson of any such arrangement, and will retain full responsbility for compliance with al reporting
requirements.

(12) Intheevent of aprolonged centrd failure of an gpproved reporting system, the requirement to report
transactions under (3) above by the end of the business day following their execution may be suspended by the
Commisson. A falure of afirm's own system, or that of its reporting agent, which prevents such reporting should
be naotified without delay to the Commisson, which may agree a suspension of the reporting requirement or
Specify an dternative means of reporting.

COMPLIANCE
Guidance note

The Commission requires a firm to have adequate arrangements to ensure that its employees are suitable, adequately
trained and properly supervised. The Commission would expect the arrangement to cover recruitment, including the
vetting of applicants for employment and the taking up of references.

Y Details of the security types should be provided to the Commission.
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Personal and other dealings
Responsible behaviour in personal and other dealings
202. (1) A firm mug take reasonable steps, including the establishment and maintenance of procedures, to
ensure that its officers and employee or agent act in conformity with:
(@ ther own and their employer's relevant respongbilities under the regulatory system;
(b) whererdevant, the requirements of the statutory restrictions on insider dedling; and
() appropriate arrangements on propriety in persond dedings.

(2) A firm mug give to every employee a written notice (the "Persond Account Notice") setting out the
requirements of code 203 (1) below and it must ensure that every employee entersinto a written undertaking with
the firm to observe the requirements of the Persona Account Notice.

(3) A firm must designate its employees own accounts, and any other accounts subject to the Persond
Account Notice requirements, in a way which enables such accounts to be distinguished from other cusomers
accounts.

(4 A firm must ensure that the Persona Account Notice identifies the compliance officer or an
employee of the firm designated by him to be responsible for receiving reports and granting permissons in respect
of activities undertaken by its employeesin accordance with the Persona Account Notice.

(5) A firm must establish and maintain compliance procedures and gppropriate arrangements designed
to ensure that no employee accepts any gift or inducement which is likely to conflict with his duties to any
customer of thefirm.

(6) (2) above does not apply to:
(@ non-executive directors, except in repect of dedings in the securities of the firm or the firm's
group, or investments related to such securities,
(b) atemporary employee (not regularly employed by the firm) whom the firm reasonably believes
will not be involved to any materid extent in the firm's investment business;
(0 anoverseas employee, unlessthat employeeisto be based in the Ide of Man for any period of
30 days or more within any 12 month period.

Personal Account Notice
203. (1) ThePersona Account Notice must require that an employee:

(& does not ded for his own account in investments of any kind in which his firm carries on
investment busness to any materid extent, or in any rdaed invesments, without the
permission of hisfirm (such permisson may be generd or specific);

(b) doesnot ded in investments for his own account with any of the firm's customers without the
prior consent of the firm.

(©  reports promptly to hisfirm in writing any transaction for his own account for which permisson
is required under (&) above which he enters into otherwise than through the firm (or an
asociate of the firm who is an authorised person, unless he has arranged for hisfirm to recelve
promptly a copy of the contract or smilar note issued in respect of the transaction.

(d) doesnot ded for his own account in an investment in circumstances where he knows or should
know that the firm or an associate intends to publish a written recommendation, or a piece of
research or anaysis, n repect of that investment or any relaed investment which could
reasonably be expected to affect the price of that investment;
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() doesnot ded for his own account a atime or in a manner which he knows or should know is
likely to have adirect adverse effect on the particular interests of any customer of the firm; and

(f)  does not accept any gift or inducement from any person which is likely to conflict with his
duties to any customer of the firm.

(2) The Persond Account Notice must specify that the references to an employee dedling for his own
account include an employee:

(& deding in his capacity as a persond representative of an edtate or as a trustee of a trugt, in
which edtate or under which trust there is a sgnificant interest hed by the employee, or any
asociate of the employee, or any company or partnership controlled by him or by any
asociate of the employee;

(b) otherwise dedling in his capacity as a persond representative or a trustee, unless he is relying
entirdly on the advice of another person from whom it is gppropriate to seek advice in the
circumstances; or

(©) deding for the account of another person unless he does so in the course of his employment
with the firm.

(3) The Persona Account Notice must further state that, if an employee is precluded from entering into a
transaction for his own account, he must not (except in the proper course of his employment):
(@ procure any other person to enter into such atransaction; or
(b) communicate any information or opinion to any other person if he knows, or has reason to
believe, that the person will, as a result, enter into such a transaction, or counsdl or procure
some other person to do so.

