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Regulatory Outlook and Diary

a EUand UK regulatory frameworks - alignment or divergence?
Regulatory and Compliance Forward Diary
Highlights from the Regulatory Environment in March
BMR, RFRs & LIBOR Transition Update
Capital Markets and Market Structure
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Fintech, SupTech & Reg Tech Developments
Sanctions Requirements
Conduct, Fines & Enforcements
Prudential & Risk
Green finance, ESG & Disclosures
Energy & Commodities
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Trend 1: UK / EU Divergence — Impacts & Timings

MIFID Framework (EU)
Feb/Mar Expected timing for MiFID3 and MIFIR3 to be published in the Official Journal of the EU
2024
Aug / Sep Expected deadline for EU Member States to implement MiFID3 (18 months after MiFID3 enters into force)
2025
2025 Transparency changes including 'Designated Publishing Entity’ change expected
N/A See slides on Retail Investment Strategy for timing but note the trilogue process has not yet started

UK Wholesale Markets Review (MiFID UK, FSMB, etc.)

Feb 2024 * FCA to provide update on next steps for an equities consolidated tape
« Deadline for responses to CP23/33 on payments to data providers
« Deadline for responses to CP23/27 on reforming the commodity derivatives regulatory framework

6 Mar 2024 Deadline for responses to CP23/32 on improving the transparency regime for the bond/derivatives markets
5 Apr 2024 Rules in the instrument in CP23/33 for the bond consolidated tape provider should take effect if Parlt approves the
DRSRs 2023
Q3 2024 FCA policy statement expected on commodity derivatives regulatory framework (following CP23/27)
H2 2024 FCA policy statement expected on transparency regime for the bond/derivatives markets (following CP23/32)
H2 2025 Target date for go-live of bond consolidated tape provider
Edinburgh Reforms
’ 2023/2024 1 Various. See Edinburgh Reforms slide 7.
AIFMD

| 2023/2024 ] Various. See AIFMD2 slide 10.
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Trend 2: Market Reform and Operational Resilience - Impact and Timings

| 30 Dec 2023 | NLP: Member states to have implemented NPL Directive
Basel 3and CRD 6
12 Dec 2023 UK CRR: 1st set near-final rules
Q22024 UK CRR: 2nd set near-final rules
1 July 2025 UK CRR: New rules in force 1 July 2025 (with transitions)
1 Jan 2025 EU CRR3 Regulation generally (with transitionals)
Q3 2026 EU CRD6 Directive applies
Operational Resilience
16 Jan 2023 EU DORA in force
17 Jan 2024 RTS ITS expected EU DORA
15 Mar 2024 Critical Third Parties: Deadline for responding to first UK Consultation Paper.
H2 2024 Incident and Outsourcing and Thxrq-Party Reporting: UK Consultation Paper planned on when to report
and collecting data from third parties.
Q4 2024 Critical Third Parties: Second UK Consultation Paper expected including data collection on such parties
17 Jan 2025 EU DORA to apply including technical standards.
31 March 2025 Deadline for UK firms to be able to show they can remain within their operational resilience impact

tolerances for each important business service over time.

Trend 3: ESG — Impacts & Timings

UK SDR and investment labels

31 May 2024

31 July 2024
2 Dec 2024

2 Dec 2025

2 Dec 2026

» Anti-greenwashing rules applies
* SFDRL2 applies

Investment labels available for use by UK managers for UK funds + rules for distributors of UK funds
Naming and marketing rules apply to UK managers and UK funds + rules for distributors of recognised funds

« Entity level sustainability report for UK managers AUM > GBP 50bn
« First product reports for UK funds caught by naming and marketing rules

Entity level sustainability reports for UK managers AUM > GBP 5bn

EU SFDR and fund naming guidelines

SFDR 15 Timing unclear
SFDR 2.0 Timing unclear
£4nd narie Final guidance expected Q2 2024 and applicable 3 months (immediate application for new funds, or within 6
months for existing funds)
CSRD / ESRS / CSDDD
Feb 2024 Final text of CSDDD?
1 Jan 2025 Large PIE undertakings w/ 500 employees reporting under CSRD/ESRS (FY 2024)
30 June 2026 Publication of sector specific and third country ESRS?
1 Jan 2026 Other large undertakings reporting under CSRD/ESRS (FY 2025)
1 Jan 2027 Listed SMEs reporting under CSRD/ESRS (FY 2026)
1 Jan 2029 Non-EU companies with branch or large sub reporting under CSRD/ESRS (FY 2028)
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Regulatory Outlook and Diary

Forward Regulatory Calendar: Updated 05" March 2024

March 0T,
2024

Australia
us
EU

Australia

Three-month calculation period begins to determine whether the average
aggregate notional amount of derivatives for an entity and its affiliates
exceeds the lowest threshold for application or revocation of initial
margin requirements as of the next relevant compliance date of either
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March 15,
2024

March 18,
2024

March 31,
2024

March 28,
2024

Canada
Hong Kong
Korea
Switzerland

Singapore
Japan
Brazil
Mexico

September 1, 2024, or January 1, 2025 (EU/UK/CHF/US Prudential). In
the US, this calculation period only applies under CFTC regulations.

In Mexico, the corresponding compliance date is December 31, 2025

Brazil is daily and all others are month-end for March, April, and May
average aggregate notional amount.

Deadline for entities and investment funds to amend their master
agreements for the exchange of margin for uncleared derivatives under
the Banco de México's Circular 2/2023

Effective: SEC Final Rules implementing Standards for Covered Clearing
Agencies for U.S. Treasury Securities and Application of the Broker-
Dealer Customer Protection Rule With Respect to U.S. Treasury
Securities (See 89 Fed. Reg. 2714-2830 (Jan. 16, 2024)).

Please see Part Ill of the final rule for compliance dates.

Publication of 3-month synthetic sterling LIBOR setting will cease.

Japan

Basel lll: Implementation of revised credit risk, CVA, market risk (FRTB)
for international active banks and domestic banks using IMM, and the
leverage ratio (based on the amendment published on March 28, 2023,
the implementation date for ultimate parent companies of a broker-
dealer (limited to those designated by JFSA) has been changed to March
31,2025).

After March 31, 2023, optionality for financial institutions wishing to
implement earlier than the above period must submit a notification to the
Financial Services Agency (limited to those designated by JFSA).

Q2 2024

EU

The European Commission (EC) has published the 3rd Capital
Requirements Regulation (CRR IIl) proposal on October 27, 2021, which
will implement the Basel 3 framework in Europe. The CRR Il will
transpose the market risk standards (FRTB) as a binding capital
constraint, the output floor, the revised credit valuation adjustment
framework, alongside operational and credit risk framework, amongst
others.

EU policymakers have agreed on a final trilogue deal on 27 June 2023.
The technical work to finalize the agreed compromise wording came to
a close in October. The European Parliament and Member States
endorsed the trilogue text last December. The publication in the Official
Journal and entry into force are now expected in Q2 2024 (April-May).
The rules are set to apply from January 1, 2025

April 0T,
2024

Japan

Go-live of revised JFSA reporting rules based on the CPMI-IOSCO
Technical Guidance excluding Unique Product Identifier (UPI) and Delta.
JFSA finalized the Guidelines of the revised reporting rules on December
9,2022.
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April 0T, The RBI published draft guidelines on minimum capital requirements for

2024 market risk as part of convergence with Basel Il standards. Applicable to
all commercial banks excluding local area banks, payment banks,
regional rural banks, and small finance banks. Not applicable to
cooperative banks.

April 0T, Comment deadline for CFTC proposed Operational Resilience

2024 Framework for Futures Commission Merchants, Swap Dealers, and
Major Swap Participants (See 89 Fed. Reg. 4706-4768 (Jan. 24, 2024))
(also see 89 Fed. Reg. 14007 (Feb. 26, 2024))

April 11, us Deadline for comments to CFTC's Proposed Amendments to Swap Data

2024 Reporting Rules (Parts 43 and 45), including updates to the Technical
Specifications.
The notice of proposed rulemaking cites that the CFTC is proposing
revisions to allow for continued geographic masking after the
designation of the unique product identifier (UPI) for Commodities, and
to add reportable data fields to Parts 43 and 45 that promote
international harmonization and further the Commission’s surveillance
and analysis activities, among other things.

e Linkto the Proposed Technical Specifications.
e Link to the draft Swap Data Rule Amendments

April 16, Europe Comment deadline for BCBS, CPMI and |0SCO consultation,

2024 transparency and responsiveness of initial margin in centrally cleared
markets — review and policy proposals

April 17, Europe Deadline for responding to the BCBS-IOSCO WGMR report on

2024 streamlining variation margin  processes and initial margin
responsiveness of margin models in non-centrally cleared markets.

April 22,202 us Comment Deadline: CFTC Proposed Rule for Regulations to Address
Margin Adequacy and to Account for the Treatment of Separate
Accounts by Futures Commission Merchants

April 22,202 us Comment Deadline: CFTC Proposed Rule for Foreign Boards of Trade

April 22,202 us Comment Deadline: CFTC Proposed Rule for Requirements for
Designated Contract Markets and Swap Execution Facilities Regarding
Governance and the Mitigation of Conflicts of Interest Impacting Market
Regulation Functions

April 24, us Comment deadline for CETC request for information on the use of Al in

2024 CETC-reqgulated markets

April 29, EU Go-live of EMIR Refit reporting rules

2024

April 29,
2024

June T,
2024

us

Deadline for notifying FCA of Designated Reporter status.

Three-month calculation period begins under U.S. Prudential Regulations
to determine whether the daily average aggregate notional amount of
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https://www.cftc.gov/media/9926/Part43_45TechnicalSpecification12132023REDLINE/download
https://federalregister.gov/d/2023-28350
https://www.cftc.gov/media/10291/SeparateAcctsFCMs-NPRM_asapproved022024/download
https://www.cftc.gov/media/10291/SeparateAcctsFCMs-NPRM_asapproved022024/download
https://www.cftc.gov/media/10291/SeparateAcctsFCMs-NPRM_asapproved022024/download
https://www.cftc.gov/media/10281/FBOT-NPRM_asapproved022024/download
https://www.cftc.gov/media/10286/DCMSEF-NPRM_asapproved022024/download
https://www.cftc.gov/media/10286/DCMSEF-NPRM_asapproved022024/download
https://www.cftc.gov/media/10286/DCMSEF-NPRM_asapproved022024/download
https://www.cftc.gov/media/10286/DCMSEF-NPRM_asapproved022024/download
https://www.cftc.gov/media/10156/AI_RFC_012524/download
https://www.cftc.gov/media/10156/AI_RFC_012524/download
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derivatives for an entity and its affiliates exceeds the USD 8 billion
threshold for application or revocation of initial margin requirements as
of January 1, 2025.

June 28, EU As part of the review clause inserted in CRR II, the European Commission

2024 taking into account the reports by the European Banking Authority is
expected to review the treatment of repos and reverse repos as well as
securities hedging transactions through a legislative proposal.

June 28, EU As part of CRR Il, the European Banking Authority is to monitor and report

2024 to the European Commission on Required Stable Funding (RSF)
requirements for derivatives (including margin treatment and the 5%
gross-derivative liabilities add-on).

June 30, EU The EC to review the application of the Article 8 Taxonomy Regulation

2024 including the need for further amendments with regards to the inclusion
of derivatives in the numerator of KPIs for financial undertakings.

July 1,2024 us Compliance date for CFTC Block and Cap reporting amendments. Expiry
of relief in CFTC Staff Letter No. 22-03.

July 1,2024 us Expected implementation of revised credit risk, operational risk, output
floor, and leverage ratio frameworks and reporting-only requirement for
market risk and CVA-risk

July 1,2024 us Expiry of CFTC Division of Market Oversight Letter 23-15, providing relief
from the block and cap amendments.

July 1,2024 EESIleETolel(E With regards to the final Basel Il reforms in Singapore, all standards,
other than the revised market risk and credit valuation adjustment (CVA)
standards, as required under the revised MAS Notice 637 on Risk Based
Capital Adequacy Requirements for Banks Incorporated in Singapore will
come into effect from 1 July 2024.

For revised market risk and CVA standards, only compliance with
supervisory reporting requirements will come into effect from 1 July
2024.

The output floor transitional arrangement of 50% will commence from 1
July 2024 and reach full phase-in (72.5%) on 1 Jan 2029.

July 1,2024 Implementation date for reporting-only requirement for market risk and
CVA-risk

July 12, us Compliance date: CFTC Governance Requirements for Derivatives

2024 Clearing Organizations (See 88 FR 44675- 44694 (July 13, 2023)).

August 31, South Korea | Expiry of the FSS exemption from margin requirements for non-centrally

2024 cleared equity options.

September us Under CFTC rules only, initial margin requirements apply to covered swap

1,2024 entities with material swaps exposure (average (month-end) aggregate

notional amount from March, April, and May 2024 exceeding USD 8
billion).
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Australia

Canada

Hong Kong

Korea

Singapore

Japan

Brazil

Saudi Arabia

Australia: Initial margin requirements apply to Phase 6 APRA covered
entities with an average (month-end) aggregate notional from March,
April, and May 2024 amount exceeding AUD 12 billion.

Canada: Under both OSFI and AMF guidelines, initial margin requirements
apply to Phase 6 covered entities with average (month-end) aggregate
average notional amount from March, April, and May 2024 exceeding
CAD 12 billion.

Hong Kong: Initial margin and risk mitigation requirements apply to
HKMA Als and SFC LCs with an average (month-end) aggregate notional
amount from March, April, and May 2024 exceeding HKD 60 billion.

Korea: Initial margin requirements apply to financial institutions with
derivatives exceeding more than average (month-end) aggregate KRW 10
trillion based on calculation from March, April, and May 2024.

Singapore: Initial margin requirements apply to MAS covered entities with
an average (month-end) aggregate notional amount from March, April,
May 2024 exceeding SGD 13 billion.

Japan: Initial margin requirements apply to JFSA covered entities with an
average (month-end) aggregate notional amount from March, April, and
May 2024 exceeding JPY 1.1 trillion.

Brazil: Initial margin requirements apply to financial institutions and other
entities authorized to operate by the Central Bank of Brazil which have an
average (daily) aggregate notional amount from March, April, and May
2024 exceeding BRL 25 billion.

SA: Initial margin requirements apply to covered entities belong to a
group whose average (month-end) aggregate notional amount of non-
centrally cleared derivatives from March, April, and May 2024 exceeds
EUR 8 billion.

September 1,
2024

South Africa

Initial margin requirements apply to a provider with average (month-end)
aggregate notional amount from March, April, and May 2024 exceeding
ZAR 8 trillion. (per amended rule pending finalization).

September
28,2024

September
30,2024

September
30,2024

Q4 2024/Q1
2025

Canada

EU

Multilateral Instrument 93-101, Business Conduct Rules become
effective.

Go-live of UK EMIR Refit reporting.

Publication of 1-,3- and 6-month synthetic US dollar LIBOR settings will
cease.

Earliest expected start date for the Internal Model Approach (IM)
reporting requirements under the CRR Il market risk standard.
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October 1,
2024

October 21,
2024

October 21,
2024

December
2024

December
31,2024

December
31,2024

January 1,
2025

December
31,2024

December
31,2024

January 1,
2025

January 1,
2025

January 1,
2025

us

Expiration of temporary CFTC relief regarding capital and financial
reporting for certain non-US nonbank swap dealers (See CFTC Staff
Letter No. 22-10 and CFTC Staff Letter No. 21-20) *relief would also
expire upon the Commission’s issuance of comparability determinations
for the jurisdictions in question.

Australia

Go-live of ASIC Derivative Transaction Rules (Reporting) 2024

Singapore

Go-live of the updated MAS OTC derivatives trade reporting regime.

South Korea

Expected go-live of UTI reporting (Phase 1)

The FCA direction under the temporary transitional powers allowing UK
firms to execute certain trades with EU clients on EU venues (even though
there is no UK equivalence decision in respect of those venues) expires
at the end of 2024

Expiration of relief under CFTC Letter No. 22-16 which extends no-action
positions in response to Brexit for certain entity-level and transaction-
level requirements, allowing reliance on EU Comparability Determinations
until the earlier of (i) the effective date of any comparability determination
issued for the UK to the extent such determination encompasses the
subject matter of the EU Comparability Determinations; or (ii) December
31,2024,

Expected implementation of the Basel 3.1 standards

Annual compliance date for entities and investment funds to comply with
the margin requirements for uncleared derivatives under Banco de
México's Circular 2/2023 if average aggregate notional amount exceeds
UDI 20 billion based on month-end calculation period from March to May
2023

Deadline for banks, broker dealers and investment funds with average
(month-end) aggregate notional amount from March, April, and May 2022
of UDI 20 billion to comply with the margin requirements for uncleared
derivatives under Banco de México's Circular 2/2023.

Expected implementation of FRTB and CVA risk under the CRR Il
proposal.

Australia

Basel Ill: Expected implementation of APRA FRTB and CVA risk (APS 116
and APS 180) frameworks.

Singapore

With regards to the final Basel Il reforms in Singapore, compliance with
capital adequacy and disclosure requirements for revised market risk and
CVA standards will come into effect from 1 January 2025.

