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INVESTMENT FUNDS ALERT 

IMPLEMENTATION OF THE U.K. FINANCIAL SERVICES 
AUTHORITY’S INTERNAL CAPITAL ADEQUACY ASSESSMENT 
PROCESS 

INTRODUCTION 

The following note is of interest to those investment advisors with regulated 
offices in the U.K. 

On 1 January 2007, the Financial Services Authority (FSA) implemented the provisions of the 
EU Capital Requirements Directive by issuing the GENPRU and BIPRU sourcebooks, bringing 
into effect rules regarding, among other things, capital adequacy, risk management and 
reporting requirements. In particular, the new rules introduced the concept of an Internal Capital 
Adequacy Assessment Process (ICAAP), by which firms are expected to assess the key risks 
attributable to the firm’s operations, their risk management procedures, and what, if any, capital 
the firm needs to set aside on account of these risks. 

The first year following the introduction of GENPRU and BIPRU was a “transitional phase,” 
during which ICAAPs were optional but not required. However, as of 1 January 2008, the 
transitional provisions have ceased to apply, and firms regulated by the FSA are now subject to 
the full ICAAP regime. 

This note is intended to provide basic guidance on the ICAAP requirements, in particular: 

1. what is an ICAAP; 

2. how to prepare an ICAAP document; 

3. what else do firms need to consider; and 

4. where to find further information. 

WHAT IS AN ICAAP? 

An ICAAP is an internal risk management process. The purpose of an ICAAP is to inform a 
firm’s senior management of the ongoing assessment of the firm’s risks, how the firm intends to 
mitigate those risks and how much current and future capital is necessary having considered  
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other mitigating factors.  In addition, the document produced by a firm to record its ICAAP (ICAAP Document) will 
form the basis of how the firm explains its internal capital adequacy assessment process to the FSA. 

The obligation to conduct an ICAAP includes requirements on a firm to: 

1. carry out regular assessments of financial resources, capital resources and internal capital, to ensure these are 
adequate to cover the nature and level of risks to which the firm is or might be exposed; 

2. identify the major sources of risk to the firm’s ability to meet its liabilities as they fall due; 

3. conduct stress and scenario tests; 

4. ensure that the processes, strategies and systems outlined in a firm’s ICAAP, and as required by the GENPRU 
and BIPRU regimes, are both comprehensive and proportionate to the nature, scale and complexity of the 
firm’s activities; and 

5. produce an ICAAP Document. 

As of 1 January 2008, most regulated investment managers and advisors are required to prepare and document their 
ICAAP. Responsibility for structuring the ICAAP and assessing the firm’s internal capital requirement lies with the 
firm’s senior management. A firm should ensure that its ICAAP forms an integral part of the firm’s management process 
and decision-making culture. 

HOW TO PREPARE AN ICAAP 

An ICAAP is intended to be a practical tool, and as such it should address the key risks that are specific to the firm’s 
operations and how effective are the risk management procedures which are employed by the firm. It is incumbent on 
the firm to provide evidence of risk consideration, for example through board minutes detailing the issues discussed and 
conclusions drawn. 

The process of carrying out the ICAAP must be proportional to the complexity of the business. In ascending order of 
complexity, examples of how to go about preparing an ICAAP might include the following: 

1. Informal discussions between fund managers or senior partners in the firm. 

2. Internal questionnaire addressing each area of potential risk and the likelihood of it occurring in relation to the 
firm’s operations. 

3. Tasking specific risk management professionals or committees within the firm with responsibility for the 
ICAAP. 

4. Engaging external advisors and consultants. 

Whatever procedures are followed, the firm should consider the major risk scenarios, in both qualitative and quantitative 
terms, and assess the adequacy and flexibility of its systems and controls to accommodate both present and future 
business plans. As a good basis for risk consideration, and a useful starting point for the ICAAP Document, firms should 
produce a matrix setting out the categories of risk and how these are managed. The complexity of this matrix will also 
vary depending on the firm’s business. A sample ICAAP matrix may be found in AIMA’s Guidance Note on the FSA’s 
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Internal Capital Adequacy Assessment Process (although note that every firm needs to assess its individual risks, and the 
matrix will need to be amended accordingly). 

Finally, the firm must produce an ICAAP Document. Although a firm need not, as a matter of course, submit this to the 
FSA, the FSA may request a copy of the firm’s ICAAP at any time for its review, and larger firms in particular should 
expect this to happen regularly. 

Since the ICAAP is a new requirement, there is no current industry standard ICAAP Document. However, the FSA does 
provide a sample document for smaller firms on their website entitled “ICAAP submission - suggested format,” and it 
would be prudent to use this document as a starting point for producing a firm’s own ICAAP Document. 

WHAT ELSE DO FIRMS NEED TO CONSIDER? 

The following is a summary of certain additional considerations, but should not be considered a comprehensive list. 

• An ICAAP is an EU requirement. Accordingly, the FSA will not grant a waiver from the requirement to 
produce an ICAAP. 

• Firms which report to the FSA on a group basis should be able to rely on their group’s ICAAP. 

• A firm’s ICAAP should be subject to review at least annually, or more frequently if the situation warrants. 

• All firms which are required to have an ICAAP will be subject to the FSA’s next review stage, the Supervisory 
Review and Evaluation Process (SREP). The SREP will be used by the FSA to review and evaluate firms’ 
exposure to risk, and the adequacy and reliability of their ICAAP. Having already prepared its ICAAP, a firm 
will be better placed to deal with the SREP. Further information regarding the SREP may be found on the 
FSA’s website. 

WHERE TO FIND FURTHER INFORMATION 

Further information regarding ICAAPs can be found at the following websites: 

• AIMA’s Guidance Note on the FSA’s Internal Capital Adequacy Assessment Process, including sample ICAAP 
matrix: http://www.aima.org/uploads/AIMAGuidanceNoteonICAAP.pdf 

• FSA’s CRD bulletin: http://www.fsa.gov.uk/pubs/international/CRD_bulletin6_inv.pdf 

• FSA’s suggested ICAAP template (for smaller firms): 
http://www.fsa.gov.uk/pages/about/what/international/pdf/icaap_smaller.pdf 

• FSA handbook regarding GENPRU http://fsahandbook.info/FSA/html/handbook/GENPRU, and BIPRU 
http://fsahandbook.info/FSA/html/handbook/BIPRU 
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CONTACT INFORMATION 

If you have any questions on the FSA’s Internal Capital Adequacy Assessment Process, please contact: 

David M. Billings........................... 44.207.012.9620 ............... dbillings@akingump.com............................London 
Christopher M. Gorman-Evans ...... 44.207.012.9656 ............... cgorman-evans@akingump.com .................London 
Simon Thomas ............................... 44.207.012.9627 ............... swthomas@akingump.com..........................London 

Austin Beijing Dallas Houston London Los Angeles Moscow 

New York Philadelphia San Antonio San Francisco Silicon Valley Taipei Washington, D.C. 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


