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Limited Assurance Assessment

The Directors

WMBA Limited
Warnford Court

29 Throgmorton Street
London EC2N 2AT

Re: Limited Assurance Assessment of Compliance with the IOSCO? Principles for Financial Benchmarks
(the “IOSCO Principles”)?forthe Sterling Overnight Index Average (“SONIA”) as of 31 July 2017.

12 September 2017

Dear Directors:

WMBA Limited® engaged Promontory Financial Group, an IBM Company, (“Promontory” or “we”) to
performa limited assurance assessment of compliance with the IOSCO Principles withregard to WMBA
Limited’s activitiesinrelation to the SONIA benchmark.

BACKGROUND

The Bank of England became an administrator of the SONIA benchmark in April 2016. The Bank of
England and WMBA Limited enteredinto aServices Agreementin relation to SONIA, under which WMBA
Limited provides services to the Bank of England for the calculation and publication of SONIA. WMBA
Limited, in providing these services, is responsible for compliance with certain of the IOSCO Principles,
including designing, implementing and monitoring adherence to policies and procedures that achieve
such compliance.

Promontory performed a limited assurance review of WMBA Limited’s compliance with the relevant
IOSCO Principles.

110SCO, the International Organization of Securities Commissions

2 http://www.iosco.org/library/pubdocs/pdf/IOSCOPDA415 .pdf

3 WMBA Limited is owned by WMBA Limited & LEBA (Holdings) Ltd., a private company limited by guarantee by the
Wholesale Market Brokers’ Association and London Energy Brokers’ Association member firms. WMBA Limited was
formed to administer the data businesses of the Wholesale Market Brokers’ Association.
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For the avoidance of doubt, we have notevaluated, norshould be construed ascommenting upon, any
aspect of the Bank of England’s administration of SONIA, includingin relation to the IOSCO Principles.

PROMONTORY’S APPROACH

Promontory designed assessment procedures based on our professionaljudgement. These procedures
included inquiry, inspection of documents supplied by WMBA Limited, and interviews with WMBA
Limited’s staff. Promontory’s assessment took account of WMBA Limited’s work previously undertaken
or currently planned as at 31 July 2017 with regard to WMBA Limited’s activities in relation to SONIA.
Promontory also reviewed WMBA Limited’s Statement of Compliance with the I0SCO Principles dated
July 2017 (the “Statement of Compliance”) asitappliestothe SONIA benchmark®.

Promontory’s procedures were designed to give an understanding of the relevant facts sufficient to
enable us to identify areas where a material misstatement in the Statement of Compliance would be
likely to arise and to establish a basis for providing limited assurance concerning the substance of the
Statement of Compliance.

Promontory’s assessment did not entail testing the accuracy or completeness of any information, reports,
or operational processes themselves; nor did any procedures enable us to reach conclusions regarding
the effectiveness or operation of policies or controls. Accordingly, Promontory does not express any
views onthese matters.

In addition, Promontory should not be considered as expressing a view on conformance of the SONIA
benchmark againstapplicable regulatory requirements.

INHERENT LIMITATIONS OF THE ASSESSMENT

Promontory’s procedures were subject to certain inherent limitations and, accordingly, errors or
irregularities may have occurred and not have been detected. By way of example, Promontory’s
procedures could not guarantee protection againstfraudulent collusion, especially onthe part of those
holding positions of trust and authority.

Moreover, the validity and reliability of a benchmark is dependent on third parties that provide input
data to the benchmark administrator, for which the data providers are solely responsible. Promontory
performed no procedures regarding, and expresses no views concerning, source dataprovided by third
parties.

4 Promontory notes that the Statement of Complianceapplies to a portfolio of indices and benchmarks.
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Promontory’s conclusion is based on information provided by WMBA Limited as at 31 July 2017.
Promontory does not project any information or conclusions to future periods.

CONCLUSION

Based on the results of these procedures, nothing has come to our attention that causesPromontory to
believethatthe Statement of Compliance, asitappliestothe SONIA benchmark, is not fairly statedin all
material respects.

PROMONTORY FINANCIALGROUP, AN IBM COMPANY
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=—————————————
Context

The Sterling OvernightIndex Average, SONIA, is abenchmarkinterest rate forovernight unsecured lendingin the Sterlingmoneymarkets. Itis
calculated daily, as the volume-weighted averageinterest rate on all eligible unsecured Sterling overnight cash transactions brokered by
participatingmember firms of the Wholesale Markets Brokers’ Association.

Administration of SONIA

The Wholesale Markets Brokers’ Association, and subsequently WMBA Limited, administered SONIA from the inception of the benchmarkin
1997. The Bank of England and WMBA Limited entered into an Assignment and Licence-back Agreementin October 2015, under which the Bank
of England purchased the intellectual property rights for SONIA from WMBA Limited. Under this same agreement, the Bank of England licenced
back to WMBA Limited the acquired intellectual property rights for the purposes of calculating, publishing and offering the SONIA benchmark.

The Bank of England became an administrator of SONIA on 25 April 2016, assuming overall responsibility forthe benchmark and providing
oversightand governance. The Bank of England and WMBA Limited entered into a Services Agreement (the “Services Agreement”) in relation to
the SONIA index, dated April 2016, under which WMBA Limited provides services to the Bank of England for the calculation and publication of
SONIA, subjectto performance criteria established by the Bank of England. WMBA Limited thus continuesto calculate and publish SONIA, in the
same way as previously, but now on behalf of the Bank of England.

Reform Process for SONIA

In 2015, the Bank of England launched areform process® for SONIA, with the intentto ensure that the benchmark remains robust overthe long
term. This processis part of the broad reform agendafor interest rate benchmarks laid out by the Financial StabilityBoard in 2014°. The reform
iscurrently progressingand is anticipated toresultin enhancements to the benchmark designin 2018. As of the date of this report, SONIA is
calculated asit has been historically, based on transactions brokered by aset of Wholesale Markets Brokers’ Association member firms.

5 http://www.bankofengland.co.uk/markets/Pages/benchmarks/soniareform.aspx
6 http://www.fsb.org/2014/07/r 140722/
6
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SONIA Advisory Committee

The Bank of England has established the SONIAAdvisory Committee as a committee of the Bank of England. Underits Terms of Reference’, the
SONIA Advisory Committee provides adviceto the Bank of England inthe Bank of England’s capacity as a SONIA administrator. Specifically, the
SONIA Advisory Committee provides challenge on all aspects of the benchmark design, and on the determination of the benchmark by WMBA
Limited. These roles of the SONIA Advisory Committee are anticipated to remain in effect while SONIA is determined on its current basis.

UK Regulation

SONIAisa “specified benchmark” underthe UK Financial Services and Markets Act 2000, with regulatory oversight by the UK Financial Conduct
Authority (“FCA”). The FCAregulates WMBA Limited in respect of SONIA.

10SCO Principles

The Bank of England notesonits website® thatit has designed its governance arrangements foradministering SONIA to be consistent with the
intent of regulations and international best practice, as encapsulated by the IOSCO Principles for Financial Benchmarks. WMBA Limited, in
providing services to the Bank of England for SONIA, is responsible for compliance with certain of the IOSCO Principles, including designing,
implementing and monitoring adherence to policies and procedures that achieve such compliance. The scope of applicability of the I0OSCO
Principles to WMBA Limited is largely operational in nature. In the report below, Promontory indicates the aspects of the Principles that we
believeare applicableto WMBA Limited inthisrole.

For the avoidance of doubt, we have not evaluated, norshould be construed as commenting upon, any aspect of the Bank of England’s
administration of SONIA, nor of the activities of the SONIA Advisory Committee, includingin relation to the IOSCO Principles.

7 http://www.bankofengland.co.uk/markets/Documents/soniacommtor.pdf
8 http://www.bankofengland.co.uk/markets/Pages/benchmarks/sonia.aspx

7
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IOSCO Principles and Response

IOSCO Principle®

WMBA Limited Comment

Work performed by Promontory

a)

b)

c)

The Administrator should retainprimary
responsibility for allaspects of the Benchmark
determination process. For example, thisincludes:

Development: The definition of the
Benchmark and Benchmark Methodology;

Determinationand dissemination: Accurate
and timely compilation and publicationand
distribution of the Benchmark;

Operation: Ensuring appropriate transparency
over significant decisions affecting the
compilationof the Benchmarkand any
related determination process, including
contingency measuresin the event of absence
of or insufficientinputs, market stress or
disruption, failure of critical infrastructure, or
other relevantfactors;and

Governance: Establishing credible and
transparentgovernance, oversightand
accountability procedures for the Benchmark
determinationprocess, includingan
identifiable oversight function accountable for
the development, issuance, and operation of
the Benchmark.