The output floor transitional arrangement of 55% will commence from 1
January 2025.
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January 1, Expected implementation date for the minimum regulatory requirement
2025 for Basel Ill revised market risk and CVA risk.
January 1, Implementation date for all Basel Ill standards
2025
January 1, us Under US Prudential Regulations only, initial margin requirements apply
2025 to covered swap entities with material swaps exposure (average (daily)
aggregate notional amount from June, July, and August 2024 exceeding
USD 8 billion).
Initial margin requirements apply to counterparties with an average
EU (month-end) aggregate notional amount from March, April, and May 2024
exceeding EUR 8 billion.
Initial margin requirements apply to counterparties whose average
Switzerland | (month-end) aggregate notional amount from March, April, and May 2024
exceeds CHF 8 billion.
Initial margin requirements apply to counterparties with an average
UK (month-end) aggregate notional amount from March, April, and May 2024
exceeding EUR 8 billion.
March 1, Australia Three-month calculation period begins to determine whether the average
2025 us aggregate notional amount of derivatives for an entity and its affiliates
EU exceeds the lowest threshold for application or revocation of initial
Canada margin requirements as of the next relevant compliance date of either
Hong Kong | September 1, 2025, or January 1, 2026 (EU/UK/CHF).
Korea
Switzerland | In the US, this calculation period only applies under CFTC regulations. In
Singapore Mexico, the corresponding compliance date is December 31, 2026.
Japan
Brazil Brazil is daily and all others are month-end for March, April, and May
South Africa | average aggregate notional amount.
UK
Mexico
Saudi Arabia
March 31, Japan Basel lll: Expected implementation of revised credit risk, CVA, market risk
2025 (FRTB) for domestic banks not using IMM.
April 07, Japan Proposed implementation date for UPI and Delta under the revised
2025 Guideline on the JFSA reporting rules.
June 07, us Three-month calculation period begins under U.S. Prudential Regulations
2025 to determine whether the daily average aggregate notional amount of
derivatives for an entity and its affiliates exceeds the USD 8 billion
threshold for application or revocation of initial margin requirements as
of January 1, 2026.

June 18,
2025

End of the temporary exemption for pension scheme arrangements from
clearing and margining under UK EMIR.
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September
01,2025

July 1,2025

us

Australia

Canada

Hong Kong

Korea

Singapore

June 30, EU The temporary recognition of UK CCPs (LME, ICE and LCH) under the
2025 EMIR 2.2 framework expires. Unless further addressed, following this
date, EU firms could not have access to the UK CCPs and would need to
relocate their clearing activities to EU CCPs. Under EMIR 2.2, ESMA has
also performed its tiering assessment, with LME becoming a Tier 1 CCP
whereas ICE and LCH are considered Tier 2 CCPs.
June 30, EU The temporary exemption from clearing and margin requirements for
2025 cross-border intragroup transactions under EMIR expires.
Q32025 Expected go-live of the updated HKMA and SFC OTC derivatives trade
reporting regime.
July 71,2025 us The Basel Ill endgame proposal has an effective date of July 1st, 2025,

accompanied by a 3-year phase-in period for the new ERBA RWAs that
starts at 80% of total RWA and phases in incrementally each year until
July Tst, 2028.

Expected implementation of the Basel 3.1 standards

Under CFTC rules only, initial margin requirements apply to covered swap
entities with material swaps exposure (average (month-end) aggregate
notional amount from March, April, and May 2025 exceeding USD 8
billion).

Australia: Initial margin requirements apply to Phase 6 APRA covered
entities with an average (month-end) aggregate notional amount from
March, April, and May 2025 exceeding AUD 12 billion.

Canada: Under both OSFI and AMF guidelines, initial margin requirements
apply to Phase 6 covered entities with average (month-end) aggregate
average notional amount from March, April, and May 2025 exceeding
CAD 12 billion.

Hong Kong: Initial margin and risk mitigation requirements apply to
HKMA Als and SFC LCs with an average (month-end) aggregate notional
amount from March, April, and May 2025 exceeding HKD 60 billion.

Korea: Initial margin requirements apply to financial institutions with
derivatives exceeding more than average (month-end) aggregate
notional amount of KRW 10 trillion based on calculation from March,
April, and May 2025.

Singapore: Initial margin requirements apply to MAS covered entities with
an average (month-end) aggregate notional amount from March, April,
and May 2025 exceeding SGD 13 billion.
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Japan

Brazil

Saudi Arabia

Japan: Initial margin requirements apply to JFSA covered entities with an
average (month-end) aggregate notional amount from March, April, and
May 2025 exceeding JPY 1.1 trillion.

Brazil Initial margin requirements apply to financial institutions and other
entities authorized to operate by the Central Bank of Brazil which have an
average (daily) aggregate notional amount from March, April, and May
2025 exceeding BRL 25 billion.

Saudi Arabia: Initial margin requirements apply to covered entities belong
to a group whose average (month-end) aggregate notional amount of
non-centrally cleared derivatives from March, April, and May 2025
exceeds EUR 8 billion.

September
01,2025

September
30,2025

Q4, 2025

South Africa

South Korea

Initial margin requirements apply to a provider with average (month-end)
aggregate notional amount from March, April, and May 2025 exceeding
ZAR 8 trillion. (per amended rule pending finalization).

Deadline for development banks and corporates with average (month-
end) aggregate notional amount from March, April, and May 2022 of UDI
20 billion to comply with the margin requirements for uncleared
derivatives under Banco de México's Circular 2/2023.

Expected go-live of UPI and CDE reporting (Phase 2)

November
15,2025

EU

The CRR 2 IMA reporting requirements for market risk will be applicable
from November 15, 2025, in the EU. As things stand currently in the CRR
3 political process, these IMA reporting requirements may become
obsolete as we are still looking at a January 1, 2025, start date for the
capitalization of market risk in the EU. However, IMA Reporting could still
become live if the European Commission decides to enact the two-year
delay mentioned under the CRR3 Article 467a FRTB delegated act. As this
may still evolve in the CRR 3 negotiations, ISDA will keep monitoring
developments in this area.

December
01, 2025

December
31, 2025

January 01,
2026

us

Mexico

Australia

Expiry of extension of relief concerning swap reporting requirements of
Part 45 and 46 of the CFTC's regulations, applicable to certain non-US
swap dealers (SD) and major swap participants (MSP) established in
Australia, Canada, the European Union, Japan, Switzerland and the United
Kingdom, that are not part of an affiliated group in which the ultimate
parent entity is a US SD, US MSP, US bank, US financial holding company
or US bank holding company. See CFTC Staff Letters No. 20-37 and No.
22-14.

Annual compliance date for entities and investment funds to comply with
the margin requirements for uncleared derivatives under Banco de
México’'s Circular 2/2023 if average (month-end) aggregate notional
amount exceeds UDI 20 billion from March, April, and May 2024.

Basel Ill: Expected implementation of APRA FRTB and CVA risk (APS 116
and APS 180) frameworks.



https://www.cftc.gov/csl/20-37/download
https://www.cftc.gov/csl/22-14/download
https://www.cftc.gov/csl/22-14/download
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January 01, SilpleElolelf=l \\/ith regards to the final Basel Il reforms in Singapore, the output floor
2026 transitional arrangement of 60% will commence from 1 January 2026.
January 01, EU Expiry of the suspension of the BMR rules allowing EU supervised entities

2026 to continue to use non-EU benchmarks.
January 01, S\WivEleB Expiry of the two-year derogation from margin rules in respect of non-
2026 centrally cleared over-the-counter derivatives, which are single-stock
equity options or index options.
January 01, Under US Prudential Regulations only, initial margin requirements apply
2026 to covered swap entities with material swaps exposure (average (daily)
aggregate notional amount from June, July, and August 2025 exceeding
USD 8 billion).
EU
Initial margin requirements apply to counterparties with an average
(month
Switzerland | Initial margin requirements apply to counterparties whose average
(month-end) aggregate
Initial margin requirements apply to counterparties with an average
UK (month-end) aggregate notional amount from March, April, and May 2025
exceeding GBP 8 billion.
January 04, Expiry of the two-year derogation from margin rules in respect of non-
2026 centrally cleared over-the-counter derivatives, which are single-stock
equity options or index options.
January 04, Expiry of the two-year derogation from margin rules in respect of non-
2026 centrally cleared over-the-counter derivatives, which are single-stock
equity options or index options.
January 04, Expiry of the derogation from margin rules in respect of non-centrally
2026 cleared over-the counter derivatives, which are single-stock equity
options or index options
February 12, EU CCP R&R (Article 96): The European Commission (EC) shall review the
2026 implementation of this Regulation and shall assess at least the following:
e the appropriateness and sufficiency of financial resources available
to the resolution authority to cover losses arising from a non-default
event
e the amount of own resources of the CCP to be used in recovery and
in resolution and the means for its use
e whether the resolution tools available to the resolution authority are
adequate.
Where appropriate, that report shall be accompanied by proposals for
revision of this Regulation.
June 01, EU Commodity dealers as defined under CCR, and which have been licensed
2026 as investment firms under MiFID 2/ MIFIR have to comply with real
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December
31,2026

January 1,
2027

August 12,
2027

capital/large exposures/liquidity regime under Investment Firms
Regulation (IFR) provisions on liquidity and IFR disclosure provisions.

Expiry of the temporary Intragroup Exemption Regime (TIGER) from
clearing and margin requirements

Singapore

With regards to the final Basel Il reforms in Singapore, the output floor
transitional arrangement of 65% will commence from 1 January 2027.

EU

CCP R&R (Article 96): The Commission shall review this Regulation and
its implementation and shall assess the effectiveness of the governance
arrangements for the recovery and resolution of CCPs in the Union and
submit a report thereon to the European Parliament and to the Council,
accompanied where appropriate by proposals for revision of this
Regulation.

With regards to the final Basel Il reforms in Singapore, the output floor
transitional arrangement of 70% will commence from 1 January 2028.

January 1, Singapore
2028
January 1, Singapore

2029

2023

With regards to the final Basel Ill reforms in Singapore, the output floor
transitional arrangement of 72.5% will commence from 1 January 2029.

2024

2025

Oct-Dec Jan-Mar Apr-Jun Jul-Sep Oct 2024- Post April 2025
2023 2024 2024 2024 Mar 2025

: Q42023

EndMarch 3

LIBOR Transition= 1
synthetic 3-month :
sterling LIBOR :
intended to cease

i Novernber 2023

i Call for Evidence closes
: for Payment Services

i Regulations Review

FCA Policy Statement on Sustainability
1 disclosure requirements (SDR) and
; investment product labels

i PSR Policy Statement finalising

1 outstanding Authorised Push Payment
: |APP) scam prevention policy issues and
1 publishing first set of performance data

Near-term

i 3 March 2025

: Trading activity wind
H i down policy comes

i into force
Q22024

: Strong and Simple—PRA

: Consultation Paper on the

: capital regime for Simpler

: Regime Firms
H : October 2024

: Final Group of payment

: service providers (PSPs)
! implement system to

: provide Confirmation of
: Payee (CoP) service

i Reforms to Solvency Il: Policy
: statement on rule changes
needed to implement the

: matching adjustment

31July2024 ¢

Consumer Duty comesinto : d
force for closed products 1 July 2025
Implementation date of the :
: remaining Basel Il banking 3

End September 2024 3 standards (Basel 3.1) *
LIBOR Transition— 3
Synthetic1,3and :

6 month US dollar LIBOR :
intended to cease }

31 October 2025 @

Revised connection deadline for ©
pension providers for pension ©
dashboard obligations @

Medium-term

Wholesale financial markets



https://www.fca.org.uk/publication/corporate/regulatory-initiatives-grid-nov-2023.pdf

European London

‘E \/ “ {\\ Venues & ‘L ‘E |B // S Energy
Intermediaries Brokers'
Association

Association

This section includes initiatives aimed at improving the effectiveness of regulation and reducing
the burden on firms whilst maintaining the highest standards of regulation and market
efficiency, both with the ultimate aim of promoting competition and innovation.

There are three new initiatives in this section of the Grid on the Intermittent Trading Venue
Sandbox, PRA/FCA consultation on margin requirements for non-centrally cleared derivatives
and next steps following the recommendations of the Investment Research Review.

There are four wholesale financial markets initiatives in the completed/stopped annex.

There are five Wholesale Financial Markets initiatives in the new separate Smarter Regulatory
Framework section.

o Four of these initiatives were included in the previous Grid: Prospectus Regime Reform,
Wholesale Markets Review, the Review of the Securitisation Regulation and the Review
of the Short Selling Regulation.

o Oneis anew initiative to the Grid: Data Reporting Services Regulations

Accessing and using wholesale data

H N ) I I

Market study assessing potential competition issues about benchmarks, credit rating data and
market data vendors.
Related initiatives: Amendments to derivatives reporting regime under UK EMIR »

Market study update published on 31 August 2023. Market study report will be published on, or
before, 1 March 2024 at the latest.

Intermittent Trading Venue Sandbox [New]

Indicative
impact on

firms

[T TEeT T |

The Intermittent Trading Venue (ITV) is being developed as a new market which will allow private
companies to access global investors. The ITV will be delivered through the FMI Sandbox
powers introduced in FSMA 2023. The Government has committed to have the ITV Sandbox up
and running before the end of 2024.

PRA/FCA consultation on margin requirements for non-centrally cleared derivatives [New]

L [0 I I I

PRA and FCA are consulting on proposals which aim to extend the temporary exemption for
single stock equity options and index options from the UK bilateral margin requirements from 4

13
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January 2024 until 4 January 2026 and set out the PRA and FCA's proposed approach to pre-
approving bilateral initial margin models.

e Consultation paper was published on 18 July 2023 and the consultation closed on 18 October
2023. The PRA and FCA will confirm the finalised amendments in a Policy Statement in Q4 2023

Amendments to derivatives reporting regime under UK EMIR

-

e The FCA and BoE have made amendments to the derivatives reporting regime under UK EMIR
to align the UK regime with international standards as set by the Committee on Payments and
Market Infrastructures and International Organization of Securities Commissions (CPMI-IOSCO)
to ensure a more globally consistent data set and improve data quality.

e Related initiatives: Accessing and using wholesale data »

e Policy Statement, schemas and validation rules were published in Q1 2023.

e The changes will be effective from 30 September 2024.

Digital Securities Sandbox

Indicative
impact on

firms

c BT T T ]

e |egislation to create Financial Market Infrastructure Sandboxes was introduced in FSMA 2023.
Treasury has now consulted on the creation of the first of these — a Digital Securities Sandbox
aimed at facilitating the use of DLT and tokenisation in the trading and settlement of traditional
securities.

e Firmsinthe DSS, which will be run by the Bank and FCA, will be able to make use of temporarily
amended legislation, particularly in the CSDR to combine functions currently performed
separately by trading venues and CSDs.

e This will be done within limits set by the regulators. If successful, the Treasury will then make
these changes permanently allowing participating firms to transition to unrestricted operation.

e The Government published a Consultation Paper outlining its approach to the DSS in July 2023

Smarter Regulatory Framework

e The Treasury (HMT) has concluded its Future Regulatory Framework (FRF) Review. In their
December 2022 and July 2023 publications, HMT set out the Government's plans for repealing
and replacing retained EU law (REUL). This put an end to the current transitional period, allowing
the UK's financial services regulators (here the Bank of England, FCA, PRA and PSR) to tailor the
rules to best suit UK markets.

¢ Inresponse to stakeholder feedback, we have added this SRF section to provide an overview of
the next steps for the repeal and replacement of REUL. This new SRF section sits alongside the

14
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wider regulatory initiatives set out in the other sections above. A number of initiatives included
in previous Grids have now been moved into this new section (as indicated by the lack of dots
under the ‘new entry’ column). These are highlighted in the introductions to each sector earlier
on in the Grid.

e [For each initiative within this section, we have set out the sector it would fit into to, a brief
description, its expected key milestones, its indicative impact on firms and whether it is of
interest for consumers. Like other initiatives in the Grid, the key milestones are set out as
expected at the date of publication and may change.

e The Government and regulators want to ensure an orderly and phased transition from
legislation to their rulebooks that also manages the impact of these changes on industry.

e As such, work has been broken down into ‘tranches’. Work is already underway on Tranche 1
(eg work on Solvency I, the Prospectus Regulation and the Securitisation Regulation). and
Tranche 2. There is also information provided below about next steps for other initiatives
included in the Grid for the first time where work is underway. We will provide updates on
additional work and further tranches in future Grids.

e Forum members will also keep stakeholders updated on substantive changes through their
respective websites as appropriate in advance of the next Grid publication, planned for H1 2024.
You can find additional information about the new framework — including updates on wider
framework reforms such as the new statutory panels to scrutinise cost benefit analyses,
approach to the new secondary competitiveness duty, and rule review framework — here:

e HMT's SRF publications webpage

e FCA's Regulatory framework reforms webpage

e PRA's future approach to policy discussion paper

Tranche 1

Data Reporting Services Regulations (DRSRs) [New]

Indicative
impact on

firms

H LET TN ET] TE]

e Repeal and replacement of the REUL related to Data Reporting Service Providers. This includes
the DRSRs as well as other related EU law. One aim of this exercise is to encourage the
emergence of a consolidated tape in the UK, as consulted on in the Wholesale Markets Review.

e Draft Sl of the reformed Data Reporting Service Regulation S| was published at Mansion House
(July 2023).

e The Slis being laid in November 2023.