(4) Code 203 (1) and (2) above do not apply to:
(@ any transaction by an employee for his own account in a packaged product; and
(b) any discretionary transaction entered into for, and without prior communication with the
employee, provided that the discretion is not exercised by the firm.

(5) A firm may delegate its performance of the responsibilities under codes 201 (2) to 202 (4) abovein
respect of employees persond and other dealings to an undertaking in the same group.

Compliance with statements

204. Where a firm is required under the Conduct of Business Codes to dtate that it has done or will do
something, then it must ensure that it does so as sated. Similarly, afirm must refrain from doing anything which it
is required under the Conduct of Business Codes to state that it has not done or will not do.

Compliance review

205. A firm must undertake annualy a review of its business to endble it to determine the effectiveness of its
compliance and monitoring procedures, and must report to the Commission the main conclusons of this review
within four months of its annua accounting reference date or other review period previoudy agreed with the
Commisson.

Record keeping

206. (1) A firm mug take reasonable steps, including the establishment and maintenance of procedures, to
ensure that sufficient information is recorded and retained about its investment business and compliance with the
regulatory system. Such records must be retained for a period of 6 years from the specified date.
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(2) Records required to be maintained by the regulatory system may be inspected by a person
appointed for the purpose by the Commission and must be produced promptly to that person on request.

(3)  All records made by afirm in accordance with (1) above may be recorded in any form, but must be
capable of prompt reproduction in hard printed form in English.

(4) For the period during which it is required to keep the relevant records, afirm must make available to
any, or any former, private customer or discretionary nor-private customer on request, within a reasonable
period:

(@ those pats of any written materid and records which relate to that customer and which the
firm has sent, or is required to send, to that customer under the CoB Codes; and
(b) copiesof any correspondence received from that customer relating to investment business.
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Appendix A
Warrants Risk Warning Notice - (code 174 (2))

This notice is provided to you, as a private customer, in compliance with the codes the Financid Supervision
Commission (the Commission). Private cusomers are afforded greater protections under these codes than
other customers, and you should ensure that your broker tells you what these are.  This notice cannot
disclose dl of the risks and other significant aspects of warrants. Y ou should not ded in them unless you
understand the nature of the transaction you are entering into and the extent of your exposure to potentia
loss.

You should consider carefully whether warrants are suitable for you in the light of your circumstances and
financid pogtion. In deciding whether to trade, you should be aware of the following métters.

Warrants

A warrant is a right to subscribe for shares, debentures, loan stock or government securities, and is
exercisable againg the origind issuer of the securities. Warrants often involve a high degree of gearing,
0 that a relatively small movement in the price of the underlying security results in a
disproportionately large movement in the price of the warrant. The prices of warrants can
therefore bevolatile.

Y ou should not buy awarrant unless you are prepared to sustain atotd loss of the money you have invested
plus any commission or other transaction charges.

Some other ingruments are aso cdled warrants but are actualy options (for example, a right to acquire
securities which is exercisable against someone other than the origind issuer of the securities, often cdled a
"covered warrant").

Off-Exchange Transactions

Transactions in off-exchange warrants may involve greater risk than dedling in exchange traded warrants
because there is no exchange market through which to liquidate your postion, to assess the vaue of the
warrant or the exposure to risk. Bid and offer prices need not be quoted, and even where they are, they will
be established by deders in these ingruments and consequently it may be difficult to establish what is afar
price.

Y our broker must make it clear to you if you are entering into an off- exchange transaction and advise you of
any risksinvolved.

Commissions and char ges

Before you begin to trade you should have al the reevant facts rdating to the firm's remuneraion
attributable to any transaction and details of any other charges for which you will beliable.

Foreign Markets
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4 Foreign markets will involve different risks to UK markets. In some cases the risks will be greater. On
request, your broker must provide an explanation of the protections which will operate in any reevant
foreign markets, induding the extent to which he will accept ligbility for any default of a foreign broker
through whom he dedls. The potentid for profit or loss from transactions on foreign markets will be affected
by fluctuationsin foreign exchange rates.

[Name of firm|
[On duplicate for signature by private customer]
I/we have read and understood the risk warning notice set out above.