This Principleis considered applicable for WMBA
Limited onlyinrespect of the determination,
dissemination andoperation of SONIA.

SONIAis a “specified benchmark” under the UK
Financial Services and Markets Act 2000. WMBA Li mited
is regulated by the UK Financial Conduct Authority for
the activities thatitundertakes in relationto the
benchmark. WMBA Limited strives to complywith the
relevantrules of the FCAHandbook, with particular
regard to the aspects of MAR 8.3 “Requirements for
Benchmark Administrators”, as applicable to the
services provided by WMBA Limited to the Bank of
Englandin relation to SONIA.

Furthermore:

e WNMBALimited’s operational responsibilities with
respectto SONIAarespecified in the Services
Agreement with the Bank of England.

e Inexecutingits responsibilities for SONIA, WMBA
Limited observes the overall approach setforthin
the policystatement, the WMBA Limited
Benchmark Administration Control Framework, in
respect of the provisionof calculationand
publication services.

e WMBALimited determines SONIAin accordance

Promontory (“we”) reviewed WMBA Limited’s
Benchmark Administration Control Framework, the
Services Agreementand the SONIABenchmark
Methodology. We examined the WMBA Limited
policies thatsupport the frameworkin these
foundational statements andthe Services Agreement.
Wealsointerviewed WMBA Limited management and
staff responsible for the determination of SONIAto
understandhow WMBA Limited’s calculation and
publication activities are conducted in practice.

e  Promontoryinspected the Services Agreement to
understandthe specification of WMBA Limited’s
operational roles and responsibilities.

e Promontory reviewed the determination process
outlined inthe SONIA BenchmarkMethodology
andthedetails of the publicationprocess. We
observed onsitea dailycycle of the
determination of SONIA.

e  Promontory reviewed the SONIABenchmark
Methodology and supporting policies to
understandthe contingency measuresin the
event of insufficient data inputs or when other
factors maydisruptthe determinationand
publication process;and

e Wealsoconducted interviews with members of

9 Text from the 10SCO Principle with the term “Administrator” meaning a Benchmark Administrator. Capitalised terms are per the meaning as set outin the
10SCO Principles for Financial Benchmarks dated July 2013.

8




WMBA Limited - Assessment of Compliance with the 10SCO Principles for Financial Benchmarks — SONIA Summary Report

September2017
with the published SONIA Benchmark Methodology. WMBA Limited’s internal teams to understand
e The determinationanddisseminationof SONIAis their responsibilities related to the benchmark.

undertaken by dedicated staffin WMBA Limited,
with responsibility fortheaccurateand timely
publication and distribution of the benchmark.

e WMBALimited has adopted and published
proceduresin case of marketstress or other
disruptionsthat mayimpacttheaccurate or timely
determinationof SONIA.
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IOSCO Principle WMBA Limited Comment Work performed by Promontory

Where activities relating to the Benchmark The Bank of England, as administrator of SONIA, Promontory reviewed the SONIABenchmark

determination process are undertaken by third oversees WMBA Limited in respect of thecalculation | Methodology and supporting policies to assess

parties —forexample collection of inputs, publication | and publication services provided to theBankin WMBA Limited’s reliance on third partiesinthe

or where a third party acts as Calculation Agent—the | accordance with theterms of the Services determinationprocess.

Administrator should maintain appropriate oversight | Agreement. Accordingly, underthis Principle, WMBA a) Promontory reviewed the relevant WMBA

of such third parties. The Administrator (and its Limited comments only to the oversightthat WMBA Limited policiesinrespect of third party

oversightfunction) should consider adopting policies | Limited itself undertakes of other third partiesin oversight, including the Submitter’s Code of

and procedures that: respect of servicesin relation to the benchmark. Conductand the Data Quality Code for

a) Clearlydefineand substantiate through (i) WMBA Limited sourcesinputdata for SONIAfrom Submissions.
appropriate written arrangements therolesand a range of firms among the Wholesale Markets b) Promontory reviewed a selection of summary
obligations of third parties who participatein the Brokers’ Associationmembership, under reports on data provider performance provided
Benchmark determinationprocess, as well as the documented Data Supply Agreements. As detailed to the SONIA Advisory Committee, as well as
standards the Administrator expects these third under Principle 14 below, WMBA Limited has put more detailed internal WMBA Limited reports
parties to comply with; in placecodes of practice, including the and logs, to understand how WMBA Limited

b) Monitor thirdparties’ compliance with the Submitter’s Code of Conductandthe Data Quality conducts its oversight responsibilities in respect
standards set out by the Administrator; Codefor Submissions setting forth the standards of third parties.

that WMBA Limited expects to be observed by

c) MakeAvailableto Stakeholdersandany relevant . . L L c¢) Promontory confirmed thatthe members of the
thesefirms in providingtherequisite data.

Regulatory Authority theidentity androles of . o Wholesale Markets Brokers’ Association who
third parties who participatein the Benchmark (if) WMBA Limited uses two externally-hosted data provide datafor SONIAwere listed publiclyon

determinationprocess; and servers,andrelies on external supportfor the WMBA Limited’s website.

office server and computer environments.

d) Takereasonablesteps,includingcontingency d) Promontory reviewed the SONIABenchmark

plans, to avoid undue operational riskrelated to Methodology document to determinethe
the participation of third partiesin the With respectto theabove third parties: existenceand adequacy of procedures for
Benchmark determinationprocess. a) Expectations for the providers ofinputdata for marketstress and noted the disaster recovery
SONIAaresetforthintheabove-mentioned processes listed in WMBA Limited’s Business
This Principle does notapplyinrelation to a third codes of practice, as appropriateto their roles. Continuity and Disaster Recovery Policy.
party fromwhom an Administrator sources data if Service Level Agreements arein place with the
thatthird partyis a Regulated Market or Exchange. technology service providers, setting out the

terms in place to minimise operational and
technology risks for the services provided to
WMBA Limited.

b) WMBA Limited monitors the operational
performance of data providersto SONIAin real-

10
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timeduringthedaily contribution and
determinationactivities. WMBA Limited provides
regular reports on the quality of thedata
provision to the Bank of England, as
administrator,and to the SONIA Advisory
Committee.

WMBA Limited conducts on-site visits to thedata
providersto SONIAon a periodicbasis, to review
conformance with thedata provisionstandards.
InrespectofthelT infrastructure, WMBA
Limited’s IT Systems and Controls manual
describes how WMBA Limited hasaccesstoan

automated system-monitoring tool provided by
the server host.

In addition to theautomated tool, parallel
independentoperations are carried outdaily on
the two data servers, making discrepancies
readily identifiable.

c) The entities providing datafor the determination
of SONIAarelisted on WMBA Limited’s website.
The above-mentioned codes of practiceare
similarly published on the website.

d) WMBA Limited regularly reviews and tests
contingency arrangements forthe determination
and publication of SONIAunder marketand
operational stress conditions. The WMBA Limited
Operational Impact Assessment Policydescribes
how WMBA Limited determines thelevel of
impactthatananomalous eventwould haveon
the SONIAbenchmark, the mitigating controlsin
placeto avoidtheoccurrenceor repeatofan
event, actions to be taken by WMBA Limited
includingwhen anincidentreportwould be
raised,and theidentification of the parties to
which the escalation of events would berequired.

11
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

To protectthe integrity andindependence of
Benchmark determinations, Administrators should
document, implement, and enforce policiesand
procedures for theidentification, disclosure,
management, mitigationor avoidance of conflicts of
interest.

Administrators should review and update their
policies and procedures asappropriate.
Administrators should disclose any material conflicts
of interestto their users and anyrelevant Regulatory
Authority, ifany.