Wholesale Markets Review


https://www.gov.uk/government/collections/a-smarter-regulatory-framework-for-financial-services
https://www.fca.org.uk/firms/regulatory-framework-reforms
https://www.bankofengland.co.uk/prudential-regulation/publication/2022/september/pra-approach-to-policy
https://www.gov.uk/government/publications/data-reporting-services-regulations-2023-draft-si-and-policy-note
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Indicative :
impact on
firms :

w B T T T T 1]

e The Financial Services and Markets Act 2023 (FSMA 2023) received Royal Assent on 29 June
2023. FSMA 2023 is a key milestone in delivering the commitments set out in March 2022 in
the consultation response to the Wholesale Markets Review (WMR), the review of wholesale
markets Treasury and the FCA conducted in 2021.

e The FCA published the policy statement on improving equity markets (PS 23/4) in May 2023,
and the guidance on the trading venue perimeter (PS23/11) in July 2023. The FCA consulted on
the framework for a UK consolidated tape (CP 23/15) in July 2023, and aim to publish the policy
statement in Q4 2023. The FCA plan to consult on changes to the commodity derivatives regime
and the transparency regime for bonds and derivatives in Q4 2023.

e FCA consultation on the framework for a UK consolidated tape (CP23/15) published in July
2023. The FCA aim to publish the policy statement in Q4 2023. FCA consultation on commodity
derivatives and on transparency regime for bonds and derivatives in Q4 2023.

Tranche 2

Leverage ratio — contingent leverage

Indicative
impact on

firms

e In October 2022, the PRA proposed changes to leverage ratio reporting, and new ICAAP
guidance for firms. The changes aimed to monitor and mitigate risks from ‘contingent’ leverage
(where firms cannot replicate capital-efficient trades in a stress).

e The FPC welcomed the consultation at the same time. The PRA finalised the policy through
PS5/23 in May 2023, with ICAAP changes taking immediate effect, and reporting changes
coming into effect on 1 January 2024.

e Consultation published October 2022.

e Finalised policy published May 2023, with ICAAP changes coming into immediate effect.
Reporting changes coming into effect on 1 January 2024

Improving Money Market Resilience as part of UK commitment to FSB 2021 review of March 2020
Dash for Cash

16
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e Improve Money Market Fund Resilience as part of UK commitment to FSB 2021 review of March
2020 Dash for Cash and transfer the majority of Money Market Fund Regulation requirements
from retained EU law into the FCA Handbook and other policy materials.

e Related initiatives: Overseas funds regime »

e Consultation Paper Q4 2023.

Review of the short selling regulation - including a call for evidence

Indicative
impact on

firms

e Repeal and replace the retained EU regulation of short selling with a new short selling regime,
which is proportionate and appropriate for UK markets.
e (Call for Evidence was December 2022 - March 2023.

Review of the Senior Managers and Certification Regime (SM&CR)

e The Government and regulators commenced a review of the SM&CR in March 2023. The
Government launched a Call for Evidence and the FCA and PRA issued a joint Discussion Paper.
Feedback is currently being assessed. The regulators will work together with the Treasury to
bring forward proposals for consultation on potential improvements and reforms. Treasury's
Call for Evidence published in March 2023. Joint FCA/PRA Discussion Paper published in March
2023. Consultation Paper to be published in 2024.

Transforming data collection building on Digital Regulatory Reporting

e A joint Bank and FCA response was published in July 2023, outlining what we delivered during
phase 1, and plans for phase 2.
e The publication shows delivery of the following:
o Completion of phase one discovery and design work, with recommendations for the
Quarterly Derivatives statistical return (Form DQ) and Financial Resilience Survey (FRS)



https://www.gov.uk/government/consultations/short-selling-regulation-call-for-evidence
https://www.bankofengland.co.uk/news/2023/august/data-standards-review-with-recommendations-and-boe-fca-response
https://www.bankofengland.co.uk/news/2023/july/transforming-data-collection-boe-and-fca-deliver-on-phase-one
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o Anupdate on the phase two uses cases — Retail Banking Business Model Data, Strategic
Review of Prudential Data Collection and Incident, Outsourcing and Third Party
Reporting

o Completion of the Data Standards Review

o A Digital Regulatory Reporting 2023 update

o Announcement that the programme will publish a refreshed strategy in Q1 2024

o Ajoint Town Hall event held on Thursday 13 July 2023

The joint FCA, Bank and PRA transformation programme began in June 2021, The programme
will have regular external engagement sessions as solutions are designed and developed.

The Bank and FCA met their commitment in delivering on the phase one recommendations by
July 2023. Phase two of the programme began in September 2022 focusing on a new set of use
cases. The next update to industry will be in November 2023 and include information about the
recommendations and regulator response for the phase two use cases. A website dedicated to
the Transforming Data Collection programme will be launched in November 2023. The
programme will publish a refreshed strategy in Q1 2024.

Senior Managers and Certification Regime (SM&CR) for Financial Market Infrastructures (FMIs)

. oo [ [ |

The SM&CR for FMIs is intended to enhance the accountability of senior managers and improve
governance arrangements at certain systemically important firms. Treasury introduced a new
SM&CR in FSMA 2023. The new regime can be applied to CCPs and CSDs, as well as to RIEs
and CRAs if deemed to be appropriate, following consultation. The new SM&CR for FMIs was
introduced in FSMA 2023.

The implementation on the regime will require secondary legislation. Treasury is considering
the outcomes of the call for evidence on the wider SM&CR, before taking any further action to
implement.

Diversity and Inclusion in Financial Services [Timing updated]

Indicative

Oct-Dec
2023
Jan - Mar
2024
Apr - Jun
2024

Following the joint Discussion Paper (DP21/1) published in July 2021, the regulators (PRA, FCA)
published their separate Consultation Papers on the 25 September 2023, which contain policy
proposals that aim to support progress on improving diversity and inclusion across the financial
sector

Consultation Paper published in September 2023.

Policy Statement in H2 2024.



https://www.bankofengland.co.uk/prudential-regulation/transforming-data-collection
https://www.fca.org.uk/publication/discussion/dp21-2.pdf
https://www.fca.org.uk/publication/consultation/cp23-20.pdf
https://www.fca.org.uk/publication/consultation/cp23-20.pdf
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LIBOR Transition [Timing updated]

Oct-Dec
2023

Jan - Mar

2024
Jul - Sep

JE S

Apr - Jun
2024
Post April

[ IO [ ]

Secure a fair, clear and orderly transition from LIBOR to robust, reliable and clean alternative
risk-free rates.

The FCA has compelled production of synthetic LIBOR for a limited number of settings and has
been clear that these synthetic settings are only a temporary measure.

Following FCA announcements in November 2022, April and May 2023, end dates have now
been announced for all LIBOR settings.

End-March 2024: Synthetic 3-month sterling LIBOR setting is intended to cease. End-September
2024: Synthetic 1-, 3- and 6-month US dollar LIBOR settings are intended to cease.

Market participants must ensure they are prepared for these final synthetic LIBOR settings to
cease at the end of March and end of September 2024. Parties to contracts still referencing
LIBOR should be taking steps to transition to robust, appropriate reference rates, re-negotiating
with counterparties where necessary. UK authorities will continue to work closely with
international counterparts to monitor transition from synthetic settings in legacy contracts.

Reforming the ring-fencing regime for banks [Timing updated]

Indicative
impact on
firms

The Government published a draft Statutory Instrument for consultation on 28 September 2023
on a package of reforms to improve the ringfencing regime. At the same time, the PRA published
a consultation on third country branches and subsidiaries of ringfenced banks, in connection
with HMT's legislative proposals. Alongside that, the Government has undertaken a Call for
Evidence on aligning the ring-fencing and resolution regimes in the longer term, which
concluded on 7 May 2023.

The Government published a summary of responses to the Call for Evidence on 28 September
2023.

Q1 2024: Lay Statutory Instrument implementing the ring-fencing reforms in parliament (subject
to parliamentary time).

H2 2024 Policy statement on the alignment between ring-fencing and resolution.

Remuneration: Enhancing proportionality for small firms [Q4 2023]


https://www.bankofengland.co.uk/markets/transition-to-sterling-risk-free-rates-from-libor
https://www.fca.org.uk/markets/libor
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e Inearly 2023, the PRA consulted on the first batch of measures that will apply to Simpler-regime
firms. At that time, the PRA also consulted separately on simplifying remuneration requirements
for Material Risk Takers at small firms that were introduced as part of the Capital Requirements
Directive V and which apply additional remuneration rules to Material Risk Takers at these firms
than under the previous UK regime.

e Consultation in Q1 2023 Policy Statement and supervisory statement to be published in Q4
2023.

Reviewing the maximum ratio between fixed and variable remuneration

Indicative s
impact on
firms

L

e The PRA and FCA have published a Consultation Paper and Policy Statement removing the
maximum ratio between fixed and variable remuneration, commonly referred to as the ‘bonus
cap’. These changes are now in effect.

e Policy Statement Q4 2023.

Consultation response on future financial services regulatory regime for cryptoassets [Timing
updated]

o T

e In April 2022, the Economic Secretary to the Treasury set an ambition to make Britain a global
hub for cryptoassets with several commitments including consulting on a future regulatory
regime.

e The consultation paper (published in Feb 2023) set out our initial policy proposals for regulating
a broad suite of cryptoasset activities in the UK. The consultation closed on 30 April 2023.

e The consultation response was published in Q4 2023. Treasury intend to lay secondary
legislation in 2024 which will be accompanied by FCA publications

Consultations on rules for stablecoin regime

P S . e .

e The regulators will be required to consult on rules relating to the stablecoin legislation in the
Financial Services and Markets Act 2023 and forthcoming secondary legislation.


https://assets.publishing.service.gov.uk/media/653bd1a180884d0013f71cca/Future_financial_services_regulatory_regime_for_cryptoassets_RESPONSE.pdf
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e November 2023: publication of Discussion Papers from the Bank and FCA. Follow on FCA
consultation papers (CP) from both the Bank and FCA will be published circa H2 2024. The
timing of the FCA CP is subject to Treasury secondary legislation being laid.

Digital pound

Indicative - :

impact on e

firms MERHER:
AR

L [ I I

e Treasury and the Bank published a joint Consultation Paper on a potential digital pound,
assessing the case for a UK retail central bank digital currency (CBDC) and its proposed design
on 7 February 2023. Treasury and the Bank judge that it is likely that a digital pound will be
needed in the future. Whilst it is too early to commit to build the infrastructure for a digital pound,
further preparatory work is justified so the Bank and Treasury have since moved to a “design
phase”. The Consultation closed on 30 June and Treasury and the Bank will release a summary
of responses in due course.

e Consultation Paper published in Q1 2023 and summary of responses published

Annex: initiatives completed/stopped

HMT Review of the Overseas Persons Exclusion ; Treasury is reviewing the UK’s overseas framework
in relation to the Overseas Persons Exclusion regime. This work has ended

Benchmarks, RFRs & LiBOR Transition

Capital Markets and Market Structure


https://www.bankofengland.co.uk/paper/2023/the-digital-pound-consultation-paper
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2023 2024 2025
EBDEDEDIXDITD

RTS (Under Article 11(15) of EMIR) New reporting rules for derivatives will Margin requirements
on validation of initial margin (IM) apply from 29 April 2024. apply to intragroup

ot models expected to be adopted by transactions from 30 June
the Commission. ESMA Guidelines on reporting under 2025.

EMIR . EMIR REFIT apply from 29 April 2024.
Clearing obligation

European Parliament and the Council are considering the EMIR applies to intragroup
3.0 proposal during 2023 and H1 2024. Agreement expected to transactions from 30 June
be reached before the Parliamentary elections in June 2024. 2025.

The European Market Infrastructure Regulation (EU EMIR) places clearing, risk mitigation and reporting
requirements on counterparties to derivatives contracts, central counterparties ((CCPs) and trade repositories.
EU EMIR also sets out registration and supervision requirements applicable to CCPs and trade repositories.
Since its application, EMIR has been amended by EMIR REFIT and EMIR 2.2.
Adopted in December 2022, proposals for the EMIR 3.0 package, comprising a proposed Regulation and
Directive are passing through the legislative process. EMIR 3.0 will amend EU EMIR and other sectoral
legislation to mitigate excessive exposures to third country CCPs and improve the efficiency of EU clearing
markets, as well as to enhance the monitoring and treatment of concentration risk towards CCPs and the
counterparty risk on centrally cleared derivatives transactions.
Recently adopted Level 2 measures have deferred the application of some of EMIR's requirements to
intragroup transactions
On 1 February 2023, in view of IBOR transition ESMA published a Final Report submitting to the European
Commission draft RTSs: (i) under Article 5(2) of EMIR on the CO; and (i) under Article 32 of MiFIR on the
Derivatives Trading Obligation (DTO). Subject to endorsement by the Commission the RTS on the CO will enter
into force on publication, and the RTS on the DTO will enter into force on application of the MiFID3/MiFIR2
package. Final draft RTS under Art 11(15) EMIR were published in July 2023 by the EBA, setting out supervisory
procedures for initial and ongoing validation of initial margin (IM) models used to determine the level of margin
requirements for uncleared over the counter (OTC) derivatives.
ESMA published final Guidelines on reporting under EMIR REFIT on 20 December 2022, providing clarification
on compliance with the EMIR technical standards. The Guidelines apply from 29 April 2024.
Intragroup transactions:

o Commission Delegated Regulation (EU) 2023/314 has extended the deferred date of the

application of margin requirements for intragroup transactions to 30 June 2025.
o Delegated Regulation (EU) 2023/315 has extended the deferred date of application of the CO for
intragroup transactions set in the three Commission Delegated Regulations to 30 June 2025.

The European Parliament and the Council of the European Union are considering the EMIR 3.0 package during
2023 and H1 2024. EU Member States are expected to implement the amendments set out in the proposed
Directive 12 months after the date of the entry into force of the proposed Regulation.

UK MIFID/R AND WHOLESALE MARKETS REVIEW

2023 2024 2025

Draft DRSRs 2023  FCA consultation on FCAto The government and the FCA plan Financial Services

published 28 commaodity introduce new to introduce a regulatory regime to and Markets Acll
MIFIDIR AND Ry o) derivatives regulatory  Investment support a consolidated tape for 2000 (Commodity

ppol p o
WHOLESALE framework closes 16  Research rules market data in 2024 Derivatives and
LLLUCIEIN FCA Policy February in H1 2024, : Emission
R Statement on . The govemment plans to introduce gggga:;;ﬂ%?fr

for contaloted " closing dhied g5 an TV Sandbox before the end of force 1 January

tape published 20  closes 28 February. 2024. 2025.

December 2023.


https://financialmarketstoolkit.cliffordchance.com/en/Training-and-Presentations/insights-call-recordings/insights-on-derivatives/previous-calls/insights-on-derivatives--examining-emir-3-0---risks-and-opportun.html
https://www.cliffordchance.com/briefings/2023/06/emir-refit--new-eu-and-uk-rules-for-reporting-derivatives.html
https://www.cliffordchance.com/briefings/2023/06/emir-refit--new-eu-and-uk-rules-for-reporting-derivatives.html
https://www.cliffordchance.com/briefings/2023/06/emir-refit--new-eu-and-uk-rules-for-reporting-derivatives.html
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2022/09/implementation-of-the-uk-wholesale-markets-review.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2022/09/implementation-of-the-uk-wholesale-markets-review.pdf
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e The Wholesale Markets Review (WMR) identified areas of reform to better calibrate the post-Brexit
regulatory framework to the UK's secondary markets.

e FSMA 2023 plays a key role in delivering the outcomes of the WMR by:

o (i) making immediate changes to retained EU law (including UK MiFIR) to deliver the WMR
proposals considered highest priority; and

o (i) delivering other proposals through the planned repeal and revocation framework for
retained EU law which is set out in the Act.

e The package of Edinburgh Reforms published in December 2022v (supplemented by the Mansion
House Reforms published in July 2023) build on the WMR by including MiFID/MiFIR in Tranches 1 and
2v of the government’s repeal and reform programme, as well as including other measures to reform
the UK wholesale market.

e Delivering on a WMR recommendation, the government and the FCA plan to introduce a regulatory
regime to support a consolidated tape for market data by 2024. FCA’'s Policy Statement on the
framework was published on 20 December 2023. HM Treasury has published near final draft
regulations (DRSRs 2023) to replace the Data Reporting Services Regulations 2017 and relevant rained
EU law. The draft regulations require approval by both houses of Parliament before they can be made.

e Asenvisaged by the WMR, the Financial Services and Markets Act 2000 (Commodity Derivatives and
Emission Allowances) Order 2023 adopted in May 2023 will come into force on 1 January 2025,
removing burdens from firms trading commodities derivatives as an ancillary activity. The FCA is also
consulting until 16 February 2024 on reforms to the commaodity derivatives regulatory framework.

e The FCA plans to introduce rule changes in H1 2024 implementing the July 2023 recommendations
of the Investment Research Review to improve levels of investment research on UK companies.

e Specific timing not yet announced

o Outcome of joint work by government, the regulators and market participants to trial a new
wholesale intermittent trading venue (ITV).

o AnITV sandbox will be introduced by end-2024.

o Qutcome of government and FCA work on the boundary between regulated financial advice
and financial guidance.

o The outcomes of the Overseas Framework Review launched by HM Treasury in December
2020 which may include proposals on potential changes to the UK’s regime for overseas firms
and activities, with impact on wholesale market regulation.

EU MIFID2/MIFIR

2023 2024 2025

Revised Guidelines Formal adoption of ~ Various technical standards, reports and delegated acts Fintech Amending
on MiFID 2 MiFID3/MIFIR2 mandated by MiFID3/MiFIR2 under development during Directive amends
remuneration, expected early 2024. 2024, MiFID2 from 17

itabili J 2025.
5u|talbll ity ts Trilogue negotiations and adoption of the Listing Act package, which anuary
fequiremen would amend MIFID2/MIFIR, expected during 2024.
product governance
apply from 3 Council and European Parliament considering proposed Retail Investment
October 2023. package published May 2023. European Parliament's ECON committee

expected to vote on its draft reports on the package on 20 March 2024,

EU MIFID2/MiFIR package

The extensive legislative package known as MIFID 2 (comprising the MiFID 2 Directive and the MiFIR
Regulation) has since 2018 been the cornerstone of EU legislation governing the authorisation and operation
of investment firms and the buying, selling and organised trading of financial instruments.