Date

[Signature of Customer]

[Signature of Joint Account Holder]

Noteto firms-

This notice may be incorporated as part of a two-way customer agreement, except that the customer must
sign separately that he has read and understood the risk warnings.
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Appendix B - Derivatives Risk Warning Notice And
Generic Risk Disclosure Statement

Set out in this Appendix are two versions of the Derivatives Risk Warning Notice for use in accordance with
code 174 (2).

The Generic Risk Disclosure Statement may be used as an dternative to the Commisson Derivatives Risk
Warning Notice. It may not be used as an dternative to the Warrants Risk Warning Notice in Appendix A.

DERIVATIVESRISK WARNING NOTICE

This notice is provided to you as a private cusomer in compliance with the Financid Supervison
Commission (Stockbrokers) Regulatory Code. Private customers are afforded greeter protections under
these codes than other customers, and you should ensure that your broker tells you what these are. This
notice does not disclose al of the risks and other sgnificant aspects of derivatives products such as futures,
options, and contracts for differences. You should not deal in derivatives unless you understand the
nature of the contract you are entering into and the extent of your exposure to risk. You should
also be satisfied that the contract is suitable for you in the light of your circumstances and
financial postion. Certain drategies, such as a "spread” postion or a "straddle”, may be as risky as a
ample”long" or "short" postion.

Whilgt derivative ingruments can be utilised for the management of investment risk, some investments are
unsuitable for many invegtors.  Different insruments involve different levels of exposure to risk, and in
deciding whether to trade in such instruments you should be aware of the following points.

Futures

Transactions in futures involve the obligation to make, or to teke, delivery of the underlying asset of the
contract at a future date, or in some cases to settle your position with cash. They carry a high degree of
risk. The "gearing" or "leverage" often obtainable in futures trading means that a smal deposit or down
payment can lead to large losses as well as gains. It dso meansthat ardatively smdl market movement can
lead to a proportionately much larger movement in the value of your investment, and this can work againgt
you as well asfor you. Futures transactions have a contingent liability, and you should be awar e of
the implications of this, in particular the margining requirements, which are set out in paragraph
(6) below.

Options

There are many different types of options with different characteristics subject to different conditions:
Buying options:

Buying options involves less risk than sdlling options because, if the price of the underlying asset moves

agang you, you can smply dlow the option to lgpse. The maximum lossis limited to the premium, plus any
commission or other transaction charges. However, if you buy a cal option on a futures contract and you
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later exercise the option, you will acquire the future.  This will expose you to the risks described under
"futures’ and "contingent liability transactions’'.

Writing options:

If you write an option, the risk involved is congderably greater than buying options. Y ou may be liable for
margin to maintain your position and a loss may be sustained wdl in excess of any premium received. By
writing an option, you accept a legd obligation to purchase or sl the underlying asst if the option is
exercised againgt you, however far the market price has moved away from the exercise price. If you aready
own the underlying asset which you have contracted to sdll (known as "covered cdl options’) the risk is
reduced. If you do not own the underlying asset (known as "uncovered call options') the risk can be
unlimited. Only experienced persons should contemplate writing uncovered options, and then only
after securing full details of the applicable conditions and potential risk exposure.

Traditional options:

A paticular type of option caled a "traditiond option” is written by certain London Stock Exchange firms
under specia exchange rules. These may involve greater risk than other options. Two way prices ae not
usualy quoted and there is no exchange market on which to close out an open position or to effect an equd
and opposite transaction to reverse an open position. It may be difficult to assessits value or for the sdller of
such an option to manage his exposure to risk.

Certain options markets operate on a margined bas's, under which buyers do not pay the full premium on
their option at the time they purchaseit. In this Stuaion you may subsequently be caled upon to pay margin
on the option up to the level of your premium. If you fail to do so as required, your position may be closed
or liquidated in the same way as a futures position.

Contractsfor differences

Futures and options contracts can aso be referred to as a Contract for Differences. These can be options
and futures on the FTSE 100 index or any other index, as well as currency and interest rate swaps.
However, unlike other futures and options, these contracts can only be settled in cash. Investing in a
contract for differences carries the same risks as investing in a future or an option and you should be avare
of these as set out in paragraphs (1) and (2) respectively. Transactionsin contractsfor differences may
also have a contingent liability and you should be awar e of the implications of thisas set out in the
paragraph (6) below.