The framework should be appropriately tailored to
the level of existing or potential conflicts of interest
identified and therisksthatthe Benchmark poses and
should seek to ensure:

a) Existingor potential conflicts of interestdo not
inappropriatelyinfluence Benchmark
determinations;

b) Personalinterests and connections or business
connections do notcompromise the
Administrator’s performance of its functions;

c) Segregation ofreportinglines within the
Administrator, where appropriate, to clearly
defineresponsibilities and prevent unnecessary
or undisclosed conflicts of interestor the
perception of such conflicts;

d) Adequatesupervision andsign-off by authorised
or qualified employees prior to releasing
Benchmark determinations;

e) The confidentiality of data, information and
other inputs submitted to, received by or
produced by the Administrator, subject to the

WMBA Limited has a framework, policiesand
proceduresin placeto identify, manage, and avoid
conflicts of interest. All staff are made fullyaware of
the WMBA Limited’s Conflicts of Interest Policy. On
anannual basis all Directors and WMBA Limited staff
mustformally confirmtheir records of potential
conflicts of interest.

a),b) WMBA Limited has established a Conflicts of
InterestPolicyand anassociated Conflicts Risk
Map. The policy provides for procedures and
controlsfor identifying, managing, recording and,
where relevant, disclosing actual or potential
conflicts of interest.

The Conflicts of Interest Policy is applicableto all
Directors, employees and consultants employed
by WMBA Limited. Conflicts, whereidentified, are
recorded within a Conflicts Register.

c¢) WMBALimited maintains jobdescriptions for the
various roles within the firm which providefor an
appropriatesegregationof responsibilities for the
determination of SONIA.

d) SinceSONIAis a purely transactions-based
benchmark with specificrules for the eligibility of
transactions, WMBA Limited exercises no
discretion in the daily determination process,
beyond ensuring operational integrity. Thedata
contributions aresubject to system-based
controlsandthebenchmark determinationis
reviewed prior to release by thebenchmark
operations manager.

e) The WMBA Limited Employee Manualand the
WMBA Limited Ethics Policy setstandards

Promontory reviewed WMBA Limited’s Conflict of
InterestPolicyand relevant sections of WMBA
Limited’s Compliance Manual, Ethics Policyand
Employee Manual.

a) Promontory noted thatthe obligation of WMBA
Limited to disclose conflicts of interestis
contained in these policies.

b) Wealsonotedinthesepolicies the expectation
thatemployees will not compromise WMBA
Limited’s business through personal interest or
connections.

c) Promontory obtained a copyof WMBA Limited’s
organisationstructureand job descriptions to
confirmsegregation of reportinglines.

d) Promontory reviewed operational service
documents thatoutline calculation controlsin
placefor SONIA.

e) Promontory noted the standards of
confidentiality contained within the relevant
policies and manuals above.

f)  Promontory also reviewed the confidentiality
standardsand procedures with regard to third
parties where WMBA Limited exercises an
oversightrole.

g) Promontory conducted interviews with WMBA
Limited’s compliance officer and benchmark
managementto confirmthat employees are not
incentivised by the benchmark level.

Promontory inspected minutes fromthe WMBA
Limited’s Boardof Directors’ meetings and noted the

12
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f)

disclosure obligations of the Administrator;

Effective procedures to control the exchange of
informationbetween staff engaged in activities
involving a risk of conflicts of interest or between

regarding confidentiality of information and
safeguarding non-publicinformation. This
includesinputdataand other informationin
relationto the determination of SONIA.

Board'’s regard to conflicts of interest matters.

a)

Promontory reviewed the Conflicts of Interest

register.
Within WMBA Limited, access to data for the

determinationof SONIAis limited to designated
staff. External communications are monitored by
WMBA Limited Compliance.

No WMBA Limited staffinvolved withthe
determinationof SONIAareremunerated or
incentivised directly or indirectly by thelevel of
the benchmark.

staff and third parties, where thatinformation f)
may reasonablyaffectany Benchmark
determinations;and

b) Promontory noted thereporting requirements to
the UK Financial Conduct Authority as outlined in

the Compliance Manual.
g) Adequateremuneration policies thatensureall

staff who participatein the Benchmark g)
determinationarenotdirectly or indirectly
rewarded or incentivised by the levels of the
Benchmark.

An Administrator’s conflict of interest framework
should seek to mitigate existing or potential conflicts
created by its ownership structure or control, or due
to other interests the Administrator’s staff orwider
group may haveinrelationto Benchmark
determinations. To this end, the framework should:

The Wholesale Markets Brokers’ Association has
placedits benchmark activities, including thosein
respect of SONIA, within a separate entity, WMBA
Limited, in partto mitigate any potential conflicts of
interest.

a) All Directors andstaff of WMBA Limited must
disclose any conflicts of interestandreportthem
through the Conflicts Register.

b) The Conflicts Register is established to meet the
record-keeping requirements of the UK Financial
ConductAuthority.

a) Includemeasuresto avoid, mitigate or disclose
conflicts of interest that may exist between its
Benchmark determination business (including all
staff who perform or otherwise participatein
Benchmark production responsibilities), and any
other business of the Administratoror any of its

affiliates; and

b) Providethatan Administratordiscloses conflicts
of interestarising fromthe ownershipstructure
or the control of the Administratortoits
Stakeholdersand anyrelevant Regulatory
Authorityina timelymanner.

13
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

An Administratorshould implementan appropriate
control framework forthe process of determining and
distributing the Benchmark. The control framework
should beappropriately tailored to the materiality of
the potential or existing conflicts of interest
identified, the extent of the use of discretionin the
Benchmark setting process and to the nature of
Benchmark inputs andoutputs. The control
framework should be documented and available to
relevant RegulatoryAuthorities, if any. Asummary of
its main features should be Published or Made
Availableto Stakeholders.

This control framework should be reviewed
periodically and updated as appropriate. The
framework should address the following areas:

a) Conflictsofinterestin linewith Principle3 on
conflicts of interests;

b) Integrity and quality of Benchmark
determination:

i. Arrangements to ensurethatthe quality and
integrity of Benchmarksis maintained, in
linewith principles 6 to 15 on the quality of
the Benchmark and Methodology;

ii. Arrangements to promotetheintegrity of
Benchmarkinputs, including adequate due
diligenceoninputsources;

iii. Arrangements to ensureaccountabilityand
complaints mechanisms are effective, in line
with principles 16 to 19;and

iv. Providingrobustinfrastructure, policies and
procedures for the managementofrisk,
including operational risk.

WMBA Limited has implemented a robust control
framework for its operational responsibilitiesin
relationto the SONIAbenchmark, as outlined in the
Benchmark Administration Control Framework policy,
andinaccordancewith its obligations underthe
Services Agreement. The control framework covers:

o Staff

e Business Continuity
e Data Methodology
e Record Keeping

e Reportingand Cooperation with Competent
Authorities

Specifically, WMBA Limited has:

a) Established a Conflicts of Interest policyand
control framework as discussed in Principle 3.

b) Madearrangements to supporttheintegrity of
SONIAthrough:

i. managementof the determination process
by a dedicated operation team;

ii. establishmentof codes of practice, including
the Submitter’s Code of Conductandthe
Data Quality Code for Submissions setting
forth the standards WMBA Limited expects
to be observed by entities providing the
requisite datafor the determination of
SONIA;

iii. establishment of complaints management,
record keeping and audit policiesand
processes;and

iv. developmentofinfrastructure, operating
policies and processes to manage and

Promontory performed the following work to review

WMBA Limited’s control framework in respect of

Principle4:

a) Promontory examined WMBA Limited’s Conflicts
of Interest Policy as detailed in Principle 3.

b) Promontory reviewed the SONIABenchmark
Methodology, Submitter’s Code of Conduct, and
the Data Quality Code, and interviewed WMBA
Limited staff to understandthe processes to
ensureintegrity of the determination and
publication of the SONIAbenchmark. This
included review of:

i. theoperational supportand controlsto
ensure maintenance of the quality of the
SONIAbenchmark, as discussed under
Principles 14and 15, asrelevantto WMBA
Limited for calculation and publication
activities;

ii. thestandardsfordatainputsetforthinthe
codes of practice;

iii. the documented policies and procedures
supporting the accountability measures, as
setout Principles 16 to 19;and

iv. the documented policies and procedures
referringto the design of the operational
and technical infrastructure supporting the
benchmark. Wealso interviewed key
WMBA Limited staff to understand
operating processes, controls, and business
continuity plans.

c) Promontory obtained copies of, and examined,
WMBA Limited’s Whistleblowing Policy.