The MIFID 2 ‘Quick Fix" measures in response to Covid-19 have applied since February 2022 and measures to
integrate sustainability into the package were introduced in August and November 2022.



https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2022/09/implementation-of-the-uk-wholesale-markets-review.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2022/09/implementation-of-the-uk-wholesale-markets-review.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2022/12/uk-edinburgh-reforms-impact-on-financial-services.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2023/06/uk-edinburgh-reforms-six-months-on.pdf
https://www.cliffordchance.com/briefings/2023/07/revoking-and-replacing-retained-eu-law--how-do-fsma-2023-and-the.html
https://www.cliffordchance.com/briefings/2023/07/revoking-and-replacing-retained-eu-law--how-do-fsma-2023-and-the.html
https://www.cliffordchance.com/briefings/2023/07/uk-financial-services-and-markets-act-2023--building-a--smarter-.html
https://www.cliffordchance.com/briefings/2023/07/uk-financial-services-and-markets-act-2023--building-a--smarter-.html
https://financialmarketstoolkit.cliffordchance.com/en/financial-markets-resources/resources-by-type/blogs/reg-radar/Financial_Services_and-Markets-Act_2023---june-2023-1.html
https://financialmarketstoolkit.cliffordchance.com/en/financial-markets-resources/resources-by-type/blogs/reg-radar/Financial_Services_and-Markets-Act_2023---june-2023-1.html
https://financialmarketstoolkit.cliffordchance.com/en/financial-markets-resources/resources-by-type/blogs/reg-radar/Consolidated_Tape---june-2023.html
https://financialmarketstoolkit.cliffordchance.com/en/financial-markets-resources/resources-by-type/blogs/reg-radar/a-multi-pronged-approach-to-boosting-investment-research-in-the-.html
https://financialmarketstoolkit.cliffordchance.com/en/financial-markets-resources/resources-by-type/blogs/reg-radar/a-multi-pronged-approach-to-boosting-investment-research-in-the-.html

European London
‘E \/ “ {\\ Venues & ‘L ‘E |B // S Energy

Intermediaries Brokers'

Association Association

In addition, new legislative measures following a review of the framework (sometimes referred to as
‘MiFID3/MIiFIR2’) are expected to be adopted in early 2024. MiFID2 will also see further changes due to
initiatives being introduced under the Capital Markets Union (CMU) Action Plan

The Council and the European Parliament reached provisional political agreement on the MiFID3/MiFIR2
package on 29 June 2023. Final compromise texts on the package were published on 18 October 2023. The
package will make changes to MiFID2 and MIFIR to improve market data access and transparency, including
measures to facilitate the introduction of an EU consolidated tape. The package is expected to be formally
adopted early in 2024 and to apply 20 days after publication in the Official Journal of the European Union.

An incoming CMU initiative to support access to public markets (known as the Listing Act package) (see Slide
19), will among other things amend MiFID 2's provisions on research unbundling and SME growth markets, to
stimulate investment in SMEs.

The incoming Fintech Amending Directive (see Slide 18) will strengthen operational resilience of MiFID firms
by amending the MiFID2 Directive to apply the provisions of the DORA Regulation (see Slide 35).

The Commission'’s proposal for a Retail Investment package published on 23 May 2023 sets out measures to
increase consumer participation in capital markets (see Slide 22). The package includes proposed
amendments to MiFID2 (and other sectoral legislation) to introduce simplified/improved disclosures on
products, new provisions relating to sophisticated retail investors and harmonisation of professional
standards for advisers. The European co-legislators will continue to consider the package during 2024.

UK SHORT SELLING
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on 27 November 2023, Share capital.

The Short Selling

FSMA 2023 will repeal retained EU law on financial services and will give HM Treasury powers to amend,
restate and replace that law.

HM Treasury is working on the introduction of a new replacement UK short selling regime to enter into force
on repeal of the UK short Selling Regulation (UK SSR).

HM Treasury has published its proposed policy and draft secondary legislation on replacement of the UK SSR,
with the aim of ensuring that the UK’s approach to regulating the short selling of shares admitted to trading
reflects the specificities of UK markets, continuing to facilitate the benefits of short selling, whilst also
protecting market participants and supporting market integrity.

Reform of the UK SSR was allocated to Tranche 2 of the repeal and reform programme outlined in the
Edinburgh Reform package published on 9 December 2022.

HM Treasury’s call for evidence on the UK SSR closed on 5 March 2023. Responses will inform considerations
as to the appropriate framework for the regulation of short selling. HM Treasury published a response
document on 11 July 2023 summarising the feedback received.

The call for evidence did not explore other specific provisions in the UK SSR including the short selling regime
for UK sovereign debt and UK sovereign credit default swaps. On 11 July 2023, HM Treasury published a
separate consultation document on sovereign debt and CDS aspects of the regime, summarising views
provided in response to the call for evidence and requesting feedback by 7 August 2023. HM Treasury
published its response to that further consultation on 22 November 2023. The response confirms removal of
restrictions on uncovered short positions in UK sovereign debt and UK sovereign debt CDS, and amendments
to other parts of the short selling regime where necessary.
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The reformed UK short selling regime will be implemented via the new Designated Activities Regime (DAR)
introduced under FSMA 2023. HM Treasury published the draft Short Selling Regulations 2024 on 22
November 2023, along with a Policy Note. HM Treasury will lay the Regulations before Parliament in 2024.
The Short Selling (Notification Threshold) Regulations 2023 were laid before Parliament on 27 November 2023
and will, from 5 February 2024, increase notification threshold for the reporting of net short positions to the
FCA from 0.1% to 0.2% of total issued share capital.

The draft Regulations include empowerments for the FCA to specify firm-facing short selling requirements in
its Handbook. The FCA is expected to consult on relevant rule changes in due course.

EU SFTR

2023 2024 2025
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A data quality dashboard for SFTR is under development during 2023/2024.

EU

SFTR
ESMA's supervisory focus is on monitoring of data reconciliation and the accuracy and integrity of SFTR
reports by trade repositories. ESMA will publish an SFTR data quality report during 2024.

SFTR aims to increase transparency and reduce perceived “shadow banking” risks by requiring counterparties
to report securities financing transactions (SFTs) to a trade repository, requiring UCITS managers and AIFMs
to make pre-contractual and periodical disclosures to investors about their use of SFTs and total return swaps
and imposing conditions on the ‘reuse’ of financial instruments that have been provided as collateral.
ESMA Guidelines for the transfer of data between trade repositories under EMIR and the SFTR were published
in March 2022 and have applied since October 2022.
The key challenge with securities financing transactions (SFTs) is that, while many core regulatory and
supervisory activities of the authorities rely on the data reported and disclosed by market participants, lack of
reliable data can present difficulties in identifying property rights and counterparties and monitoring risk
concentration.
In April 2023, ESMA published its third SFTR data quality report. As regards EMIR and SFTR data quality, ESMA
has been transitioning to a new approach to monitoring and engaging on data quality issues with member
states’ national competent authorities (NCAs), which involves:
o a data quality dashboard with indicators covering the most fundamental data quality aspects;
and
o adata sharing framework which engages relevant authorities to follow up with counterparties in
their jurisdiction upon a detection of a significant data quality issue, such as a breach of
predefined levels in the agreed set of indicators
e ESMA has already worked with NCAs on implementation of a data quality dashboard for EMIR, which has
undergone gradual implementation since May 2022. ESMA is continuing in 2024 with work on an
implementation of the data quality dashboard for SFTR.
e Similar to previous years, ESMA will publish an SFTR data quality report to show the effectiveness of the
collective supervisory efforts of ESMA and the NCAs supervising reporting entities.
e During 2024, ESMA’s supervisory focus is on monitoring the correct reconciliation of data and the
adequate verification of accuracy and integrity of SFTR reports by trade repositories.

EU MAR AND CSMAD



https://assets.publishing.service.gov.uk/media/655bc6af544aea000dfb3106/M8212_Short_selling_draft_SI_.pdf
https://assets.publishing.service.gov.uk/media/655bc6d7d03a8d000d07fd13/M8212_Short_selling_policy_note.pdf
https://www.legislation.gov.uk/uksi/2023/1258/pdfs/uksi_20231258_en.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2016/01/the-sftr-new-eu-rules-for-securities-financing-transactions-and-collateral.pdf
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Commission Trilogue negotiations and adoption of the Listing Act package, which would amend
report on MAR MAR, expected during 2024.
= has yet to be
MAR AND published In 2024, ESMA expects to continue working on pre-hedging, and may assist I0SCO
CSMAD in developing further guidance at global level. ESMA will also continue focusing on

the impact of social media on market surveillance and market
integrity and may provide guidance on this topic.

e AnEU-wide framework for tackling market abuse and market manipulation was first introduced in 2005. MAR
and CSMAD aimed to update and strengthen this framework. From 2016, MAR extended the scope of the
market abuse regime and introduced new requirements including in relation to insider lists, disclosure of inside
information and reporting of suspicious orders and transactions. CSMAD sets minimum requirements for EU
member states’ criminal sanctions regimes for market abuse. The first in-depth review of MAR since its
implementation was carried out by ESMA, with the outcomes published in September 2020. ESMA'’s
recommendations will feed into the European Commission’s review of MAR.

e MAR required the Commission to submit a report on MAR and, if the Commission considered this to be
appropriate, a proposal for amendments to MAR, by 3 July 2019. In September 2020, ESMA published a report
on MAR. The Commission’s report has yet to be published.

e In December 2022, the Commission published a package of proposals to simplify EU listing rules, referred to
as the Listing Act package (see Slide 19). A measure supporting the EU’s Capital Markets Union agenda, this
will, among other things, amend MAR to:

o narrow the scope of the obligation to disclose inside information and enhance legal clarity as to
what information needs to be disclosed and when;

o clarify the conditions under which issuers may delay disclosure of inside information; clarify the
market sounding procedure; simplify the insider lists regime; and

o simplify the reporting mechanism for buy-back and stabilisation programmes. The proposals are
continuing through the EU legislative process.

e The European Parliament's ECON committee is expected to vote on its draft reports on the Listing Act package
on 24 October 2023. Third drafts of the reports were published in June 2023.

e Following its feedback report in July 2023, ESMA expects to continue working on pre-hedging in 2024 and may
assist I0SCO in developing further guidance at global level. ESMA will also continue focusing on the impact of
social media on market surveillance and market integrity and may provide guidance on this topic.

EU Listing Act package

2023 2024 2025
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Consideration of Commission’s legislative
proposals for the Listing Act package by

the European Parliament and the Council is
IRECTIVE ongoing.

EU LISTING
ACT PACKAGE

e The EU is moving forward with its ambitious plans for a new wide-ranging “Listing Act” package,
following a wide-ranging consultation at the start of 2022. The package comprises three legislative
proposals:

o (i) a proposed Directive to introduce targeted adjustments to MiFID2 to enhance visibility of
listed companies, especially SMEs, and to introduce regulation for issuer-sponsored research
(see Slide 10 for other MiFID2 amendments), and to repeal the Listing Directive to enhance
legal clarity;
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https://www.cliffordchance.com/briefings/2022/12/eu-listing-act-european-commission-proposes-measures-simplifying-company-listings-and-capital-raises.html
https://www.cliffordchance.com/briefings/2022/12/eu-listing-act-european-commission-proposes-measures-simplifying-company-listings-and-capital-raises.html
https://www.cliffordchance.com/briefings/2022/12/eu-listing-act-european-commission-proposes-measures-simplifying-company-listings-and-capital-raises.html

European London
‘E \/ “ {\\ Venues & ‘L ‘E |B // S Energy

Intermediaries Brokers'

Association Association

o (ii) a proposed Directive on multiple-vote share structures, to address regulatory barriers at
the pre-IPO phase and in particular the unequal opportunities of companies across the EU to
choose the appropriate governance structures when listing; and

o (iii) a proposed Regulation amending the Prospectus Regulation and the Market Abuse
Regulation, to streamline and clarify listing requirements applying on primary and secondary
markets, while maintaining an appropriate level of investor protection and market integrity.

e The proposed measures will continue to be considered by the European Parliament and the Council
during Q1 2024.

e The three legislative proposals will each enter into force on the 20th day following their publication in
the Official Journal.

¢ Member States will need to create and publish national implementing measures by the expiry of 12
months following the entry of the Directives into force.

e The two Directives and the Regulation will each take effect 18 months after their entry into force.

UK LISTING AND SECONDARY CAPITAL RAISING REFORMS

2023 2024 2025
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e Listing and secondary capital raising reforms; FSMA 2023 enables the government to reform the UK's
prospectus regime, to implement recommendations from Lord Hill's UK Listing Review which aims
to widen participation in the ownership of public companies, simplify the UK capital raising process,
and make the UK a more attractive destination for initial public offerings.

e HM Treasury has also been working with the Department for Business, Energy & Industrial Strategy
to deliver the recommendations made to government as part of the Secondary Capital Raising
Review, and more broadly on reforms to corporate governance, aiming to further enhance the
attractiveness of UK public markets.

e Onimplementing Lord Hill's recommendations on the proposed reform of the UK listing regime, the
FCA is consulting in Primary Markets Effectiveness Review: Feedback to CP23/10 and detailed
proposals for listing rules reforms (CP23/31) until mid-February on restructured Listing Rules, with
the aim of finalising them in H2 2024.

e As part of the Edinburgh Reforms package, the retained EU Prospectus Regulation will be replaced
by a new regulatory framework created under the Designated Activities Regime (DAR) introduced by
FSMA 2023. Following an illustrative draft in December 2022 and a revised draft in July 2023, in late
November 2023 HM Treasury published a near final draft of the Financial Services and Markets Act
2000 (Public Offers and Admissions to Trading) Regulations 2023 (POAT Regulations) on use of its
powers in FSMA 2023 to amend the UK prospectus regime.

e The draft POAT Regulations require the approval of both Houses of Parliament before being made.
Among other things the draft POAT Regulations would create a new prohibition on public offers of
‘restricted securities’ in the UK (subject to exemptions and exclusions).

e They would also:

o establish a new regime for securities ‘admitted to trading’ on a regulated market or
multilateral trading facility (MTF);

o introduce a new regulated activity of operating an electronic system for public offers of
relevant securities; and
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https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2023/06/the-proposed-uk-prospectus-reforms-a-change-in-approach.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2023/06/the-proposed-uk-prospectus-reforms-a-change-in-approach.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2023/06/the-proposed-uk-prospectus-reforms-a-change-in-approach.pdf
https://www.fca.org.uk/publication/consultation/cp23-31.pdf
https://www.fca.org.uk/publication/consultation/cp23-31.pdf
https://www.fca.org.uk/publication/consultation/cp23-31.pdf
https://www.legislation.gov.uk/ukdsi/2023/9780348254235/pdfs/ukdsi_9780348254235_en.pdf
https://www.legislation.gov.uk/ukdsi/2023/9780348254235/pdfs/ukdsi_9780348254235_en.pdf
https://www.legislation.gov.uk/ukdsi/2023/9780348254235/pdfs/ukdsi_9780348254235_en.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2023/06/the-proposed-uk-prospectus-reforms-a-change-in-approach.pdf
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o give the FCA powers to specify the content requirements for a prospectus for admission to
trading of ‘transferable securities’ on a UK regulated market or UK primary MTF.

e The FCA will need to consult on its proposed use of new powers. It plans to formally consult in late
H1 2024. The FCA published 6 pre-consultation engagement papers in May and July 2023 on how it
might use its new powers. |t issued an engagement feedback on 12 December 2023 summarising
the responses to the engagement papers.

EU SECURITISATION REGULATION REVIEW

2023 2024 2025
Commission RTS on EBA Guidelines on  Work on targeted improvements to the EU
Delegated homogeneity of eligibility of on- securitisation framework and on potential
Regulation underlying balance sheet changes to its prudential regime will
sec“m'“;t'on 2023/2175in force  exposures in STS  securitisations as pmgliss throughout 2024. ¢
Regul_ahon from 7 November  and triggers for STS securitisations

Review 2023, replacing non-sequential expected to be No firm timings are available for the
Delegated amortisation under  finalised in 2024. measures
Regulation (EU) development in
625/2014 . 2024.

As part of the capital markets union (CMU) action plan the Commission conducted a review of the EU
securitisation framework. Fulfilling its mandate under Article 46 of the Securitisation Regulation (SR), the
Commission published a report in October 2022, which set out a stocktake on the SR’s functioning. The
Commission highlighted some targeted improvements to the framework, which will be made without
legislative revisions.