Off exchange transactions

It may not dways be gpparent whether or not a particular derivetive is on or off-exchange. Your broker
must make it clear to you if you are entering into an off exchange derivative transaction. Under the Financia
Supervison Commisson (Stockbrokers) Regulatory Code, off-exchange transactions which have a
contingent liability (see paragraph 6) are only permitted where it is for the purpose of protecting your assets
agang currency fluctuations.

While some off-exchange markets are highly liquid, transactions in off-exchange or "non tranderable’
derivatives may involve greater risk than investing in on-exchange derivatives because there is no exchange
market on which to dose out an open postion. It may be impossible to liquidate an exigting postion, to
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assess the vaue of the pogtion arising from an off-exchange transaction or to assess the exposure to risk.
Bid and offer prices need not be quoted, and, even where they are, they will be established by dedersin
these instruments and consequently it may be difficult to establish whet isafair price.

Foreign markets

Foreign markets will involve different risks from UK markets. In some cases the risks will be greater. On
request, your broker must provide an explanation of the relevant risks and protections (if any) which will
operate in any relevant foreign markets, including the extent to which he will accept ligbility for any default of
a foreign broker through whom he dedls. The potentid for profit or loss from transactions on foreign
markets or in foreign denominated contracts will be affected by fluctuations in foreign exchange rates.

Contingent liability transactions

Contingent liability transactions which are margined require you to make a series of payments againg the
purchase price, ingead of paying the whole purchase price immediately.

If you trade in futures, contracts for differences or sall options you may sustain atota loss of the margin you
deposit with your broker to establish or maintain a postion. If the market moves againgt you, you may be
cdled upon to pay substantid additiond margin at short notice to maintain the pogtion. If you fail to do so
within the time required, your position may be liquidated at a loss and you will be ligble for any resulting
deficit.

Even if a transaction is not margined, it may ill carry an obligation to make further payments in certain
circumstances over and above any amount paid when you entered the contract.

Except in specific circumstances under Financid Supervision Commission (Stockbrokers) Regulatory Code,
your broker may only carry out margined or other contingent liability transactions with or for you if they are
traded on or under the rules of a recognised or designated investment exchange. Contingent liability
transactions which are not traded on or under the rules of a recognised or designated investment exchange
may expose you to substantialy greater risks.

Collateral

If you deposit collateral as security with your broker, the way in which it will be treated will vary according
to the type of transaction and where it is traded. There could be significant differences in the treatment of
your collaterad depending on whether you are trading on a recognised or designated investment exchange,
with the rules of that exchange (and associated clearing house) gpplying, or trading off exchange. Deposited
collatera may lose its identity as your property once dedings on your behdf are undertaken. Even if your
dedlings should ultimately prove profitable, you may not get back the same assets which you deposited and
may have to accept payment in cash. You should ascertain from your broker how your collateral will be
dedlt with.

Commissions and char ges
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8

10
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Before you begin to trade, you obtain dl the relevant facts relaing to the firm's remuneration atributable to
any transaction and details of any other charges for which you will be lidble. If any charges are not
expressed in money terms (but, for example, as a percentage of contract value), you should obtain a clear
written explanation, including appropriate examples, to establish what such charges are likely to mean in
specific money terms. In the case of futures, when commission is charged as a percentage, it will normally
be as a percentage of the tota contract vaue, and not Smply as a percentage of your initid payment.

Suspensions of trading

Under certain trading conditions it may be difficult or impossible to liquidate a podtion. This may occur, for
example, a times of rapid price movement if the price rises or fdls in one trading sesson to such an extent
that under the rules of the relevant exchange trading is suspended or restricted. Placing a stop-loss order will
not necessarily limit your losses to the intended amounts, because market conditions may make it impossible
to execute such an order at the stipulated price.

Clearing house protections

On many exchanges, the performance of a transaction by your broker (or the third party with whom he is
dedling on your behdf) is "guaranteed” by the exchange or its clearing house. However, this guarantee is
unlikely in most circumstances to cover you, the customer, and may not protect you if your broker or
another party defaults on its obligations to you. On request, your broker must explain any protection
provided to you under the clearing guarantee gpplicable to any onexchange derivatives in which you are
dedling. There is no dearing house for traditiona options, nor normaly for off-exchange insruments which
are not traded under the rules of arecognised or designated investment exchange.

I nsolvency

Your broker's insolvency or default, or that of any other brokers involved with your transaction, may lead to
positions being liquidated or closed out without your consent. In certain circumstances, you may not get
back the actua assets which you lodged as collateral and you may have to accept any available payment in
cash. On request, your broker must provide an explanation of the extent to which he will accept liability for
any insolvency of, or default by, other brokers involved with your transactions.