14
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c) Whistleblowing mechanism:

Administrators should establish an effective

whistleblowing mechanismto facilitate early

awareness of any potential misconductor
irregularities that may arise. This mechanism
should allow for external reporting of such cases
where appropriate.

d) Expertise:

i. Ensuring Benchmark determinationsare
made by personnel who possess the
relevantlevels of expertise, with a process
for periodic review of their competence;
and

ii. Stafftraining, including ethics and conflicts
of interesttraining, and continuityand
succession planning for personnel.

Wherea Benchmarkis based on Submissions:
Administrators should promote the integrity of inputs
by:

a) Ensuringasfaraspossiblethatthe Submitters
comprisean appropriately representative group
of participants takinginto consideration the
underlying Interest measured by the Benchmark;

b) Employinga systemof appropriate measuresso
that, to the extent possible, Submitters comply
with the Submission guidelines, as defined in the
Submitter’s Code of Conductandthe
Administrators’ applicable quality andintegrity
standards for Submission;

c) Specifying how frequently Submissions should be
madeand specifying thatinputs or Submissions
should be madefor every Benchmark
determination;and

d) Establishingandemploying measures to
effectively monitorandscrutiniseinputs or
Submissions. This shouldinclude pre-compilation
or pre-publication monitoring to identify and
avoid errorsin inputs or Submissions, aswellas

minimise operational and technical risksin
the production of thebenchmark.

c) Established a Whistleblowing Policyand
Procedure.

d) Established staffrole descriptions, specifying
competencies and experiencelevels required,
and a staff training compliance and ethics
training program.

As noted under Principle 14 below, standards for
entities providing data for the determination of
SONIAaresetforthina number of codes of practice,
including the Submitter’s Code of Conductand the
Data Quality Code for Submissions. Operational and
analyticprocesses arein placeto review the quality of
the data inputs, with a hierarchyof reporting of the
results of thesereviews, including regularreports on
the quality of the data provision to the Bank of
England, as administrator,and to the SONIA Advisory
Committee.

d) Promontory further:

i. Interviewed WMBA Limited staffincludedin
the benchmark calculation and publication
process;and

ii. Reviewed materialsforthe WMBA Limited’s
Compliance Training Program used by WMBA
Limited’s Compliance Department, and the
Market Abuse and Suspicious Transaction
Reporting Procedures policy.

Specifically with regardto theinput data provision,
Promontory:

a) examinedthe SONIABenchmarkMethodology
for a review of SONIA’s specification and eligible
trades;

b) inspected the codes of practiceto confirmthat
contribution standards are detailed;

c) reviewedthe aforementioned documents to
confirmthe determination process, including
benchmark frequency; and

d) reviewed the pre-and post- quality checks
performed, and theassociated reporting to
WMBA Limited management, the Bank of
England asadministrator, and to the SONIA
Advisory Committee.
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ex-postanalysis of trends and outliers.
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

Administrators should establish an oversight function
to review and provide challenge on all aspects of the
Benchmark determinationprocess. Thisshould
include consideration of the features andintended,
expected, or known usage of the Benchmark and the
materiality of existing or potential conflicts of interest
identified.

The oversightfunction should be carried out either by
a separate committee, or other appropriate
governancearrangements. The oversight function
andits composition shouldbeappropriateto provide
effective scrutiny of the Administrator. Such oversight
function could consider groups of Benchmarks by
type orassetclass, ifitotherwise complies with this
Principle.

An Administratorshould develop and maintain robust
procedures regardingits oversightfunction, which
should bedocumented and availableto relevant
Regulatory Authorities, if any. The main features of
the procedures should be Made Available to
Stakeholders. These procedures should include:

a) Theterms of reference of the oversightfunction;

b) Criteriatoselectmembers of the oversight
function;

The summary details of membershipofany
committee or arrangement charged with the
oversightfunction, along with any declarations of
conflicts of interestand processes for election,
nomination or removal and replacement of
committee members.

The responsibilities of the oversight functioninclude:

This Principleis not considered applicablein respect
of WMBA Limited’s responsibilities for SONIA.

Not applicable.
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a) OversightoftheBenchmark Design:

i. Periodicreview of thedefinition of the
Benchmark andits Methodology;

ii. Takingmeasurestoremaininformedabout
issues and risks to the Benchmark, as well as
commissioning external reviews of the
Benchmark (as appropriate);

iii. Overseeinganychangestothe Benchmark
Methodology, including assessing whether
the Methodology continues to appropriately
measuretheunderlying Interest, reviewing
proposed andimplemented changes to the
Methodology, and authorising or requesting
the Administrator to undertakea
consultation with Stakeholders where
known or its Subscriberson suchchanges as
per Principle12;and

iv. Reviewingandapproving procedures for
terminationof the Benchmark, including
guidelinesthatsetouthowthe
Administrator should consult with
Stakeholders about such cessation.

b) Oversightof theintegrity of Benchmark
determinationandcontrol framework:

i. Overseeingthemanagementand operation
of the Benchmark, including activities
related to Benchmark determination
undertaken by a third party;

ii. Consideringtheresults of internaland
external audits, andfollowing up on the
implementation of remedial actions
highlighted intheresults of these audits;
and

iii. Overseeinganyexercise of Expert
Judgement by the Administrator and
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ensuring Published Methodologies have
been followed.

Where conflicts of interests may arisein the
Administrator dueto its ownership structures or
controllinginterests, or dueto other activities
conducted by any entity owning or controlling the
Administrator or by the Administratoror any of its
affiliates: the Administratorshouldestablish an
independent oversightfunction which includes a
balanced representation of a range of Stakeholders
where known, Subscribers and Submitters, which is
chosen to counterbalance the relevant conflict of
interest.

Wherea Benchmarkis based on Submissions:the
oversight function should provide suitable oversight
and challenge of the Submissions by:

a) Overseeingandchallengingthescrutinyand
monitoring of inputs or Submissions by the
Administrator. This could include regular
discussions of inputs or Submission patterns,
defining parameters against which inputs or
Submissions canbeanalysed, or querying the
role of the Administratorin challenging or
sampling unusual inputs or Submissions;

b) Overseeingthe Codeof Conductfor Submitters;

c) Establishingeffective arrangements to address
breaches of the Code of Conductfor Submitters;
and

d) Establishing measures to detect potential
anomalous or suspicious Submissionsand incase
of suspicious activities, to reportthem, as well as
any misconduct by Submitters of whichit
becomes awareto therelevant Regulatory
Authorities, ifany.

19



WMBA Limited - Assessment of Compliance with the 10SCO Principles for Financial Benchmarks — SONIA Summary Report

September2017

IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

The design of the Benchmark shouldseek to achieve
andresultinanaccurateandreliable representation
of the economic realities of the Interestitseeks to
measure, and eliminate factors thatmightresultina
distortionoftheprice, rate,indexor value of the
Benchmark.

Benchmark design should take into account the
following generic non-exclusive features, and other
factors should be considered, as appropriate to the
particular Interest:

a) Adequacyofthesampleused torepresentthe
Interest;

b) Sizeandliquidity of therelevant market (for
example whether thereis sufficienttrading to
provide observable, transparent pricing);

c) Relativesize of theunderlying marketin relation
to the volume of tradingin the market that
references the Benchmark;

d) The distribution of tradingamongMarket
Participants (market concentration);

e) Marketdynamics(e.g., toensurethatthe
Benchmark reflects changes to theassets
underpinning a Benchmark).

This Principleis not considered applicablein respect
of WMBA Limited’s responsibilities for SONIA.

Not applicable.
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IOSCO Principle WMBA Limited Comment Work performed by Promontory
The data used to constructa Benchmark This Principleis not considered applicablein respect Not applicable.

determinationshould be sufficientto accuratelyand | of WMBA Limited’s responsibilities for SONIA.
reliably representtheInterest measured by the
Benchmarkandshould:

a) Bebasedonprices,rates,indicesor values that
have been formed by the competitive forces of
supplyand demandin order to provide
confidencethatthepricediscovery systemis
reliable;and

b) Beanchored by observabletransactions entered
intoatarm’s length between buyers and sellers
inthe marketfor theInterestthe Benchmark
measures inorder foritto function asa credible
indicator of prices, rates, indices or values.