Separately, the Commission is mandated under Article 519a of the Capital Requirements Regulation (CRR) to
review the securitisation capital and liquidity frameworks. The Commission is currently considering the advice
of the European Supervisory Authorities’ Joint Committee, which was published in a report in December 2022.
The Commission does not propose amending the Securitisation Regulation at this stage, but it has committed
to non-legislative improvements including:

o ESMA should revisit the disclosure templates for the information to be make available under Article
7 of the SR, to reduce prescription and to simplify them where appropriate, and should develop a
dedicated template for private securitisations.

o The Commission will clarify in a future revision of the SR the provisions of Article 2(12) of the SR,
which have caused problems for AIFMs.

o The Commission decided against establishing a dedicated framework for green securitisation, and
instead contributed to work on specifying the details of securitisation within the incoming EU Green
Bond Standard framework (see Slide 29 ). Green Bonds will include those issued by a special purpose
vehicle in the context of a securitisation transaction.

o A common EU guide should be developed on best practices for national supervisors.

o The Commission is considering recommendations from the Joint Committee on the prudential
treatment of securitisation, which may result in a relaxation of capital requirements in the significant
risk transfer market and improve risk sensitivity in the framework.

o Commission Delegated Regulation (EU) 2023/2175 entered into force on 7 November 2023, setting
out technical standards on the SR's risk retention requirements for originators, sponsors, original
lenders and servicers. This delegated regulation has replaced Commission Delegated Regulation
(EU) 625/2014.

The EBA consulted between April and July 2023 on proposed guidelines on the criteria for on-balance-sheet
securitisations to be eligible as STS securitisations. The guidelines are expected to be finalised in H1 2024.
The Joint Committee is expected to report to the Commission in 2024 on the implementation and functioning
of the SR under Article 44 of the SR, which among other things will advise on possible areas of future revision
of the SR.


https://www.fca.org.uk/publications/feedback-statements/engagement-feedback-new-public-offers-admissions-trading-regime
https://www.fca.org.uk/publications/feedback-statements/engagement-feedback-new-public-offers-admissions-trading-regime
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EU CSDR aims to harmonise certain aspects of securities settlement, such as the timing of settlement and

the authorisation process for EEA CSDs. The next major phase of implementation, the introduction of a
mandatory buy-in regime, was intended to come into effect on 1 February 2022, but has been suspended and
will now take effect from 2 November 2025. In the meantime, the legislative REFIT proposal starts to apply
from 1 May 2024, amending the CSDR to:

o Enhance supervisory co-operation;

Simplify the CSDR passporting process;

Facilitate CSDs' access to banking-type ancillary services;

Clarify elements of the settlement discipline regime;

Introduce an end-date for the grandfathering clause for EU and third-country CSDs and a
notification requirement for third-country CSDs.

From 1 January 2023, any EU issuer that issues transferable securities that are admitted to trading or traded
on trading venues has been required to arrange for the securities to be represented in electronic book-entry
form. From 1 January 2025, this requirement will apply to all remaining transferable securities that are
admitted to trading or traded on trading venues.

In November 2022, ESMA published a final report and draft RTS amending Article 19 of Commission Delegated
Regulation (EU) 2018/1229. The RTS were adopted by the Commission as Commission Delegated Regulation
(EU) 2023/1626 which entered into force on 31 August 2023.

o The amendments introduced by the Delegated Regulation apply from 2 September 2024 to
remove the special distribution and collection process for cash penalties that applies to central
counterparties (CCPs) and instead allocate responsibility for the collection and distribution of all
cash penalties to central securities depositaries (CSDs).

On 27 November 2023, the Council formally adopted the CSDR REFIT regulation amending the CSDR, following
adoption by the European Parliament on 10 November 2023. CSDR REFIT was published in the Official Journal
of the European Union on 27 December 2023 and enters into force on 16 January 2024. Certain of its articles
apply from 1 May 2024 and the remainder two years after entry into force.

In 2024, ESMA intends to deliver a CSDR report on CSD settlement efficiency and internalised settlement, and
to work on mandates under the CSDR REFIT.

The CSDR’s mandatory buy-in regime was intended to apply from 1 February 2022. The application of the
relevant rules has been delayed until 2 November 2025.

O O O O

Review of EU financial collateral directive



https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/06/impact-of-csdr-settlement-discipline-for-the-buy-side.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/03/european-commission-launches-sfd-and-fcd-consultations.pdf
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ESMA’s first annual
report on the

FINANCIA functioning of the
COLLATERAL EU DLT Pilot
DIRECTIVE Regime is due 31

March 2024.

e TheFinancial Collateral Directive (FCD) facilitates the cross-border use of financial collateral primarily
by removing national law formalities and offering harmonised protections against insolvency
challenges in certain cases. It also ensures that certain close out netting provisions are enforceable
in accordance with their terms.

e The Commission launched a consultation on the functioning of the FCD in February 2021, in parallel
with a consultation on the functioning of the Settlement Finality Directive given that the two Directives
are closely connected in the posttrade context.

e The Commission consultation closed on 7 May 2021 and the Commission published a report on its
review on 28 June 2023. The Commission concluded that the FCD has worked well and needs no
major revisions. However, the Commission highlighted that :

o Extending the scope of the FCD to additional market participants such as Payment
Institutions and Electronic Money Institutions warrants further consideration and monitoring;

o To keep up with market and regulatory developments, the current list of eligible financial
collateral under the FCD (i.e., cash, financial instruments and credit claims) could be reviewed
to consider whether its scope should be extended, but noting that and such extension would
have to meet the requirements under FCD, including key concepts such as ‘possession’ and
‘control’ of the financial collateral to ensure, for example, that the collateral provider is
prevented from disposing of the collateral; and

o The FCD can apply to DLT based collateral provided that the collateral complies with the
conditions set out in the FCD. However, for cryptoassets to qualify as financial instruments,
the ownership provision, possession and control requirements of the FCD, might potentially
raise issues and the results of the EU DLT Pilot Regime (a related provision under the EU’s
Digital Finance Strategy) might provide further insights on how these issues might be
addressed. ESMA is required to publish annual reports on the functioning of the EU DLT Pilot
Regime, the first of which is due 31 March 2024.

Review of EU settlement finality directive

2023 2024 2025
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EU financial data access and payments package, which will extend SFD
ClapriS ISl protection to Payment Institutions and E-money institutions, is under
FINALITY consideration by the Council and the European Parliament during Q4
DIRECTIVE 2023 and H1 2024.

e The Settlement Finality Directive (SFD) regulates designated systems used by participants to transfer
financial instruments and payments. The SFD seeks to reduce the systemic risk associated with
participation in payment and securities settlement systems, particularly the risk linked to the
insolvency of a participant in such a system. It guarantees that transfer orders which enter into such
systems are also finally settled, regardless of insolvency or revocation of transfer orders in the
meantime.
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o The Commission was mandated under Article 12a of the SFD to conduct a review of its
functioning and was due to have produced a report by 28 June 2021, including proposing
legislative amendments where appropriate.

o Due to the close post-trade interconnection of the SFD with the Financial Collateral Directive
(FCD), the Commission launched parallel consultations on the two Directives in February 2021

e The Commission consultation closed on 7 May 2021 and the Commission published a report on its
review on 28 June 2023.

e The Commission concluded that, as with the related Financial Collateral Directive (FCD), no major
overhaul of the SFD is required. However ,the Commission highlighted that:

o The SFD does not apply to third country settlement systems, but national authorities can
exercise discretion to extend SFD protections to domestic institutions’ participation in third
country settlement systems. While the review found a lack of harmonisation in member
states’ exercise of the discretion, any future proposals to change the SFD to require further
harmonisation need to be carefully weighed in terms of costs and benefits.

o There was support for Payment Institutions (Pls) and Electronic Money institutions (EMIs) to
be added to the list of eligible direct participants in settlement systems. The EU financial data
access and payments package adopted in June 2023 (see Slide 42) will make a targeted
amendment to the SFD to add Pls to the list of institutions which have the possibility to
participate directly in payment systems designated by a Member State pursuant to the SFD
(but not to designated securities settlement systems).

o Consideration of applying SFD to DLT-based systems should await insights form the EU
Digital Pilot Regime on the risks and benefits of DLT in trading and settlement.

EU PRIIPS REGULATION

2023 2024 2025
Council and European Parliament considering PRIIPs Amending Regulation adopted
the Commission's May 2023 legislative by the Commission in May 2023
EU PRIIPs proposals in the Retail Investment Package. expected to apply in 2025.

REGULATION

European Parliament’'s ECON Committee
expected to vote on its draft report on the

PRIIPs Amending Regulation on 20 March
2023.

e The PRIIPs Regulation obliges manufacturers of packaged retail insurance-based and investment
products (PRIIPs) to produce a concise pre-contractual disclosure document, the Key Information
Document (KID), where such products are made available to retail investors. It also obliges persons
who advise upon or sell PRIIPs to provide investors with the KID. It sets out rules on the content and
format of the KID, as well as guidance for its review and timing of delivery.

e Delegated Regulation (EU) 2021/2259 extended the exemption from PRIIPs requirements for UCITS
until 31 December 2022. This exemption has expired with the result that from 1 January 2023 PRIIPs
KID requirements have applied to UCITS. In a related measure, Directive (EU) 2021/2261 amended
the UCITS package to provide, from 1 January 2023, that KIDs that comply with PRIIPs are considered
to satisfy the requirements for Key Investor Information Documents (KIIDs) set out in the UCITS
package. As a result, EU member states must now allow provision of the PRIIPs KID to satisfy the
requirement to provide a UCITS KIID.

e Delegated Regulation (EU) 2021/2268 has amended certain requirements relating to the presentation
and content of KIDs. It has applied from 1 January 2023.

e The Commission has been reviewing the PRIIPs Regulation as part of a wider assessment of the EU’s
retail investment strategy. The retail investment package was adopted in May 2023, comprising a
Directive and a Regulation relating to retail investment reforms (see Slide 22) The package includes
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a legislative proposal to make targeted amendments to various aspects of the PRIIPs Regulation,
including the KID (PRIIPs Amending Regulation). This amending Regulation is proceeding through
the EU legislative process. Based on the current draft text, it will take effect 18 months after its entry
into force.

UK Divergences

2023 2024 2025
Progress on Tranches 1 and 2 of the The government Fi':?&(?i?'! Ser;"ir,es
i iti and Markets Act
MIFID/R AND Edinburgh Reforms.pricritised. . ;TO::EE;:A plan to 2000 (Commadity
I RZTIN Response deadlines: DRSRs 2023 to be laid | Derivatives and
ISl 21 August 2023 for HM before Parliament in Q4 regulatory regime to Emission
REVIEW Treasury’s proposed 2023. supparit 3 Allowances) Order
amendments to DRSRs and . consolidated tape 2023 enters into
15 September 2023 for FCA TCA to consultin Q4 for market data force 1 January
consolidated tape 2023 on transparency for by 2024. 2025.

consultation. bonds and derivatives.

 Financial Services and Markets Act 2023 - now in Key areas of divergence
force

» Onshoring was a temporary fix UK / EU
Aims broadly align

\

Divergence on how to

* The future:
* Tranche 1: MiFID and Wholesale Markets

\umw

Review (selected areas), Securitisation achieve aims

Regulation, Prospectus Regulation, PSD

safeguarding, Solvency II ¢_I H
 Tranche 2: Rest of MiFID and Wholesale e | Bk

Markets Review, PRIIPS, SSR, MMFR, PSD2, EEWST pEIbaseion

EMD, IDD, CRR, LTIF, PAR consumer |

information rules ; ‘
Divergence likely to
continue...

e Tranche 3: discussion in progress

Key UK developments timeline
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Brexit changes in 2018
— EUWA receives Royal Assent on 26 June 2018
— Markets in Financial Instruments (Amendment)

(EU Exit) Regulations 2018

“Quick fix” Sl in 2021

— Markets in Financial
Instruments (Capital
Markets) (Amendment)
Regulations 2021

— PS 21/20: Changes to UK MiFID's conduct and
organisation requirements

HMT’s Wholesale
Markets Review in 2021/2

— Consultation published in
July 2021

— Response published in
March 2022

MIFID II/MIFIR changes since Brexit

London
Energy
Brokers'
Association

Transparency changes in 2023 and 2024

— UK Technical Standards (Markets in Financial
Instruments Transparency) Instrument 2023
— FCA PS 23/4: Improving Equity

Secondary Markets

FSMA 2023 - transitional

amends

— Certain MiFIR transitional
amendments come into
force on 29 August 2023

FSMA 2023 receives Royal Assent on
29 June 2023
= Includes transitional amendments to MiFIR
and the FSMA 2000 (Markets in Financial
Instruments) Regulations 2017
Investor reporting
changes in 2022

— Markets in Financial
Instruments (Investor
Reporting) (Amendment)

Regulations 2022

In the UK...

In the EU...

- Designated reporter regime for post-trade
transparency, equity and non-equity (April
2024)

¢ Inducements and research: PFOF already
effectively banned. MiFID quick fix relaxation.
Investment Research Review
recommendations July 2023

e Transaction reporting changes unclear:
proposed replacing ToTV test but no firm
changes

e Double volume cap (DVC) already removed

e STO already removed

e RTS 27 and 28 already removed

e UK seeking to onshore MiFIR into the UK
rules and legislation

e Proposal to introduce 'Designated Publishing
Entity’ for post-trade transparency, equity
and non-equity

e Retail Investment Strategy: proposal to ban
retail PFOF and other changes e.g.
inducements, suitability, benchmarking,
categorisation, appropriateness,

e Transaction reporting: proposal to reduce
scope for off-venue transactions to align to
post-trade transparency /ToTV underlying

e  Systematic internaliser (SI) definition:
proposal to move to qualitative test

e Pre-trade transparency: limit scope, DVC to
be SVC, SIs removed from non-equity and
other changes

e STO to be pared back to EEA ISINs

e Proposal to remove RTS 27 and 28

Brexit changes

The UK implemented nonpolicy changes to the
MIFID legislation and rules so that they
continued to be functional after the UK left the
EU

UK status post-Brexit

The EU did not need to make legislative changes
but did issue statements and commentary
about the practical impact of the UK's
departure

“Quick fix" changes

In response to Covid-19, the UK implemented
changes to the MiFID legislation and rules to
accommodate the pressures on firms. The UK
also made related changes to the rules on
investor reporting in 2022

“Quick fix" changes

In response to Covid-19, the EU implemented
changes to the MiFID legislation and rules to
accommodate the pressures on firms

Review

Review
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In 2021, HMT carried out the Wholesale Markets
Review (WMR), which proposed changes to
the MIFID legislation and rules

In 2022, the Commission launched a review which
resulted in a proposed directive and regulation
amending the MiFID regulatory framework

WMR rule changes

In 2022, the FCA consulted on changes to its rules
which it was able to make under its existing

Political agreement

In June 2023, the Parliament and the Council
reached political agreement on the amending

FSMA 2023 makes changes to MiFIR and the MiFI
Regulations 2017, which implement WMR
proposals and/or give the FCA powers needed
to implement them

powers — some of these changes are in force proposals
(but not all)
WMR legislative changes Next steps

Currently technical trilogues are ongoing, and
publication in the OJ is not currently expected
to be earlier than Q1 2024

Overview: key areas where there is movement Since the UK left the EU, the UK and/or the EU have made or proposed

changes in the following key MIFID areas.

Client information and reporting
— Distance communications i
~ Professional clients

~ Costs and charges

Research (inducements regime)
- SME research exemptions

— Other research exemptions

- Bundled research

— RTS 27 reporting

Execution venue data
- RTS 28 reporting

Commodity derivatives
- Position limits

— Ancillary activities exemption test

High-level
summary of

areas of change

Transparency
— Pre-trade equity waivers
— Post-trade equity requirements
- Pre- and post-trade non-equity
requirements

Systematic internalisers
P | — Sl definition

— Ability to cross at mid-point

-~ Minimum quote size
Trading obligations
— Share trading obligation (STO)

- Derivatives trading obligation
(DTO)

Trading venue perimeter
- UK FCA guidance in PERG

-
| — ESMA Final Report and Opinion

Plus limited changes in relation to: (i) consolidated tape; (i) market making agreements; (iii) E'TD open access; (iv) payment for order flow; (v) DEA limitation

for the dealing on own account exemption; (vi) product governance

Topic UK change? EU change? Summary comment

Clarifying the trading venue
perimeter

Yes Yes very similar approach to breaking down the

Both jurisdictions have issued guidance with a

definition of trading venue

Commodity derivatives. For
the UK and EU there are
pre-existing changes to

as a result of the UK FCA
Statement on Supervision
of Commodity Position

the scope of the regime Yes Yes

Both jurisdictions are revising the ancillary
activities exemption test and changing the
scope of the position limits regime, but in
slightly different ways
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Limits and the EU quick
fixamendment
. Both jurisdictions are looking at the reference
Waivers from the ) .
transoarenc Ves Ves price waiver rules, but further changes are
P y - expected in the UK following the FCA's
requirements for equities .
further review
: %
Double Volume Cap Ves Ves UK has removed the cap; EU proposes a 7%
single volume cap
Both jurisdictions are looking at the treatment
o . of Sls in slightly different ways and notably
Systematic internalisers ves No the UK is introducing the new designated
reporter regime
sTO Ves Ves UK has removed the obligation; EU is limiting
scope
Both jurisdictions are aligning DTO with EMIR
CO and both are reviewing the scope of
post-trade risk-reduction services [the
DTO Yes Yes concept of post-trade risk reduction
services Is also relevant to other areas such
as the application of best execution
requirements]
Topic UK change? EU change? Summary comment
. . . ) Broadly the same — the change shifts the default
Providing client information - ‘ )
X Yes Yes method  of providing  clients  with
electronically : ‘ .
information to electronic means
) ‘ Broadly the same — the change allows costs and
Relaxation ~ of  distance ; ) ‘
Lo charges information to be provided after the
communications Yes Yes . .
. transaction concludes where the client
requirements
consents
Relaxation of costs and Broadly the same — the change removes the
charges disclosure Ves Ves costs and charges requirements (Article 50
requirements for of the MIFID Org Reg) for professional
professional clients clients
. Same intention but different thresholds of
Exemption from the research " talisati hreshold |
avment rules for SME Ves Ves market capitalisation — UK threshold is
pay below £200m and EU threshold is below
research
EUR Tbn
Exemptions from the It is possible that the UK research regime will
research payment rules Yes No differ significantly from the EU research
in other cases regime in future — see next slide
Broadly the same — the change removes, for
Relaxation  of  reporting professional clients: (i) the ‘adequate
requirements for Yes Yes reports” requirement and (for investment
professional clients advice and portfolio management); and (i)
the cost-benefit analysis requirement

Association



European London
‘E \/ “ /\ ‘L ‘E |B/ \ -
Intermediaries Brokers'
Association Association
Same effect — on the EU side, this is currently
Removal of RTS 27 reporting not a legislative change, but ESMA has
. Yes Yes .
for execution venues made a statement that there is no
regulatory expectation of compliance
Removal of RTS 28 reporting Yes No
for firms EU firms still have to make RTS 28 reports
Timetable
1. 29Jun 2023  FSM Bill received Royal Assent.
2. 31Dec2023  Expiry of EU onshored law (Brexit Freedoms Bill) except where rules have been preserved
and codified.
3. H12024 A policy paper and proposals for further aligning ringfencing and resolution regimes is
expected.
4. 2024 Possible new designated activities regime to be introduced by FSMA 2023

More ways of
paying for
research

More access for
retail investors

Rules for Clearer,
investment bespoke UK
research in an regulatory
IPO context regime for

research

Code of conduct
for issuer-
sponsored

research

UK “smarter regulatory framework”

Plus: (i) proposal for a Research Platform to help generate research;
and (ii) and involving academic institutions in supporting investment

research initiatives.