[Name of Firm]
[On duplicate for Signature by private customer]
I/We have read and understood the risk warning notice set out above.

Date

[Signature of Customer]
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[Signature of Joint Account Holder]

Noteto firms

Paragraphs 1-7 may be deleted when they relae to particular kinds of business which will not be carried out
with or for the customer. Paragraphs 8-11 are mandatory and may not be deleted.

Firms may dso include descriptions of the types of investments covered by this notice, provided such
descriptions do not lessen the effect of the risk warnings provided.

This notice may be incorporated as part of a two-way customer agreement, except that the customer must
sign separately that he has read and understood the risk warnings.
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GENERIC RISK DISCLOSURE STATEMENT

Risk Disclosure Statement for Futures and Options

This brief statement does not disclose dl of the risks and other significant aspects of trading in futures and
options. In light of the risks, you should undertake such transactions only if you understand the nature of the
contracts (and contractua relaionships) into which you are entering and the extent of your exposure to risk.
Trading in futures and options is not suitable for many members of the public. You should carefully consider
whether trading is appropriate for you in light of your experience, objectives, financia resources and other
relevant circumstances.

Futures

Effect of 'Leverage or 'Gearing'

Transactions in futures carry a high degree of risk. The amount of initid margin is smdl relative to the vaue of
the futures contract so that transactions are 'leveraged’ or 'geared’. A reaively smal market movement will
have a proportionately larger impact on the funds you have deposited or will have to depost: this may work
agang you as well as for you. You may sugtain atotd loss of initid margin funds and any additiond funds
depogited with the firm to maintain your pogition. If the market moves againg your position or margin levels
are increased, you may be caled upon to pay substantiad additiona funds on short notice to maintain your
postion. If you fal to comply with a request for additional funds within the time prescribed, your position
may be liquidated a aloss and you will be lidble for any resulting deficit.

Risk-reducing ordersor strategies

The placing of certain orders (e.g. 'stop-loss orders, where permitted under local law, or 'stop-limit' orders)
which are intended to limit losses to certain amounts may not be effective because market conditions may
make it impossible to execute such orders. Strategies using combinations of positions, such as 'spread’ and
'sraddl€ positions may be as risky as taking smple 'long' or ‘short’ positions.

Options
Variable degree of risk

Transactions in options carry a high degree of risk. Purchasers and €llers of options should familiarise
themsalves with the type of option (i.e. put or cal) which they contemplate trading and the associated risks.
Y ou should caculate the extent to which the vaue of the options must increase for your position to become
profitable, taking into account the premium and al transaction costs.

The purchaser of options may offset or exercise the options or dlow the options to expire. The exercise of
an option results ether in a cash settlement or in the purchaser acquiring or ddivering the underlying interest.
If the option is on a future, the purchaser will acquire a futures position with associated ligbilities for margin
(see the section on Futures above). If the purchased options expire worthless, you will suffer atotal loss of
your investment which will congst of the option premium plus transaction cods. If you are contemplating
purchasing deep- out- of-the-money options, you should be aware that the chance of such options becoming
profitable ordinarily is remote.
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Sdling (‘writing' or ‘granting’) an option generaly entails consderably greater risk than purchasing options.
Although the premium recaeived by the sdler is fixed, the sdler may sustain a loss well in excess of that
amount. The sdler will be ligble for additiond margin to maintain the postion if the market moves
unfavourably. The sdler will dso be exposad to the risk of the purchaser exercisng the option and the sdller
will be obligated to either settle the option in cash or to acquire or deliver the underlying interet. If the option
ison afuture, the seller will acquire a pogtion in a future with associated liabilities for margin (see the section
on Futures above). If the option is 'covered' by the sdler holding a corresponding position in the underlying
interest or a future or another option, the risk may be reduced. If the option is not covered, the risk of loss
can be unlimited.

Certain exchanges in some jurisdictions permit deferred payment of the option premium, exposng the
purchaser to liability for margin payments not exceeding the amount of the premium. The purchaser is dill
subject to the risk of losing the premium and transaction costs. When the option is exercised or expires, the
purchaser is respongble for any unpaid premium outstanding at that time.