This Principlerequires thata Benchmark be
based upon (i.e., anchoredin) anactive market
having observable Bona Fide, Arms-Length
Transactions. This does not mean thatevery
individual Benchmark determinationmustbe
constructed solely of transactiondata. Provided
thatan active market exists, conditions in the
marketon any given day mightrequirethe
Administrator to rely on differentforms of data
tied to observable marketdataasan adjunctor
supplement to transactions. Depending upon the
Administrator’s Methodology, this could resultin
anindividual Benchmark determination being
based predominantly, or exclusively, on bidsand
offers or extrapolations from priortransactions.
This isfurther clarified in Principle 8.

Provided thatsubparagraphs (a) and (b) above
aremet, Principle 7 does not preclude
benchmark administrators from using executable
bids or offersasa meansto construct
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Benchmarks whereanchoredin an observable
market consisting of Bona Fide, Arms-Length
transactions.

This Principle also recognises thatvariousindices
may be designed to measure or reflect the
performance of a rule-based investment
strategy, the volatility, or behaviourof anindex
or market or other aspects of an active market.
Principle 7 does not precludetheuse of non-
transactional datafor suchindices thatarenot
designed to representtransactions and where
the natureofthe indexis such thatnon-
transactional datais used to reflect whatthe
index is designed to measure. For example,
certain volatility indices, whichare designed to
measure the expected volatility of an index of
securities transactions, rely on non-transactional
data, butthe data isderived fromandthus
“anchored” in anactual functioning securities or
options market.
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IOSCO Principle WMBA Limited Comment Work performed by Promontory
An Administratorshould establishand Publish or This Principleis not considered applicablein respect Not applicable.

Make Available clear guidelines regarding the of WMBA Limited’s responsibilities for SONIA.

hierarchy of datainputs and exercise of Expert
Judgement used for the determination of
Benchmarks. In general, the hierarchyof data inputs
shouldinclude:

a) WhereaBenchmarkisdependentupon
Submissions, the Submitters’ own concluded
arms-length transactionsin theunderlying
interestor related markets;

b) Reported or observed concluded Arm’s-length
Transactionsin theunderlyinginterest;

c) Reported or observed concluded Arm’s-length
Transactionsin related markets;

d) Firm(executable)bidsandoffers;and

e) Other marketinformation or ExpertJudgements.

Provided thatthe Data SufficiencyPrincipleis met
(i.e.,anactive marketexists), this Principleis not
intended to restrictan Administrator’s flexibility to
useinputs consistent with the Administrator’s
approach to ensuring the quality, integrity, continuity
and reliability of its Benchmark determinations, as set
outinthe Administrator’s Methodology. The
Administrator should retainflexibility to use the
inputs itbelieves areappropriate underits
Methodology to ensurethe quality and integrity of its
Benchmark. For example, certain Administrators may
decideto rely upon ExpertJudgementinan active
albeitlow liquidity market, when transactions may
notbe consistently available each day.10SCO also
recognises thatthere mightbe circumstances (e.g.,a
low liquidity market) when a confirmed bid or offer
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might carry more meaningthanan outlier
transaction. Under these circumstances, non-
transactional data such as bids and offersand
extrapolations from priortransactions might
predominatein a given Benchmark determination.
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IOSCO Principle WMBA Limited Comment Work performed by Promontory
The Administrator should describe and publish with This Principleis not considered applicablein respect Not applicable.

each Benchmark determination, to the extent of WMBA Limited’s responsibilities for SONIA.

reasonable without delaying an Administrator
publication deadline:

a) Aconciseexplanation, sufficientto facilitatea
Stakeholder’s or Market Authority’s ability to
understandhow the determination was
developed, including, ata minimum, thesizeand
liquidity of the market being assessed (meaning
the number and volume of transactions
submitted), therangeand averagevolumeand
rangeand average of price, and indicative
percentages of each type of marketdata that
have been considered in a Benchmark
determination; terms referring to the pricing
Methodology should beincluded (i.e.,
transaction-based, spread-based or
interpolated/extrapolated);

b) A conciseexplanation of the extentto which and
the basisupon which ExpertJudgementifany,
was used in establishing a Benchmark
determination.
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

The Administrator should periodicallyreview the
conditionsin theunderlying Interest thatthe
Benchmark measures to determine whether the
Interest has undergonestructural changes that might
require changes to the design of the Methodology.
The Administrator also should periodically review
whether the Interesthas diminished or is non-
functioning such thatitcan nolonger function as the
basisfora credible Benchmark.

The Administrator should Publishor Make Available a
summary of such reviews where material revisions
have been madeto a Benchmark, including the
rationalefor therevisions.

This Principleis not considered applicablein respect
of WMBA Limited’s responsibilities for SONIA.

Not applicable.
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

The Administrator should documentand Publish or
Make Available the Methodology usedto make
Benchmark determinations. The Administrator should
providetherationalefor adoptinga particular
Methodology. The Published Methodology should
providesufficientdetail to allow Stakeholders to
understandhow the Benchmarkis derived and to
assessits representativeness, its relevanceto
particular Stakeholders, and its appropriateness as a
referencefor financial instruments.

At a minimum, the Methodology should contain:
a) Definitions of key terms;

b) All criteriaand procedures used to develop the
Benchmark, including input selection, the mix of
inputs used to derive the Benchmark, the
guidelinesthatcontrol the exercise of Expert
Judgement by the Administrator, priority given
to certain data types, minimumdata needed to
determinea Benchmark,andany models or
extrapolationmethods;

c) Proceduresand practices designed to promote
consistency inthe exercise of ExpertJudgement
between Benchmark determinations;

d) The procedureswhich govern Benchmark
determinationin periods of market stress or
disruption, or periods where data sources may
be absent (e.g., theoretical estimation models);

e) The proceduresfor dealingwith errorreports,
including when a revision of a Benchmark would
be applicable;

f)  Information regarding the frequency forinternal
reviews and approvals of the Methodology.

This Principleis not considered applicablein respect
of WMBA Limited’s responsibilities for SONIA.

Not applicable.
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Whereapplicable, the Published Methodologies
should also include informationregarding the
procedures and frequency forexternal review of
the Methodology;

g) The circumstances and procedures underwhich
the Administrator will consult with Stakeholders,
as appropriate;and

h) Theidentificationof potential limitations of a
Benchmark, includingits operationinilliquidor
fragmented markets and the possible
concentrationofinputs.

Wherea Benchmarkis based on Submissions,
the additional Principle also applies:

The Administrator should clearly establish
criteriaforincluding and excluding Submitters.
The criteriashould consider any issues arising
fromthe location of the Submitter, ifina
differentjurisdictionto the Administrator. These
criteriashould beavailableto anyrelevant
Regulatory Authorities, if any,and Published or
Made Available to Stakeholders. Any provisions
related to changes in composition, including
notice periods should be madeclear.
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

An Administratorshould Publish or Make Available
the rationale of any proposed material changeinits
Methodology, and procedures for making such
changes. These procedures should clearly define what
constitutes a material change, andthe method and
timing for consulting or notifying Subscribers (and
other Stakeholders where appropriate, taking into
accountthebreadth anddepth of the Benchmark’s
use) of changes.

Those procedures shouldbe consistent with the
overriding objective thatan Administrator must
ensurethecontinued integrity of its Benchmark
determinations. When changes are proposed, the
Administrator should s pecify exactly what these
changes entailandwhen they areintended to apply.

The Administrator should s pecify how changes to the
Methodology wouldbe scrutinised, by the oversight
function.

The Administrator should devel op Stakeholder
consultation proceduresin relation to changes to the
Methodology that are deemed material by the
oversightfunction,andthatareappropriateand
proportionate to the breadth and depth of the
Benchmark’s useandthenature of the Stakeholders.

Proceduresshould:

a) Provideadvancenoticeanda cleartimeframe
thatgives Stakeholders sufficient opportunity to
analyseand commenton theimpactofsuch
proposed material changes, having regardto the
Administrator’s assessment of the overall

This Principleis not considered applicablein respect
of WMBA Limited’s responsibilities for SONIA.