Complexity in the current regime

. Interaction with the regulatory perimeter for advice

. Interaction with the regulatory perimeter for

financial promotions

— . Impact of being “independent” or “non-

independent” research

. Impact of being an authorised or non-authorised

person, or authorised only to give investment advice

. Impact of carrying on MiFID business or non-

MiFID business

PS 23/4 changes FSMA 2023 changes
— Streamlining the lists of non-price forming |- New FCA rule-making powers for pre-trade
transactions used for different purposes in the transparency  requirements  for  equity
context of equity transparency instruments and pre- and post-trade
transparency requirements for non-equity
instruments  (including  waivers,  waiver

suspensions and deferrals)

[*in force*|

— Amending the definition of most relevant market
for the purposes of liquidity to remove
restrictions in relation to the tick size regime

— Removal of the double volume cap (DVC)
mechanism and the share trading obligation
(STO) [*in force*]
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— Remove the size threshold for OMF order waivers
[*in force*|

— New definition of Sl and new FCA power to make
rules for this purpose

— Introduction of the designated reporter regime

— Extended ability for Sl to trade at midpoint [*in
force*|

— Amendments to reporting fields and trade flags

— Syncing up the derivatives trading obligation
(DTO) with the EMIR clearing obligation [*in
force*]

- guidance on the trading venue perimeter

— New FCA rule-making powers to suspend/modify
the DTO

— New FCA rule-making powers for risk reduction
services

— Changes to the scope of the commodity
derivatives position limits regime

SECURITISATION REFORM

2023 2024

2025

pevelopment mmn

Draft Securitisation
Regulations 2023

HM Treasury will lay
separate legislation in

Listing and

Securitisation Regulations 2023
and FCA and PRA rules

FCA and PRA will consult on
further changes to their

FYPe T gl Published 28 2024 with respect to expected to apply from Q2/Q3 securitisation rules in Q4 2024/Q1
. == November 2023. due diligence 2024. 2025.
CapitalRalsing requirements for
Reforms FCA/PRA Occupational Pension PRA expected to consult in H2 2024 on
consultations closed Schemes. revised rules on capital requirements for
30 October 2023. securitisation.

FSMA 2023 enables the government to reform the UK's securitisation regime and deliver the
recommendations of the 2021 Securitisation Review with the aim of:

o (i) bolstering securitisation standards in the UK, in order to enhance investor protection and
promote market transparency; and

o (i) supporting and developing securitisation markets in the UK, including through the increased
issuance of STS securitisations, in order to ultimately increase their contribution to the real
economy.

The UK Securitisation Regulation was allocated to Tranche 1 of the repeal and reform programme
announced in December 2022 as part of the Edinburgh Reforms package.

Following an illustrative draft in December 2022 and a revised draft in July 2023, in late November 2023
HM Treasury published a near final draft of the Securitisation Regulations 2023. The draft Regulations
require the approval of both Houses of Parliament before being made. Among other things the draft
Securitisation Regulations 2023 would:

o grant powers to the FCA and PRA to make securitisation-related rules — including by designating
certain sell-side activities for regulation under the Designated Activities Regime introduced by
FSMA 2023;

o give directions to the FCA and PRA about how to regulate securitisation (including both firm and
systemic financial stability considerations) and instruct them to have regard to the “coherence of
the overall framework for the regulation of securitisation” when making rules applicable to firms;
- grant powers to the FCA to dispense with its rules in some circumstances; and

o provide detail on the equivalence regime for allowing UK institutional investors to treat non-UK
securitisations as simple, transparent and standardised, or “STS".

The PRA (in respect of credit institutions and large investment firms) and FCA (in respect of other firms)
will write the rules for sell-side firms by moving the relevant rules to the Rulebooks.
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https://financialmarketstoolkit.cliffordchance.com/content/dam/cliffordchance/briefings/2022/12/uk-edinburgh-reforms-the-new-securitisation-framework.pdf
https://financialmarketstoolkit.cliffordchance.com/content/dam/cliffordchance/briefings/2022/12/uk-edinburgh-reforms-the-new-securitisation-framework.pdf
https://financialmarketstoolkit.cliffordchance.com/content/dam/cliffordchance/briefings/2022/12/uk-edinburgh-reforms-the-new-securitisation-framework.pdf
https://assets.publishing.service.gov.uk/media/64a82941404eac0013763b4a/Securitisation_Regulations_2023_-_Draft_SI.pdf
https://assets.publishing.service.gov.uk/media/64a82941404eac0013763b4a/Securitisation_Regulations_2023_-_Draft_SI.pdf
https://financialmarketstoolkit.cliffordchance.com/content/dam/cliffordchance/briefings/2022/12/uk-edinburgh-reforms-the-new-securitisation-framework.pdf
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e The FCA and PRA consulted in Q3 2023 on their proposed use of new powers to make rules to replace the
relevant firm-facing provisions in the Securitisation Regulation (and related technical standards) and
expect to issue Policy Statements in Q2 2024. Further consultations will also take place later in 2024/early
2025.

AML & MAR

UK AML REGIME

2023 2024 2025
FCA ted to engage be \ Q4 2023 and Q2 2024 on Regulations to be laid in due course on changes to

the process for implementing regulations

various commitments in the Economic Crime Plan 2023- . s k X X
identifying high risk third countries

UK AML 2026.

REGIME Clarification of due ~ HM Treasury
diligence required expected to publish ]
on PEPs under response document By Q4 2024 FCA will develop a

strategy for how to address
financial crime related to ESG
issues.

MLRs 2017 in force  on future AML/CTF
10 January 2024. supervisory regime
in Q2 2024.

On 21 July 2022, the UK’s Money Laundering and Terrorist Financing (Amendment) (No 2) Regulations 2022
were passed. These set out specific amendments to the UK's AML regime, which were all phased in by 1
September 2023.

Alongside the consideration of these specific amendments, the UK has been conducting a wider review of its
AML regime. A report on this review was published on 24 June 2022. This indicated that further reform to the
UK's AML regime is needed and, therefore, further consultations and amendments to the regime should be
expected.

In March 2023, the Government published its second Economic Crime Plan, covering the period 2023-2026.
outlining an ambition for an improved end-to-end response to tackling money laundering, which will require
further targeted consultations.

Amendments to the Money Laundering, Terrorist Financing and Transfer of Funds (Information on the Payer)
Regulations 2017 (MLRs 2017) enter into force on 10 January 2024, to clarify the application of the customer
due diligence requirements in the MLRs 2017 with respect to PEPs.

The FCA is exploring (in DP 23/4, published November 2023) how the UK's AML framework and the FCA’s
financial crime rules and guidance should apply to stablecoin issuers and custodians when Phase 1 of the
UK's cryptoasset framework is implemented. See Slide 61 for further details.

On 30 June 2023, HM Treasury published a consultation on reform of the anti-money laundering and counter-
terrorism financing supervisory regime, which set out four possible models for a future AML/ CTF supervisory
system. The consultation closed for comments on 30 September 2023, with HM Treasury planning to issue a
response document in Q2 2024.

On 20 June 2023, the government published an impact assessment on proposals for a change in the process
by which regulations identifying high-risk third countries for money laundering purposes are implemented.
Regulations will be laid in due course laid to make the proposed legislative amendments.

The Economic Crime Plan 2023-2026 sets out a range of commitments aimed at combatting the criminal
abuse of cryptoassets. The FCA is engaging between Q4 2023 and Q2 2024 on various commitments,
including: delivering training to law enforcement and partner agencies to improve understanding of the UK
cryptoasset regime; updating its cryptoasset business registration webpages and providing tailored
communications where necessary to improve understanding of cryptoasset regulation; and engaging with
cryptoasset businesses and monitoring their compliance with the "travel rule”.



https://www.gov.uk/government/publications/economic-crime-plan-2023-to-2026
https://www.gov.uk/government/publications/economic-crime-plan-2023-to-2026
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EU MLD4, MLDS AND THE NEW AML AND CTF PACKAGE

2023 2024 2025
peveicpment m“n
European Parliament  Adoption of AMLA _TEViszd I;:BEST Wire
and Council continue  Regulation expected ransfer Regulation
MLD4, MLDS, 1o consider AML in Q2 2024. applies from 30
and new December 2024.

Regulation and

MLD6 during 2024 New AML and CTF
authority (AMLA)
expected to be
operational in 2024.

AML/CTF

Package

MLD4 contains the EU’s anti-money laundering framework. MLD5 made targeted amendments to MLD4 to
increase transparency around owners of companies and trusts through the establishment of public beneficial
ownership registers, prevent risks associated with the use of virtual currencies for terrorist financing, restrict
the anonymous use of pre-paid cards, improve the safeguards for financial transactions to and from high-risk
third countries and enhance Financial Intelligence Units’ access to information.

In 2021, the Commission adopted an ambitious new package of legislative proposals, intended to further
strengthen and update the AML and CTF framework.

In July 2021, the Commission adopted a package of legislative proposals:

o (i) aregulation establishing a new EU AML and CTF authority (AMLA Regulation);

o (i) anew regulation on AML and CTF (AML Regulation)’;

o (i) a sixth directive on AML and CTF (MLD6); and

o (iv) a regulation on information accompanying transfers of funds and certain cryptoassets
(revised recast Wire Transfer Regulation).

The package continued its progress through the EU legislative process in 2022 and 2023, with the Council
agreeing its general approach in June and December 2022 and the European Parliament agreeing its
negotiating position in April 2023. The revised recast Wire Transfer Regulation was adopted in May 2023 and
published in the Official Journal on 9 June 2023. It will apply from 30 December 2024.
Trilogue negotiations with respect to the AML Regulation and MLD6 are ongoing. Political agreement has been
reached on the AMLA Regulation, with adoption expected in Q2 2024.
Following a consultation between December 2022 and February 2023, in March 2023 the EBA published new
and revised guidelines on

o (i) policies and controls for the effective management of money laundering and terrorist financial

risks when providing access to financial services; and

o (i) customer due diligence.
On 31 May 2023, EBA launched a consultation on proposals to change the scope of its guidelines on AML and
CTF risk factors under MLD4 to include the specific features of cryptoassets and cryptoasset service providers
(CASPs). The consultation closed on 31 August 2023 and revised guidelines will be published in due course.
On 24 November 2023, EBA launched a consultation on new guidelines on preventing the abuse of funds and
certain cryptoassets transfers for money laundering under the revised recast Wire Transfer Regulation. That
consultation closes on 26 February 2024 and revised guidelines will be published in due course.

Crypto & DLT

EU MICA REGULATION



https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32023R1113
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32023R1113
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32023R1113
https://www.cliffordchance.com/insights/resources/hubs-and-toolkits/talking-tech/en/articles/2020/10/crypto-mica-regulation.html
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2023 2024 2025
DI DI I
Commission ESMA/EBA EBA and ESMA MICA MICA will apply from Commission to
consultation on consultation on to finalise, and provisions 30 December 2024 to publish an
EU el i acts Guidelines closes Commission to relating to the extent not already interim report on
MICA under MICA 19 January 2024.  adopt RTS, and issuers of ARTs  in application. functioning of
3c | Wyjs'f] closedoné ITS that will apply ~ and EMTs MICA by 30 June
December 2023. ESMA will consult  from 30 June apply from 30 2025,
on its remaining 2024, June 2024,
mandates under
MICA in Q1 2024.

e The Markets in Cryptoassets Regulation (MiCA) aims to harmonise cryptoasset requlation across the EU.

e MICA applies with respect to cryptoassets that do not qualify as MiFID financial instruments, deposits or
structured deposits or traditional e-money under existing EU financial services legislation. In-scope
cryptoassets are stablecoins (‘Asset Referenced Tokens' (ARTs) and ‘e-money Tokens’ (EMTs)) and utility
tokens (‘other cryptoassets’)

e As well as placing obligations on those who issue or offer cryptoassets to the public, MiCA provides a
framework for service providers (‘CASPs’), which will bring in separate authorisation and ongoing
requirements for activities such as trading and custody of this asset class. It will ensure among other
things that customer assets are properly segregated from a cryptoasset firm’'s own assets and will ensure
the cryptoassets firm has enough liquidity on hand in the form of reserves to meet customer withdrawals.
It will also introduce a market abuse regime.

¢ MICA was published in the Official Journal on 9 June 2023 and entered into force on 29 June 2023.

e MIiCA’s provisions related to stablecoins (Asset Referenced Tokens and E-Money Tokens) apply from 30
June 2024, with the remainder of its provisions applying from 30 December 2024.

e MICA will be supported by further ‘Level 2" delegated acts, regulatory technical standards (RTS) and
implementing technical standards (ITS), and ‘Level 3’ guidelines:

o The Commission launched a consultation from 8 November 2023 to 6 December 2023 on four
delegated acts, which it plans to adopt before the application of the relevant parts of MiCA on 30
June 2024.

o In July, October, November and December 2023, the EBA launched a series of consultations on
draft RTS, draft ITS and guidelines related to ART issuers. These RTS, ITS and guidelines also
apply to issuers of significant EMTs by virtue of Article 58 of MiCA.

o InJuly and October 2023, ESMA published two sets of consultations on eleven draft RTS and
four draft ITS related to CASPs.

o In October 2023, the EBA and ESMA jointly consulted on two sets of guidelines on suitability
assessments of the management body and holders of qualifying holdings of issuers of ARTs or
CASPs. The consultation closes on 19 January 2024.

o ESMA plans to publish a third set of consultations on its remaining mandates under MiCA in Q1
2024.

DEVELOPING UK REGULATORY REGIME FOR CRYPTOASSETS

2023 2024 2025
Phase 1: HM Treasury Phase 1: HM Phase 1: FCA expects to consult following
Developing UK update October 2023. ‘L'r?ag;,.ry exsected to responses to DP23/4
ring forwar
Reg!JIatory Phase 1: FCA DP23/4 in secondary legislation Phase 2: HM Treasury to lay secondary
GEC I CTIN  November 2023. in early 2024. legislation during 2024.
Cryptoassets

Phase 2: HM Treasury Phase 1: responses Phase 2: FCA expected to consult on rules
consultation response to FCA DP23/4 due 6 to bring the cryptoasset regime into
October 2023. February 2024. operation


https://financialmarketstoolkit.cliffordchance.com/en/financial-markets-resources/resources-by-type/blogs/reg-radar/mica---where-are-we-now---april-2022-.html#undefined
https://www.cliffordchance.com/insights/resources/blogs/talking-tech/en/articles/2022/07/MiCA-EU-reaches-agreement-on-the-crypto-assets-regulation.html
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2022/12/crypto-regulation-the-introduction-of-mica-into-the-eu-regulatory-landscape.pdf
https://www.cliffordchance.com/insights/resources/hubs-and-toolkits/talking-tech/en/articles/2020/10/crypto-mica-regulation.html
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e Proposals for a UK regulatory regime for cryptoassets have been under consideration for several
years and substantial progress is expected to be made in 2024. FSMA 2023 enables HM Treasury
to expand the UK's regulated activities framework and (if necessary) make use of the new
designated activities regime (DAR) to provide for regulation of cryptoasset related activities. The
government plans to introduce regulation in two phases:

o Phase 1: fiat-backed stablecoins used as a means of payment; and

o Phase 2: other stablecoins and unbacked cryptoassets.

e Phase 1: (fiat-backed stablecoins used for payments) - FSMA 2023 has introduced a flexible,
amendable definition of ‘Digital Settlement Asset’ (DSA) that will initially capture fiat-backed
stablecoins and has made the necessary amendments to other legislation to provide for regulation
of payment systems using DSAs and their service providers.

e The FCA will have powers to regulate firms issuing or facilitating the use of DSAs, the BoE will have
powers to supervise recognised systemic DSA payment systems and the PSR will have powers to
regulate designated DSA payment systems and their participants. These changes will allow fiat-
backed stablecoins used for payments to be brought within regulation.

o HM Treasury provided an update in October 2023 on its proposals to establish an
authorisation and supervision regime for the issue and use of DSAs. HM Treasury plans
to bring forward the necessary legislation in early 2024 to bring issuance and custody
of fiat-backed stablecoins within the regulatory perimeter.

o The FCA issued a discussion paper (DP23/4) on its proposed approach in November
2023, inviting comments by 6 February 2024. This will be followed by a consultation on
draft rules and guidance.

e Phase 2: (wider cryptoassets) — FSMA 2023 inserted a definition of ‘cryptoasset’ into s.417 of FSMA.
Cryptoassets and related activities will be brought into regulation via amendments to the Regulated
Activities Order and via the DAR.

o HM Treasury consulted in February 2023 on its developing proposals and issued its
consultation response in October 2023 confirming its proposals for new regulated
activities, authorisation, territorial scope and market abuse provisions. HM Treasury will
lay secondary legislation in 2024. FCA is expected to consult on draft rules.

e Marketing: Separate proposals have also been finalised to bring promotions of cryptoassets of all
types within the scope of the UK financial promotions regime (see Slide 60).