Additional risks common to futures and options

Terms and conditions of contracts

Y ou should ask the firm with which you ded about the terms and conditions of the specific futures or options
which you are trading and associated obligations (e.g. the circumstances under which you may become
obligated to make or take delivery of the underlying interest of a futures contract and, in respect of options,
expiration dates and redtrictions on the time for exercise). Under certain circumstances the specifications of
outstanding contracts (including the exercise price of an option) may be modified by the exchange or dearing
house to reflect changes in the underlying interest.

Suspension or restriction of trading and pricing relationships

Market conditions (e.g. illiquidity) and/or the operation of the rules of certain markets (e.g. the suspension of
trading in any contract or contract month because of price limits or 'circuit breakers) may increase the risk of
loss by making it difficult or impossible to effect transactions or liquidate/offset positions. If you have sold
options, this may increase the risk of loss.

Further, normd pricing relaionships between the underlying interest and the future, and the underlying
interest and the option may not exist. This can occur when, for example, the futures contract underlying the
option is subject to price limits while the option is not. The absence of an underlying reference price may
make it difficult to judge far' vaue.

Deposited cash and property

You should familiarise yourself with the protections accorded money or other property you depost for
domestic and foreign transactions, particularly in the event of a firm insolvency or bankruptcy. The extent to
which you may recover your money or poperty may be governed by specific legidation or locd rules. In
some jurisdictions, property which had been specificdly identifiable as your own will be pro-rated in the
same manner as cash for purposes of distribution in the event of a shortfall.
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10.

11.

12.

Commission and other charges

Before you begin to trade, you obtain dl the relevant facts relaing to the firm's remuneration attributable to
any transaction and details of any other charges for which you will be liable. These charges will affect your
net profit (if any) or increase your loss.

Transactionsin other jurisdictions

Transactions on markets in other jurisdictions, including markets formaly linked to a domestic market, may
expose you to additiond risk. Such markets may be subject to regulation which may offer different or
diminished investor protection. Before you trade you should enquire about any rules rdevant to your
particular transactions. Y our local regulatory authority will be unable to compe the enforcement of the rules
of regulatory authorities or markets in other jurisdictions where your transactions have been effected. You
should ask the firm with which you dedl for details about the types of redress available in both your home
jurisdiction and other rdevant jurisdictions before you start to trade.

Currency risks

The profit or loss in transactions in foreign currency-denominated contracts (whether they are traded in your
own or another jurisdiction) will be affected by fluctuationsin currency rates where there is a need to convert
from the currency denomination of the contract to another currency.

Trading facilities

Most open-outcry and eectronic trading facilities are supported by computer-based component systems for
the order-routing, execution, matching, registration or clearing of trades. As with al facilities and systems,
they are vulnerable to temporary disruption or failure. Your ability to recover certain losses may be subject
to limits on liability imposed by the sysem provider, the market, the clearing house and/or member firms.
Such limits may vary: you should ask the firm with which you dedl for detailsin this repect.

Electronic trading

Trading on an dectronic trading syssem may differ not only from trading in an open-outcry market but aso
from trading on other eectronic trading systems. If you undertake transactions on an eectronic trading
sysem, you will be exposed to risks associated with the system including the failure of hardware and
software. The result of any system failure may be that your order is either not executed according to your
indructions or is not executed at al.

Off-exchange transactions

In some jurisdictions, and only then in redtricted circumstances, firms are permitted to effect off-exchange
transactions. The firm with which you ded may be acting as your counterparty to the transaction. It may be
difficult or impossible to liquidate an exising position, to assess the vaue, to determine a fair price or to
assess the exposure to risk. For these reasons, these transactions may involve increased risks. Off-exchange
transactions may be less regulated or subject to a separate regulatory regime. Before you undertake such
transactions, you should familiarise yourself with gpplicable codes and attendant risks.
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Made this 3™ day of December 2003.

Commissioner

Chief Executive

EXPLANATORY NOTE
(Thisnoteisnot part of the Code)

This Regulatory Code is made by the Financial Supervision Commission for the purpose of setting out the requirements that
apply to holders of a Category 5 Investment Business Licence.

The Regulatory Code outlines general requirements; those relating to financial resources, systems, controls and reporting;
requirementsin relation to the handling of client money another assets and conduct of business.

This Regulatory Code replaces the Financial Supervision Commission (Stockbrokers) Regulatory Code 2003 which in turn
replaced the Financial Supervision Commission (Stockbrokers) Regulatory Code 1996.
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