Not applicable.
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circumstances; and

b) Providefor Stakeholders’ summary comments
and the Administrator's summary responseto
those comments, to be madeaccessibleto all
Stakeholders after any given consultation period,
except where the commenter has requested
confidentiality.
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

Administrators should have clear written policies and
procedures, to address the need for possible
cessation of a Benchmark, dueto market structure
change, product definitionchange, or any other
condition, whichmakes the Benchmark no longer
representative of its intended Interest. These policies
and procedures should be proportionate to the
estimated breadth and depth of contracts and
financial instruments thatreference a Benchmarkand
the economic andfinancial stability impact that might
resultfromthe cessation of the Benchmark. The
Administrator should takeinto account the views of
Stakeholdersand anyrelevant Regulatory and
National Authorities in determining what policies and
procedures areappropriate for a particular
Benchmark.

Thesewritten policies and procedures should be
Published or Made Available to all Stakeholders.

Administrators should encourage Subscribers and
other Stakeholders who havefinancial instruments
thatreferencea Benchmark to take steps to make
surethat:

a) Contractsor other financial instruments that
referencea Benchmark, haverobustfall-back
provisionsin the eventof material changes to, or
cessation of, thereferenced Benchmark; and

b) Stakeholdersareaware of the possibility that
variousfactors, including external factors beyond
the control of the Administrator, might
necessitate material changes to a Benchmark.

Administrators’ written policies and procedures to

This Principleis not considered applicablein respect
of WMBA Limited’s responsibilities for SONIA.

Not applicable.
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address the possibility of Benchmark cessation could
includethefollowing factors, if determined to be
reasonableandappropriate by the Administrator:

a) Criteriatoguidetheselectionofa credible,
alternative Benchmark suchas, but notlimited
to, criteriathatseek to match to the extent
practicable the existing Benchmark’s
characteristics (e.g., credit quality, maturities
and liquidity of the alternative market),
differentials between Benchmarks, the extent to
which an alternative Benchmark meets the
asset/liability needs of Stakeholders, whether
the revised Benchmarkisinvestable, the
availability of transparent transactiondata, the
impacton Stakeholders andimpact of existing
legislation;

b) The practicality of maintaining parallel
Benchmarks (e.g., where feasible, maintain the
existing Benchmark fora defined period of time
to permitexisting contracts and financial
instruments to matureand publish a new
Benchmark)in order to accommodate an orderly
transition to a new Benchmark;

c) The proceduresthatthe Administratorwould
followintheeventthata suitablealternative
cannotbeidentified;

d) InthecaseofaBenchmarkoratenorofa
Benchmark thatwill be discontinued completely,
the policydefining the period of timein which
the Benchmark will continueto be producedin
order to permitexisting contracts to migrate to
analternative Benchmark if necessary;and

e) The process by which the Administrator will
engage Stakeholders andrelevant Marketand
National Authorities, as appropriate, in the
process for selectingand moving towardsan
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alternative Benchmark, including the timeframe
for any such action commensurate with the
tenors of the financial instruments referencing
the Benchmarks and theadequacy of notice that
will be providedto Stakeholders.
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

Wherea Benchmarkis based on Submissions, the
following additional Principlealsoapplies:

The Administrator should devel op guidelines for
Submitters (“Submitter Code of Conduct”), which
should be available to any relevant Regulatory
Authorities, if anyand Published or Made Available to
Stakeholders.

The Administrator should only useinputs or
Submissions from entities, whichadhereto the
Submitter Code of Conduct, and the Administrator
should appropriately monitor and record adherence
from Submitters. The Administratorshouldrequire
Submitters to confirm adherence to the Submitter’s
Code of Conductannually andwhenever a changeto
the Submitter Code of Conduct has occurred.

The Administrator’s oversight functionshould be
responsible for the continuing review and oversight
of the Submitter Code of Conduct.

The Submitter Code of Conduct shouldaddress:
a) Theselectionofinputs;

b) Who maysubmitdata and information to the
Administrator;

c) Quality control procedures to verify theidentity
of a Submitter and any employee(s) of a
Submitter who report(s) data or information and
the authorizationof suchperson(s)to report
market data on behalfof a Submitter;

d) Criteriaapplied to employees of a Submitter who
arepermitted to submitdata or information to

Data for determining SONIAare provided to WMBA Limited
by a range of Wholesale Markets Brokers’ Association
member firms, under documented Data Supply Agreements.
The firms currently providing these data are notregulated
as benchmark submitters under UK benchmarkregulation.
However, WMBA Limited nonetheless requires thatthey
adhereto the broad standards anticipated under Principle
14,inorder to ensuretheintegrity of the benchmark.

To this end, WMBA Limited has developed a Contributor
Pack consisting of a series of guidance documents related to
the provision of datafor the benchmark. The Contributor
Packisdistributed to the Wholesale Markets Brokers’
Association member firms providing inputs for SONIA. The
ContributorPack contains the following:

e Data Submissions Manual

e Data SubmissionProcess Template
e ContactTemplate

e Data Quality Codefor Submissions
e WMBALimited Contact Details

Additionally, shoulda firm providing data for SONIAbecome
regulated as a benchmark submitter in the future, they
would besubjectto an alternative policy, the Submitter’s
Code of Conduct, whichhas been developed by WMBA
Limited. This Submitter’s Code of Conduct would substitute
for the Data Quality Code for Submissionsin the Contributor
Pack under these circumstances. The substance of the two
documents is, however, largely identical.

WMBA Limited considers thatthe Contributor Pack
constitutes the guidelines for data providersto SONIA
required under Principle 14.

Promontory reviewed the Contributor Pack,
including the Data Submissions Manual, the
Data SubmissionProcess Template, Contact
Template, Data Quality Code for Submissions
and the WMBA Limited Contact Details. We
examined a sample of completed Data
SubmissionProcess and Contact Templates, as
well as a Data SupplyAgreement. Wealso
reviewed the Submitter’s Code of Conduct. The
documentationwasinspected for evidence
thateach of the detailed provisions of Principle
14 is appropriately addressed inthe
ContributorPack, havingregard forthefacts
thatSONIAis a purely transaction-based
benchmark andthatthe firms currently
providinginput datafor SONIAare not
regulated as benchmarksubmitters under UK
regulation.

We interviewed WMBA Limited management
with respectto the means of ensuring
adherenceto the Contributor Packby thefirms
providing datato SONIA, including the controls
operated on a daily basis with respect to the
completenessand accuracy ofinputdataand
the on-sitevisits conducted by WMBA Limited
to the firms. Finally, we observed a full daily
determinationcyclefor SONIAand reviewed a
selectionofthecontrol logsandreports
generated by WMBA Limited to monitor the
inputdata.
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an Administratoron behalf of a Submitter; WMBA Limited requires thatthe data providers adhereto
the provisions of the ContributorPack on an ongoing basis.
WMBA Limited has processes in place to monitor such

e) Policies to discourage theinterim withdrawal of

Submitters fromsurveys or Panels;

which should include:

i. Proceduresfor submittinginputs, including
Methodologies to determine the type of
eligibleinputs,inline with the
Administrator’s Methodologies;

ii. Procedurestodetectandevaluate
suspicious inputs or transactions, including
inter-group transactions, andto ensurethe
Bona Fide nature of such inputs, where
appropriate;

iii. Policies guidinganddetailing theuse of
ExpertJudgement, including documentation
requirements;

iv. Record keepingpolicies;

v. Pre-Submissionvalidationofinputs,and
procedures for multiple reviews by senior
staffto checkinputs;

vi. Training,includingtraining with respectto
anyrelevantregulation (covering
Benchmark regulation or any marketabuse
regime);

vii. Suspicious Submission reporting;

viii. Roles and responsibilities of key personnel

and accountability lines;

ix. Internalsign off procedures by management
for submittinginputs;

X.  Whistle blowing policies (in line with
Principle4);and

adherence, and conducts periodicon-site visits to the data

b)

d)

e)

f)

g)

f)  Policies to encourage Submitters to submitall . R
providersinthisregard.
relevantdata;and
g) The Submitters’internal systems and controls, a) The Data Submissions Manual specifies the transaction

types and data fields forinputto the benchmark.

The Contact Templateand the Data Quality Code for
Submissions detail the staff authorized to provideinputs
for SONIA.

The Data Quality Code for Submissions requires data
providersto operaterobustinternal control
environments to ensuretheaccuracy and completeness
ofthe inputdata provided. Since SONIAis wholly based
ontransactions, the data selection and transmission
controlsarelargely systematized.

The Data Quality Code for Submissions specify the
general criteria for the selection of staff authorized to
submitinputdata.