Table 4.A Proposed scope of cryptoasset activities to be regulated under Phase 2

Activity Phase 2 sub-activities (indicative, non-exhaustive) Chapter
category
Issuance Admitting a cryptoasset to a cryptoasset trading venue Chapter
activities 5
Making a public offer of a cryptoasset Chapter
5
Exchange Operating a cryptoasset trading venue which supports: Chapter
activities 6
= the exchange of cryptoassets for other cryptoassets
= the exchange of cryptoassets for fiat currency
= the exchange of cryptoassets for other assets (e.g. commodities)



https://www.fca.org.uk/publication/discussion/dp23-4.pdf
https://www.fca.org.uk/publication/discussion/dp23-4.pdf
https://assets.publishing.service.gov.uk/media/653bd1a180884d0013f71cca/Future_financial_services_regulatory_regime_for_cryptoassets_RESPONSE.pdf
https://assets.publishing.service.gov.uk/media/653bd1a180884d0013f71cca/Future_financial_services_regulatory_regime_for_cryptoassets_RESPONSE.pdf
https://assets.publishing.service.gov.uk/media/653bd1a180884d0013f71cca/Future_financial_services_regulatory_regime_for_cryptoassets_RESPONSE.pdf
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Investment e Dealing in cryptoassets as principal or agent Chapter
and risk |¢  Arranging (bringing about) deals in cryptoassets 7
management |e¢ Making arrangements with a view to transactions in cryptoassets

activities e Making arrangements with a view to transactions in cryptoassets

Lending, Operating a cryptoasset lending platform Chapter
borrowing & 10
leverage

activities

Safeguarding Safeguarding or safeguarding and administering (or arranging the Chapter
and /or same) a cryptoasset other than a fiat-backed stablecoin and/or 8
administration means of access to the cryptoasset (custody)

(custody)

activities

Digital finance, SupTech, RegTech & FinTech

EU AIACT
2023 2024 2025
EXBDEDEDEXDID
The European EU Al Act expected to be EU Al Act expected to fully apply in
Parliamentt and the formally adopted early in H1 2025.
Council reached 2024.
EU Al ACT

provisional
agreement on the
EU Al Act proposal
on 9 December
2023.

e The Commission published a proposal for a Regulation on artificial intelligence (Al) in April 2021. The
proposed ‘Al Act’ sets out rules relating to the placing on the market, putting into service and use of Al
systems in the EU, as well as transparency requirements and rules on market monitoring and surveillance.
The rules will apply proportionately according to level or risk.

e Al uses that are deemed to present unacceptable risk will be prohibited.

e High risk Al systems and their providers, users/deployers and other operators will be subject to detailed
requirements (including conformity assessment, risk and quality management, data governance,
documentation and recordkeeping, registration, transparency, human oversight, accuracy, robustness
and cyber security).

e Certain other Al systems will be subject to transparency requirements. Both the European Parliament and
Council have introduced further obligations that may be agreed on in the finalised text of the Act.

e The Al Act will apply to all sectors including financial services, except for private, non-professional use of
Al. The measures in the proposed Regulation will extend to

o (i) providers placing on the market or putting into service Al systems in the EU; and
o (i) users ("deployers”) of Al systems located in the EU;



https://www.cliffordchance.com/briefings/2021/09/impact-of-the-new-eu-ai-regulation-on-financial-sector-firms.html
https://www.cliffordchance.com/briefings/2021/09/impact-of-the-new-eu-ai-regulation-on-financial-sector-firms.html
https://www.cliffordchance.com/client-portal/alerters/alerter-finance/2023/12/eu-council-and-parliament-reach-provisional-agreement-on-artific.html
https://www.cliffordchance.com/briefings/2021/09/impact-of-the-new-eu-ai-regulation-on-financial-sector-firms.html
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o (iii) providers and deployers based outside the EU to the extent the output produced by the Al
system is used in the EU; and
o (iv) other actors in the Al value chain such as importers and distributors of Al systems.

e A number of amendments were made during the passage of the legislation through the EU legislative
process, for example new provisions have been introduced with respect to management of so-called
foundation models.

e Financial institutions looking to launch or use Al will need to analyse the extent to which they qualify under
the Al Act as providers or users of Al systems, or another 'operator' in the Al value chain and comply with
the associated requirements according to the risk classification of the system.

e The Council and the European Parliament reached provisional agreement on the EU Al Act proposal on 9
December 2023. Formal adoption of the legislation and its publication in the Official Journal is expected
to take place in early im 2024.

e |t is expected that the adopted legislation will contain transitional periods of six months for prohibition
requirements, 12 months for general purpose Al requirements and 24 months for everything else.

e Given the extreme speed of Al development, and that the legislative proposal is not expected to fully apply
before 2025, the European Commission plans a temporary voluntary Al Pact with global technology
companies which will operate prior to the application of the legislation.

Fintech amending directive

2023 2024 2025
EBEXDIXDIXIDID
Member States’
FINTECH lransplosmun mhea.sures
AMENDING to implement t Ie
DIRECTIVE Fintech Amending

Directive in domestic
law must take effect
from 17 January 2025.

e The Fintech Amending Directive (EU) 2022/2556 of 14 December 2022 was published in the Official
Journal in December 2022 and entered into force on 16 January 2023. It supports the DORA Regulation
(see Slide 35) as part of the EU’s Digital Finance Strategy.

o TheFintech Amending Directive makes amendments to various sectoral Directives to ensure that
their requirements on operational risk and risk management are cross-referenced to the DORA
Regulation. The objective is to ensure legal certainty and clarity for financial services entities as
to the relevant requirements for the operational resilience of their digital operations against
information and communication technology (ICT) risk.

e Member States must amend their national law implementing the following Directives to transpose the
provisions of the Fintech Amending Directive: UCITS Directive; Solvency |l Directive; AIFMD; Capital
Requirements Directive; Bank Recovery & Resolution Directive; MiFID II; PSD2; and IORP Directive.

e Provisions in the original proposal for the Amending Directive that proposed amendments to MiFID Il to
allow derogations from MiIFID Il requirements for DLT market infrastructures that have permission under
the DLT Pilot Regulation (a related initiative under the EU's Digital Finance Strategy) were not carried
through into the final version of the Amending Directive.

o Member States' transposition measures to implement the Amending Directive in domestic law must take
effect from 17 January 2025.

DISTANCE MARKETING OF FINANCIAL SERVICES



https://digital-strategy.ec.europa.eu/en/policies/ai-pact
https://digital-strategy.ec.europa.eu/en/policies/ai-pact
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2023 2024 2025

eveiopment mmn

Directive formally
adopted on 23
October 2023. It was
published in the
Official Journal on
28 November 2023
and entered into
force on 18
December 2023.

Directive on
Financial
Services

Contracts
Concluded at a
Distance

e Directive on Financial Services; Contracts Concluded at a Distance; Following a regulatory fitness
(REFIT) evaluation, the Commission found that the protections of the Distance Marketing Directive
(DMD) remain useful as a horizontal safety net where more recent sector-specific legislation has not
been enacted, but that the DMD’s protections need to be updated to account for technology
developments since its adoption.

e The Commission adopted a legislative proposal in May 2022 for a Directive on financial services
contracts concluded at a distance. The Directive entered into force on 18 December 2023. The
Directive will repeal the DMD and transfer its contents to a new chapter within the Consumer Rights
Directive (CRD) and extend certain CRD rules to financial services contracts concluded at a distance.
Existing DMD protections are also modernised.

e National implementing measures will need to include targeted amendments to the framework of
protections in relation to pre-contractual information, the consumer right to withdrawal, and adequate
explanations of proposed financial services contracts, to include a right to the customer to request
human intervention where online services (for example chatbots) are used. A new protection will also
be included regarding online interfaces.

e The Council and the European Parliament reached provisional agreement on the proposed Directive
on 21 June 2023. The Council formally adopted the Directive on 23 October 2023. It was published in
the Official Journal on 28 November 2023 as Directive (EU) 2023/2673 and entered into force on 18
December 2023.

e The Directive requires member states to transpose the rules into national law with 24 months, and to
apply them six months later.

e The Directive will apply from 19 June 2026. The Distance Marketing Directive will be repealed on the
same date.

PSD3 & Open Finance: EU Financial Data Access And Payments Package

2023 2024 2025

evelopment mmn

Consideration of Commission's legislative proposals package by the European Parliament and

EU financial the Council from Q3 2023 onwards

data access and

payments
package

e The European Commission has put forward a financial data access and payments package, which
comprises:
o proposals for a new Payment Services Directive (PSD3);
o aPayment Services Regulation (PSR); and
o aRegulation on a framework for financial data access (FIDA).
e The current Payment Services Directive (PSD2), and second e-money Directive, will be repealed and
together become PSD3 and be complemented by the new PSR. Measures include proposals to further

44



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ%3AL_202302673
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ%3AL_202302673
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ%3AL_202302673
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ%3AL_202302673
https://www.cliffordchance.com/briefings/2023/07/keeping-pace-with-eu-payments--the-psd3-and-open-finance-proposa0.html
https://www.cliffordchance.com/briefings/2023/07/keeping-pace-with-eu-payments--the-psd3-and-open-finance-proposa0.html
https://www.cliffordchance.com/briefings/2023/07/keeping-pace-with-eu-payments--the-psd3-and-open-finance-proposa0.html

European London
‘E \/ “ {\\ Venues & ‘L ‘E ‘B // S Energy

Intermediaries Brokers'

Association Association

level the playing field between banks and non-banks, improve the functioning of open banking,
combat fraud and improve consumer rights. The financial data access regulation will promote open
finance, by establishing a framework of clear rights and obligations to manage customer data sharing
in the financial sector beyond payment accounts. The proposals will now be considered by the
European Parliament and the Council.

e - ThePSD3and PSR proposals combine the existing payment services and electronic money regimes
into a single set of proposals. PSD3, which will need to be transposed into national law by EU member
states, covers the authorisation and supervision of payment institutions and e-money issuers. The
PSR sets out conduct of business requirements for payment services including the rights and
obligations of the parties involved.

e The FIDA builds upon and expands the scope of the existing third-party provider (TPP) access
provisions in the PSR, extending the open banking principle to other types of accounts and financial
products under a broader “open finance” initiative. It introduces financial sector-specific rules as
envisaged by Chapter Ill of the proposed EU Data Act.

¢ While PSD3 and PSR do not materially change the current list of regulated payment services, firms'
existing licenses will only remain valid for 30 months after PSD3 enters into force. This means that
existing payment institutions and e-money institutions will be required to reapply for a licence under
the new regime within 24 months of PSD3 coming into force.

e The PSD3 proposal requires Member States to transpose and apply implementing legislation from
18 months after entry into force (apart from certain amendments which are to apply from 6 months
after entry into force).

e The PSR proposal states that it will apply from 18 months after entry into force.

e Rules on financial data sharing schemes and authorisation of financial information service providers
under FIDA are also due to apply from 18 months after entry into force, with other provisions applying
from 24 months after entry into force.

On 27 February the FCA launched its Al in Market Abuse Surveillance TechSprint, which looks to accelerate the
development of Al tools in the UK market surveillance industry and help facilitate the safe adoption of this
technology by regulated firms. We are now open for applications to participate. The application window closes on
18 March. Read more about it in Matt's post and on the FCA website.

e Matt Lowe; Manager of the Innovation Lab at the FCA to deliver on all things TechSprint, Digital Sandbox
& Innovation Manager of the Innovation Lab at the FCA to deliver on all things TechSprint, Digital Sandbox
& Innovation

e |am pleased to announce that the Market Abuse Surveillance TechSprint is now live for applications. This
TechSprint is exploring how Al-powered solutions can help the detection of market abuse.

e Do you have FOMO? If you don't, you should. Applications need to be with us by 18 March as we can only
host a limited number of teams.

O'Malia: Digitalization can address reporting burden Digitalizing reporting processes could help firms alleviate
operational burdens, especially as more regulation comes into place, said ISDA CEO Scott O'Malia. "Five
jurisdictions will go live with revised reporting requirements in a matter of months, stretching reporting teams to
the limit as they interpret what each set of rules is asking and change their processes accordingly," O'Malia said.
"Get it wrong, and regulatory penalties could follow. There is a better way - a digital approach will not only ensure
accurate reporting, but will create significant efficiencies, saving costs and allowing internal resources to be
redeployed." Full Story: Futures & Options World (2/26), DerivatiViews blog



https://r.smartbrief.com/resp/rJsMCekuhrDzkfdhCifOzpCicNWhvm?format=multipart
https://r.smartbrief.com/resp/rJsMCekuhrDzkfdhCifOzpCicNWhvm?format=multipart
https://r.smartbrief.com/resp/rJsMCekuhrDzkfdiCifOzpCicNgFAl?format=multipart
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Bankers Will See Three-Quarters of the Workday Transformed by Al; Accenture says banking sector has more to
gain than any other; Al offers opportunity for firms to re-evaluate ways of working Artificial intelligence is likely to
replace or at least lend a hand in tasks that take up almost three-quarters of the time bank employees now spend
working. That's the conclusion of a new analysis by consultancy Accenture, which said banking has the potential
to benefit more from the technology than any other industry. Just 27% of employees' time currently has a low
potential of being transformed, according to the analysis. /ilne.ws/4bPIsB1

EU Al Act passes the latest stage in the EU legislative process; On 13 February, MEPs on the Internal Market and
Consumer Protection (IMCO) committee and Civil Liberties, Justice and Home Affairs (LIBE) committee in the
European Parliament voted to adopt the EU Al Act.

e Asthe next step, a vote for all MEPs is due to take place in the European Parliament on 10 and 11 April.
This is the crucial vote, after which the EU Al Act will be published in the Official Journal and then become
law 20 days after publication.

Department of Science, Innovation and Technology publishes its ‘Introduction to Al assurance’; On 12 February,
the UK Government Department of Science, Innovation and Technology (DSIT) published new guidance on Al
assurance, which aims at providing a grounding in Al assurance for those less familiar with the technology.

e As an introductory guide, rather than getting into the technical detail, the document focuses on the
underlying concepts of Al assurance, setting out an accessible framework for understanding Al
assurance mechanisms and global technical standards.

e The guidance covers:

o Al assurance in context: providing an introduction to the background and conceptual
‘underpinnings’ of Al assurance.

o The Al assurance toolkit: an introduction to key Al assurance concepts and stakeholders.

o Al assurance in practice: giving an overview of different assurance techniques and how to
implement Al assurance within organisations.

o Key actions: a brief overview of key actions that can be taken by organisations looking to embed
Al assurance.

e DSIT has described the guide as a ‘living, breathing document’ that will be updated over time. The
‘Introduction to Al assurance’ is the first in a series of guidance aimed at helping organisations upskill on
topics around Al assurance and governance.

Commission Decision establishing the European Al Office enters into force; On 27 February, a Commission
Decision of 24 January 2024 establishing the European Artificial Intelligence Office entered into force.

e The European Al Office has been established to assist in the implementation of the forthcoming EU Al
Act, and is set to perform a number of official tasks (as set out in Article 3 of the Decision) but only in
relation to general-purpose Al models and systems under the Act (i.e. not in relation to prohibited Al, high-
risk Al etc.), including:

e monitoring the implementation and application of rules,

e monitoring the emergence of unforeseen risks, and

e investigating possible infringements of rules.

Read the full Commission Decision here.


https://r20.rs6.net/tn.jsp?f=0011dXzrYuNkA5gXbcRr9IUtufEDurUn90Kk3EN0cVNGdl3KG_dEaybx3h3MYhkY2BaeJy-t5TDtEA0YLRl6fOFvoGXBlzkvNcQET46H_FXChvnQ1AVbQAfGR6-XY1aUz7Jrr1LO-8nVfRB1Upt6x_avg==&c=WTFaRGxxYMiyoED7hIueSHaMNmIrYjyKOkDdF2-BtRAsPJfU6KQyjw==&ch=y3MHjq2Dcwye_uqlKzYk4_BrEM4jh5rLqVVIG8-S-tDFu7xRm30sjA==
https://sites-simmons-simmons.vuturevx.com/e/gku3sp2lnmcora/7129dea9-2fa2-4eac-8649-dc5d9883ed17
https://sites-simmons-simmons.vuturevx.com/e/xu25r6qoiem3hg/7129dea9-2fa2-4eac-8649-dc5d9883ed17
https://sites-simmons-simmons.vuturevx.com/e/d8egpqeuuylez7a/7129dea9-2fa2-4eac-8649-dc5d9883ed17
https://sites-simmons-simmons.vuturevx.com/e/d8egpqeuuylez7a/7129dea9-2fa2-4eac-8649-dc5d9883ed17
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Japan's Liberal Democratic Party proposes legislation for regulating generative Al; On 16 February, Japan'’s Liberal
Democratic Party (LDP) published a draft proposal for the regulation of generative Al technologies. Key highlights
include:

e The scope of the legislation is limited to “Specified Al Platform Models” which have a significant social
impact and is not intended to target smaller scale Al models or start-up business initiatives.