WMBA Limited works closely with each firm providing
data to ensurethattheoperating processesareas
efficientas practical,and do not presentundue cost or
risk burdensfor the firms. The Data Supply Agreements
includea 3-month notice periodfor termination.

The Data Quality Code for Submissions specifies the data
sets to be provided andthe expected organisational and
technical control environments to ensure theaccuracy
and completeness of thedata.

The Data Submissions Manual and the Data Quality
Codefor Submissions set forth WMBA Limited’s
expectations for the firms providing data. Theseinclude
provisions related to the following:

i. theselectionand transmission of eligible
transactiondata;
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Xi.

Conflicts of interest procedures andpolicies,
including prohibitions on the Submission of
data from Front Office Functions unless the
Administrator is satisfied thatthereare
adequateinternal oversightand verification
procedures for Front Office Function
Submissions of data to an Administrator
(including safeguards and supervisionto
address possible conflicts of interests as per
paragraphs (v) and(ix)above), the physical
separation of employees andreporting lines
where appropriate, the consideration of
how to identify, disclose, manage, mitigate
and avoidexisting or potential incentives to
manipulate or otherwiseinfluencedata
inputs (whether or notin order to influence
the Benchmark levels), including, without
limitation, through appropriate
remunerationpolicies andby effectively
addressing conflicts of interest whichmay
exist between the Submitter’s Submission
activities (including all staff who performor
otherwise participatein Benchmark
Submissionresponsibilities), and any other
business of the Submitter or of any of its
affiliates or anyof their respective clients or
customers

iv.

vi.
vii.

viii.

Xi.

procedures to monitor for suspicious transaction
activity;

procedures to reporton departures fromthe
operating guidelines, though noting that no expert
judgmentis involved inthe determination of
SONIA;

record keeping and audit trail requirements;
internal controls on the data inputs;
stafftraining;

procedures to report on suspicious activity related
to the data provided;

the organisationstructureand roles and
responsibilities of staff overseeing or associated
with the data provision;

the Data SubmissionProcess Template, internal
review and monitoring of datainputs, and error
reporting;

whistle-blowing mechanisms; and

conflicts of interest policyand procedures related
to the provisionof thebenchmark data.
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IOSCO Principle

WMBA Limited Comment

Work performed by Promontory

When an Administrator collects datafromany
external source, the Administratorshould ensure that
there areappropriateinternal controls overits data
collection andtransmission processes. These controls
should address the process for selecting the source,
collecting thedata and protecting theintegrity and
confidentiality of thedata. Where Administrators
receive data from employees of the Front Office
Function, the Administrator should seek
corroborating datafrom other sources.

WMBA Limited, under the Service Agreements with
the Bank of England, is responsible for the day-to-day
operations of SONIA. As such, WMBA Limited seeks to
ensurethatthereis a robustinternal control
environmentfor data collectionand processing.

WMBA Limited’s Data Collection and Monitoring
policymanual details theinternal controlsin placeat
WMBA Limited for the collectionand monitoring of
inputdata fromthedata providersto SONIA. The
controlsinthis policy manual arefurther augmented
by those specified inthe Contributor Pack,and in
supporting policies including the WMBA Limited
Design and Security andthe WMBA Limited
Operational Impact Assessment policies.

Inputdata aretransmitted under a SecureFile
Transfer Protocol, with robust operational and
security controls. Back-up transmission mechanisms
arealsoavailable where necessary. WMBA Limited
additionallyemploys a systematic monitoringtool for
processing of theincomingdata, which includes a set
of data warningtriggers. When a dataanomalyisso
detected, a series of escalationand communications
processes are used to attemptto resolve theanomaly
prior to thebenchmark publication, as summarized in
the WMBA Limited Operational Impact Assessment
policy. WMBA Limited alsoconducts post-publication
checks on the data, together with the data providers.
An event logis maintained and summary reportsare
provided to WMBA Limited managementand to the
Bank of England as administrator. Notification may
alsobemadeto the WMBA Limited Board and
regulatoryauthoritiesin defined severeinstances of
operational or other failures.

Promontory reviewed the WMBA Limited Data
Collectionand Monitoringpolicy manual, andthe
supporting WMBA Limited Design and Security and
the WMBA Limited Operational Impact Assessment
policies, for evidence that WMBA Limited maintains
appropriateinternal controls over data collection,
processing and security, as well as associated
escalation, communication and reporting procedures.
Wealsoreviewed therelevantsections of WMBA
Limited’s Risk Management policy to the same end.

Weobserved a full dailydeterminationcyclefor
SONIAand reviewed a selection of the control logs
and reports generated by WMBA Limited to monitor
the inputdata.In particular, we examined the event
logto reviewthe natureand frequencyofanomalous
events,and howthese events were resolved. We also
examined a sample of theinformation package
provided to the SONIA Advisory Committee, with a
specificview to thereporting of operational
performanceand controls.
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The Administrator should establish and Publish or
Make Available a written complaints procedure, by
which Stakeholders may submit complaintsincluding
concerning whether a specific Benchmark
determinationis representative of the underlying
Interestitseeks to measure, applications of the
Methodology in relation to a specific Benchmark
determination(s) and other Administrator decisions in
relationto a Benchmark determination.

The complaints procedures policy should:

a) Permitcomplaintsto besubmitted througha
user-friendly complaints processsuch asan
electronicSubmission process;

b) Contain procedures for receiving and
investigatinga complaint made about the
Administrator’s Benchmark determination
processon a timely and fair basis by personnel
who areindependent of any personnel who may
be or may have beeninvolved in the subject of
the complaint, advising the complainantand
other relevant parties of the outcome of its
investigationwithin areasonable period and
retainingall records concerning complaints;

c) Containa process for escalating complaints, as
appropriate, to the Administrator’s governance
body;and

d) Requirealldocumentsrelatingto a complaint,
including those submitted by the complainantas
well as the Administrator’s own record, to be
retained for a minimum of five years, subject to
applicable national legal or regulatory
requirements.

WMBA Limited has established a Complaints Policy,
published onits website, detailing how stakeholders
may make complaintsin relation to SONIA. The policy
sets outthe means by which a complaint may be
broughtto the attention of WMBA Limited or to the
Bank of England. WMBA Limited will in any event
notify the Bank of England of any complaintthatit
receives in relation to SONIA. The policy also
describes the process that WMBA Limited will follow
for reviewing, resolving and reporting on the
complaint. The WMBA Limited Whistleblowing
Procedureallows WMBA Limited’s staff to raise
concerns aboutthe benchmark on a confidential basis
if necessary.

a) Complaints may bereceived in writing (including
email) or verbally (either by telephoneorin
person). Where any doubt exists as to whether
the matter constitutes a complaint, appropriate
points of contactare provided.

b) Any complaints received mustbereported
immediatelyto the WMBA Limited Compliance
Officer. The Compliance Officer ensures that
appropriateinvestigationandinternalreporting of
the complaints is undertaken.

¢) The WMBA Limited Compliance Officer is
responsibleto ensurethatappropriate escalation
of complaintsis madeto the Bank of England, as
administrator, and to governing bodies and
regulatoryauthorities, as necessary.

d) WMBA Limited has established a Complaints
Register to logincoming complaints and their

resolution. The WMBA Limited Compliance Officer
is responsible for maintaining a file of all

Promontory confirmed thatthe WMBA Limited
Complaints Policy is available to stakeholders,
including through WMBA Limited’s website.
Complainants inrespectof SONIAaredirected to a
dedicated Bankof England email address. We
reviewed the contents of the policyfor evidencethat
appropriatereporting, investigationand escalation
procedures werein place. Wealso reviewed the
WMBA Limited Whistleblowing procedure to the
sameend.

Finally, we examined the WMBA Limited Complaints
Register, noting that no complaints had actually been
receivedinrespectof SONIAsince 2016.
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Disputes about a Benchmarking determination, which documentationrelated to each complaint,and
arenotformal complaints, shouldberesolved by the suchfilesareheldin line with WMBA Limited
Administrator by referencetoits standard record keeping requirements.

appropriate procedures. Ifa complaintresultsina
changeina Benchmarkdetermination, thatshould be
Published or Made Available to Subscribersand
Published or Made Available to Stakeholdersassoon
as possibleasset outinthe Methodology.

WMBA Limited also employs a series of operating
procedures and practices to resolve disputes, other
than formal complaints, aboutthebenchmark.

39



WMBA Limited - Assessment of Compliance with the 10SCO Principles for Financial Benchmarks — SONIA Summary Report

September2017

IOSCO Principle WMBA Limited Comment Work performed by Promontory

The Administrator should appointanindependent WMBA Limited has established an Audit Committee Promontory reviewed the Terms of Reference of the

internal or external auditor with appropriate as partofits internal governance and oversight WMBA Limited Audit Committee to confirmthe

experienceand capability to periodically review and organisational framework. Under its Terms of requirementthatan annual external review be

reporton the Administrator’s adherencetoits stated | Reference, the Audit Committeeshouldappointan conducted of WMBA Limited’s benchmark activities.

criteriaand with the Principles. Thefrequency of external expertparty to reviewandreportupon

audits should be proportionate to thesizeand WMBA Limited’s adherence to the IOSCO Principles Promontory reviewed WMBA Limited’s 2017

complexity of the Administrator’s operations. and applicableregulatory standards in respect of Compliance Statement for WMBA Limited’s rolein
benchmark activities. Such reviews should be relationto SONIAwith referenceto the |lOSCO

Where appropriateto the level of existing or conducted atleastannually. Principles, asreported herein.

potential conflicts of interestidentified by the

Administrator (except for Benchmarks thatare For 2017, WMBA Limited appointed Promontory to

otherwiseregulated or supervised by a National carry outthe corresponding external reviewin

Authority other than a relevant Regulatory Authority), | respectof WMBA Limited’s role for the SONIA

an Administratorshould appointanindependent benchmark.

external auditor with appropriate experienceand

capability to periodically review and reporton the

Administrator’sadherencetoits stated Methodology.

The frequency of audits should be proportionate to

the sizeand complexity of the Administrator’s

Benchmark operations and the breadth and depth of

Benchmark use by Stakeholders.
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Written records should beretained by the
Administrator forfiveyears, subjectto applicable
national legal or regulatoryrequirements on:

a) All marketdata, Submissionsandany other data
and informationsources relied upon for
Benchmark determination;

b) The exerciseof ExpertJudgement made by the
Administrator in reaching a Benchmark
determination;

c) Otherchangesinor deviations fromstandard
procedures and Methodologies, including those
made during periods of marketstressor
disruption;

d) Theidentity of each personinvolvedin
producing a Benchmark determination; and

e) Any queries andresponses relatingto data
inputs.

Iftheserecords are held by a Regulated Market or
Exchangethe Administratormayrelyon these
records for compliance with this Principle, subject to
appropriate written record sharing agreements.

When a Benchmarkis based on Submissions, the
following additional Principlealsoapplies:

Submitters should retainrecords for fiveyears
subjectto applicable national legal or regulatory
requirements on:

a) The proceduresand Methodologies governing
the Submissionofinputs;

b) Theidentity of any other person who submitted
or otherwise generated any of thedata or

WMBA Limited’s general record keeping
requirements areset forth in WMBA Limited’s Senior
Management Manual,and are designed to conform
with UK regulatory requirements. Inparticular,
records shouldberetained in a formatand medium to
allow ready access to authorized parties, such
retention should be a minimum period of seven years,
andan audittrail of amendments should be
maintained. The WMBA Limited Benchmark
Administration Control Framework further details
record keeping requirements specificto WMBA
Limited’s benchmarkactivities. The Contribution Pack
documents specifytherecord keeping requirements
for the firms providing data forthe determination of
SONIA.

Under these policies, therecords retained by WMBA
Limited include, butare notlimited to:

e Allinputdataforthedetermination of SONIA;

e The useofthisinputdatato determinethe
benchmark andthe methodology utilized, noting
thatno expert judgementis generallyinvolved in
the determinationof SONIA;

e Any exercise of discretion by WMBA Limited inthe
benchmark determination, including the full
reasoning forthe useof such discretion. This
includesrecords of thedisregard ofany input
data, in particularwhereitconformed to the
requirements of the benchmarkmethodology, and
the rationaleforitsdisregard;

e Theidentity of WMBA Limited’s staff involved in
the dailydetermination of SONIA; and

e All documents relating to any complaint, including

Promontory reviewed the sections of WMBA Limited’s
Senior Management manual and the Benchmark
Administration Control Framework pertaining to
record keeping. We alsoexamined the Contribution
Pack documentsin respect of WMBA Limited’s
expectations on record keeping by firms providing
inputdata for SONIA. In each instance, we considered
how the provisionsinthe policies measured against
the requirements of Principle 18 for theformand
contentofrecords to beretained in respect of SONIA.

Weinterviewed WMBA Limited operations and
compliance staff, andreviewed operational
documents for WMBA Limited’s calculation engine, to
understandhow dataarchivingisimplemented in
practice. Finally, we examined a Compliance Review
on Record Keeping Requirements undertaken by the
Compliance Officerin respectof 2016 with reference
to applicable UK regulatory requirements.
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c)

e)
f)

g)

information provided to the Administrator;

Names and roles of individuals res ponsible for
Submissionand Submission oversight;

Relevant communications between submitting
parties;

Any interaction with the Administrator;

Any queries received regarding data or
information provided to the Administrator;
Declarationofany conflicts of interests and
aggregate exposures to Benchmark related
instruments;

Exposures of individual traders/desks to
Benchmark related instrumentsinorder to
facilitate audits and investigations; and

Findings of external/internal audits, when
available, related to BenchmarkSubmission
remedial actions and progressinimplementing
them.

those submitted by the complainantaswellas
WMBA Limited’s records.

The records to beretained by firm providing input
data for SONIAare summarized in the Data Quality
Codefor Submissions (andalternatively inthe
Submitter’s Code of Conduct—See Principle 14
above) inthe WMBA Limited Contributor Pack. Such
records areto beretained for a minimum period of
fiveyears.Theyinclude, butare notlimited to:

e Proceduresand methodologies governing
provision of thetransactionandany related data;

e Names and roles of individuals res ponsible for
oversightand provision of the data;

e Relevantcommunications with WMBA Limited in
relationto SONIA;

e Any amendments, cancellations or reversals of
transactions subsequentto providinginputdata;

e Findings of External or Internal Audits related to
provisions of inputdatafor SONIA, remedial
action andprogress on their implementation; and

e Trainingrecords of staffinvolved in the provision
of the inputdata for SONIA.
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WMBA Limited Comment

Work performed by Promontory

Relevantdocuments, Audit Trails and other
documents subjectto these Principles shall be made
readily available by therelevant parties to the
relevant RegulatoryAuthorities in carrying out their
regulatoryor supervisory duties and handed over
promptly upon request.

SONIAis a “specified benchmark” under the UK
Financial Services and Markets Act 2000, with
regulatoryoversight by the UK Financial Conduct
Authority (“FCA”). The FCA regulates WMBA Limited
inrespectof SONIA. WMBA Limited holds regular
meetings with the FCAinrelation to theseregulated
activities.

WMBA Limited is committed to cooperate fullyand to
engageactivelywith regulators and other public
authorities. WMBA Limited seeks to provide
documents and other informationrelated toits
benchmark activities to theregulatorson a timelyand
complete basis, as required.

The WMBA Limited Senior Management Manual
provides for the establishment of appropriate
procedures and controls to ensurethatregulatory
reportingis made withintherequired time-frames
andis accurateand complete. Management
informationin respect of regulatoryreportingis
reviewed by WMBA Limited’s senior management
periodically to confirmthatthesereporting
requirements are being met.

Additionally, the WMBA Limited Benchmark
Administrator Control Frameworkrequires WMBA
Limited to monitor input data for SONIA, to report
suspicious or anomalous activities to the regulators,
and to cooperate with any subsequentinvestigations.

Promontory reviewed the sections of the WMBA
Limited Senior Management Manual and the WMBA
Limited Benchmark Control Frameworkpertaining to
cooperation with, and reporting to, the competent
regulatoryauthorities. In addition, wereviewed
WMBA Limited’s Compliance Function Manual, which
documents WMBA Limited’s protocols for interactions
with regulators. Finally, we examined the WMBA
Limited FCARegulatory Reporting Schedule, which
defines the FCA-specific reporting processes, including
with respectto SONIA.
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