¢ Organisations developing these models will be required to establish a system covering seven key areas,
including third-party vulnerability verification and publishing of basic model specifications.

e Developers of these models will be required to monitor compliance in the development of systems and
periodically report to the government (or the recently launched Al Safety Institute).

e Japanese-language announcement and draft proposal available here.

The Federal Trade Commission publishes supplemental notice of proposed rulemaking to prohibit Al
impersonation of individuals; On 75 February, the Federal Trade Commission (FTC) published a supplemental notice
of proposed rulemaking to prohibit the impersonation of individuals.

e According to the FTC, this follows a surge in complaints around impersonation fraud, with emerging
technologies such as Al threatening to ‘turbocharge’ this growing issue.

e The FTC is seeking public comment on the notice, including on whether it should be unlawful for a firm
to provide goods or services (i.e., an Al platform producing images, video or text) that it knows (or should
have reason to know) are being used to harm consumers through impersonation.

e The supplemental notice is expected to appear in the Federal Register shortly, and once published in the
Register the public comment period will be open for 60 days.

e Read more here.

India to develop draft legislative framework for Al; On 20 February, the Indian Minister of State for Electronics and
Information Technology, Rajeev Chandrasekhar, announced that the government will soon publish a draft regulatory
framework for Al.

e Set to be released in June or July of this year, the Minister said that the intention of the draft legislation
is to harness Al for economic growth and address potential risks and harms.

e This statement builds on an early remark from Mr Chandrasekhar that the Indian Government preferred
to regulate Al via clear standards to address concerns such as bias as opposed to regulating systems at
certain stages of development.

EU’s Al Act advances, sparking a race to readiness; EU member state representatives unanimously approved the
Al Act, setting the stage for its formal adoption in April. The approved language reflects a range of new provisions
hammered out since the December compromise agreement. Providers, deployers, importers and distributors of
Al systems in the EU market should begin preparing for compliance now.



https://sites-simmons-simmons.vuturevx.com/e/2b0sknjqe52limq/7129dea9-2fa2-4eac-8649-dc5d9883ed17
https://sites-simmons-simmons.vuturevx.com/e/2b0sknjqe52limq/7129dea9-2fa2-4eac-8649-dc5d9883ed17
https://sites-simmons-simmons.vuturevx.com/e/l9uq2vemrg5vqhg/7129dea9-2fa2-4eac-8649-dc5d9883ed17
https://sites-simmons-simmons.vuturevx.com/e/l9uq2vemrg5vqhg/7129dea9-2fa2-4eac-8649-dc5d9883ed17
https://sites-simmons-simmons.vuturevx.com/e/l9uq2vemrg5vqhg/7129dea9-2fa2-4eac-8649-dc5d9883ed17
https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/EXYnSeCjHw5Co0DigexbO2QBq-Z_PzS4jQN85_tX3ySjBw?e=FizOhT
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High-risk system compliance overview

The Al Act requirements for high-risk Al systems are extensive and pose complex challenges for organizations. The
following overview shows the key requirement areas for these systems.

Allocation, roles & Identification, Quality assessment, Development &
rights, capacity, assessment, annotation, changes, operation,
accountability prevention & logging, data splits, performance, tests,
mitigation, monitoring data protection robustness, monitoring
& oversight,
cybersecurity

Requirements; Content, standards, Audit, declaration, CE Registration,
information, instruction; structure, retention marking, adjustments communication,
explainability access, reporting

e On February 2, 2024, representatives of all 27 EU member states approved the latest draft of the Al Act.
The unanimous vote signals the resolution of concerns raised by France, Germany and lItaly that the
regulation could stifle European innovation. The approved text will now advance to a vote by key
committees of the European Parliament in mid-February, followed by a full plenary vote in April. It will
enter into force 20 days after publication in the EU’s official journal.

e Theapproved language reflects a range of new provisions hammered out since EU policymakers reached
a provisional agreement on December 8. The outcome is an ambitious framework that will have a global
impact and will likely become a template for other Al regulators.

e The regulation calls for governance, testing and other guardrails to manage the risks of Al systems
throughout their life cycle. New provisions include a framework for general-purpose Al (GPAI) systems,
including heightened standards for those that pose systemic risk, as well as new requirements and
exemptions for "high-risk Al systems.” To support innovation, an Al Office will supervise and enforce GPAI
provisions and develop voluntary codes of conduct and guidelines.

e Theevolution of the Al Act, a process filled with sometimes fraught negotiations and compromises made
since its original proposal in 2021, highlights the ongoing balance that regulators must strike — protecting
stakeholders from the risks of Al, while at the same time fostering innovation.

e With the approved text in hand, organizations now have a detailed view of the requirements to guide their
readiness planning. Affected companies should take immediate steps given the regulation’'s scope and
complexity. Some provisions will become enforceable as soon as six months after the measure becomes
law.
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e Right to file complaint, request explanation: Article 68b empowers individuals and organizations to lodge
complaints with market surveillance authorities regarding alleged violations of the act. Article 68c gives
individuals subject to certain decisions taken by high-risk Al systems a right to request a clear and
meaningful explanation from the system’s deployer.

e - Fundamental rights assessment: Article 29a requires deployers of high-risk systems to perform a
fundamental rights impact assessment in certain circumstances. This is essentially an Al risk
assessment that considers the potential negative effects of the system’s use on individuals and how
these will be addressed through compliance measures.

e High-risk systems. The bulk of the Al Act applies to "high-risk Al systems,” which are subject to extensive
requirements for safety, accuracy and security. Under Article 6, these include Al systems that are used as
a product or as safety component of a product covered by EU harmonization legislation listed in Annex Il
such as machinery, toys, medical devices, protective equipment, elevators, vehicles, aircraft and
watercraft. Also included are Al systems listed in Annex ll, including:

o -+ Biometrics: Biometric categorization systems and emotion recognition systems, as well as
remote biometric identification systems, that aren't prohibited under Article 5 and are otherwise
lawful.

o - Critical infrastructure: Al systems used as safety components in critical digital infrastructure,
road traffic and the supply of water, gas, heating and electricity.

o + Education: Al systems used, for example, to determine access or admission to schools and
vocational institutions at all levels, to evaluate learning outcomes or to assess the appropriate
level of education for a person.

o - Essential services: Al systems used to determine eligibility for public assistance or healthcare,
to determine creditworthiness (other than for fraud detection), to classify emergency calls for
dispatching first responders or to assess risk and pricing for life and health insurance.

o -+ Law enforcement: Al systems used for various law enforcement purposes permitted by law
such as assessing a person's risk of becoming a crime victim, supporting polygraphs and
evaluating criminal evidence.

e Providers of high-risk Al systems face many risk mitigation requirements. Article 9 obligates them to
establish a risk management system that meets detailed criteria for scope and testing. Article 10 imposes
data governance standards around training, validation and testing of data sets. Article 11 requires
technical documentation showing compliance before the system goes to market. Article 12 mandates
automatic event-logging to facilitate risk identification and post-market monitoring. Article 13 requires
that systems include instructions for deployers and be designed to enable transparency so deployers can
interpret their output. Article 14 calls for systems to enable and support human oversight. Article 15
imposes standards for accuracy, robustness and cybersecurity.

e To demonstrate compliance, providers of high-risk Al systems must follow the conformity assessment
procedures described in Article 43, which references separate procedures for assessments based on
internal control (Annex VI) and those based on quality management systems and technical
documentation (Annex VII). Other provisions lay out the requirements for certificates, declarations of
conformity, CE markings and registration.

e General-purpose Al models. The approved text includes a new, separate framework for GPAI models in
Articles 52-52e. Key provisions include:

o -+ Definition: GPAI models are defined as “an Al model, including when trained with a large amount
of data using self-supervision at scale, that displays significant generality and is capable to
competently perform a wide range of distinct tasks regardless of the way the model is placed on
the market and that can be integrated into a variety of downstream systems or applications.”

o -+ General obligations: Article 52c introduces horizontal obligations for all GPAI models such as
maintaining and providing and technical documentation to the new Al Office and national
competent authorities, as well as providing certain documentation to downstream providers to
help them understand the model’'s capabilities and limitations and to comply with the regulation.
GPAI model providers must also adopt a copyright policy and issue a summary of content used
to train the model.
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o -+ Authorized representative: Under Article 52ca, GPAI model providers outside the European
Union must appoint an authorized EU-based representative to perform required tasks. These
tasks include verifying technical documentation and cooperating with the Al Office and national
authorities. The representative must terminate its mandate if the provider is noncompliant and
must inform the Al Office. This obligation doesn’t, however, apply to models available under a
free and open-source license unless they present systemic risks.

o -+ Systemic risk: Additional, stricter requirements apply to GPAI models with systemic risk. These
are GPAI models that have high-impact capabilities (determined based on appropriate technical
tools and methodologies) or are identified as such by the EC, particularly if their training involves
significant computational power. Under Article 52d, providers of GPA models with systemic risk
must perform model evaluation, make risk assessments and take risk mitigation steps, provide
adequate cybersecurity protection, and report serious incidents to the Al Office and national
authorities.

o -+ Codes of practice: Compliance with these requirements can be achieved through codes of
practice developed by industry, with the participation of member states (through the Al Board),
and facilitated by the Al Office. Developing the codes of practice should be an open process to
which all interested stakeholders will be invited, both companies as well as civil society and
academia. The Al Office will evaluate these codes and the EC can formally approve them. If
they're not finalized by the time the regulation becomes applicable or the Al Office deems them
inadequate, the EC can make common rules for implementing the obligations through an
implementing act.

e Innovation support. Regulatory sandboxes — controlled environments for Al system development,
training, testing and validation prior to placing on the market or putting into service — have greater
prominence under the approved text. Title V sets out detailed procedures for how these sandboxes should
operate in practice in an effort to foster responsible innovation. Each EU member state will have to
establish at least one sandbox within 24 months after the regulation takes effect

e Separately, the EC announced an Al innovation package with major funding to support Al startups and
small- and medium-size enterprises, as well as the Al Pact, a voluntary industry consortium designed to
help participants prepare for compliance.

e Enforcement and penalties. Member states will enforce the regulation through their respective market
surveillance authorities. Under Article 68f, however, the GPAI provisions will come under exclusive EC
supervision and enforcement, in coordination with the Al Office.

e Maximum fines will range from €7.5 million or 1.5% of global turnover to €35 million or 7% of global
turnover, depending on the organization’s size and the specific infringement.

¢ Implementation timeline. Once it's formally adopted, the regulation will enter into force 20 days after
publication in the EU’s official journal. Most provisions will become applicable and enforceable 24 months
after that point.

e Key exceptions include:

o Within 6 months, the Title | general provisions and Article 5 prohibitions on certain Al practices
will apply.

o Within 12 months, the penalty provisions and the requirements for GPAI models will apply.
Providers of GPAI models that were already on the market before the GPAI model provisions
apply will have two additional years (or three years total) to comply.

o Within 36 months, the obligations relating to high-risk Al systems to be used as a safety
component of a product, or that are themselves a product, covered by the specific EU
harmonization legislation listed in Annex Il will apply.

o Within 4 years, providers or deployers of high-risk Al systems intended to be used by public
authorities must comply.
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ASEAN publishes guide on Al governance; On 2 February 2024, the Association of Southeast Asian Nations
("ASEAN’) published a guide on Al governance and ethics, which aims to promote harmony within ASEAN and
encourage the interoperability of Al frameworks across jurisdictions.

The guide outlines seven guiding principles for an Al governance framework:

Transparency and explainability: The guide highlights the importance of building public trust in
Al, which can be achieved by ensuring disclosure on the use of Al technology and increasing
users’ understanding of factors that contribute towards an Al system’s decisions.

Fairness and equity: As Al systems are increasingly being used for decision-making, the design,
development and deployment of Al systems must take into consideration fairness and equity
principles. Safeguards, such as human intervention, are crucial to ensure algorithmic decisions
do not exacerbate existing discrimination or bias.

Security and safety: Safety of the public and users of Al systems should be the most important
factor in the decision-making process of Al systems. As such, risk assessments should be
taken before deploying these systems. Deployers should also make sure there is sufficient
protection against malicious attacks.

Robustness and reliability: Al systems must be resilient and robust enough to cope with errors
or unexpected inputs and continue to perform consistently and according to its intended
purpose. To this end, rigorous testing before deployment of the Al system is necessary.
Human-centricity: Human well-being and benefit should be the aim of Al systems and human-
centricity should be incorporated throughout an Al system'’s lifecycle. The use of Al systems
should also not disrupt labour and job prospects without proper assessments.

Privacy and Data Governance: Data protection frameworks should be put in place and followed
by developers and deployers of Al systems. The privacy-by-design principle, in particular, is
highlighted to be essential in gaining the public’s trust in Al

Accountability and Integrity: Deployers of Al systems should be accountable for decisions made
by Al systems and for compliance with applicable laws. To ensure clear allocation of
responsibilities, organisations should adopt clear reporting structures for internal governance.

Read the full guide here.

UK Government publishes Generative Al framework for government bodies; In its recently published Generative
Al Framework, the UK Government has identified and published 10 principles to promote the safe, responsible
and effective use of generative Al in government organisations. In summary:

Principle 1 — You know what generative Al is and what its limitations are: Generative Al is helpful but not
always accurate.

Principle 2 — You use generative Al lawfully, ethically and responsibly: Individuals must bear the
responsibility to act within the law while using generative Al and it should not be used to replace strategic
decision making.

Principle 3 — You know how to keep generative Al tools secure; Al systems should not be given access to
all data, particularly sensitive personal data.

Principle 4 — You have meaningful human control at the right stage: Human intervention is crucial,
particularly for quality assurance controls and review of an Al tool's outputs.

Principle 5 — You understand how to manage the full generative Al lifecycle: The importance of being
aware of and mitigating generative Al drift, bias and hallucinations.

Principle 6 — You use the right tool for the job: Individuals should not use Al tools blindly. Whilst generative
Al has many uses, it has limitations and there may be other technologies that are more appropriate to
use.
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e Principle 7 — You are open and collaborative: Individuals and teams are encouraged to work together and
use Al technology to solve problems collaboratively.
e Principle 8 — You work with commercial colleagues from the start: Civil servants are encouraged to work
with organisations outside of the government to understand how to use Al tools to achieve commercial

needs.

¢ Principle 9 — You have the skills and expertise needed to build and use generative Al: Using generative Al
is a skill, and individuals should undertake training to hone this skill.

e Principle 10 — You use these principles alongside your organisation’s policies and have the right
assurance in place: Proper and effective governance must be in place to understand, monitor and

mitigate potential risks that generative Al tools can bring.

e Read the full report here.

Sanctions

Conduct / Enforcement / Reporting

Building Firm Culture: What to celebrate and what to work on

Figure 11. Actions to maintain good conduct

Total
Revisiting core training programmes to ensure they adequately 709
address organisational and risk culture and conduct themes et
Ensuring firm values are embedded into all elements of the 69%
people strategy .
Focus on wellbeing and psychological safety in the workplace 69%
Ensuring the performance and talent management process supports 69%
the firm’s values and risk culture ~
A diverse senior leadership team/board 68%
Ensuring employees have adequate career development opportunities 66%
Underscoring the importance of diversity, equity and inclusion 66%

92%

87%

89%

89%

59%
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Understand the present
o

Create the culture strategy

An information-driven, holistic culture strategy aligned ta
the firm's values, objectives and strategic pricrities.

Leverage the
Consider self-

Focus on ownership
Engage with boards and management to discuss the
importance of ownership, accountability and governance.
Clarify what this looks like in your organisation and how
they can be the best culture advocates.

h
nt against the ASO research
and see what it takes to

Bring employees on the journey

Rather than a top-down approach, all employees should
feel invested in the culture strategy as if they are ovmers
of the initiative themselves. Employee engagement
sessions suppart embedment of culture change.

Continuous improvement
Engage with the workforce to gather feedback on how the
cultural strategy is felt throughout the organisation. Focus
an bility and creating an enduring approach to
culture.

D&l in the financial sector: FCA CP23/20

Proposal Scope Details
Non-Financial All Part 4A firms | Updated guidance in COCON, SYSC 22 and FIT relating to the application of
Misconduct those parts of the Handbook to instances of bullying, harassment and other

similar conduct towards colleagues

Annual reporting
of employee
humbers

Part 4A firms but
not Limited
Scope SMCR
firms

Firms are required to annually report their average number of employees via
the RegData platform. Firms will have a 3-month reporting window from
implementation of the rules

Monitoring D&l
PRA only)

Dual-regulated
CRR & Solvency
Il firms of any
size

The PRA requires firms to internally monitor D&! for the purposes of taking
appropriate actions to improve D&l where necessary

D&l strategies Large Firms | Firms must develop an evidence-based D&l strategy that contains: (1) the
only, but not | firm's D&l objectives and goals, (2) a plan for meeting those objectives and
Limited  Scope | goals and measuring progress, (3) a summary of the arrangements in place
SMCR Firms to identify and manage any obstacles to meeting the objectives and goals,
and (4) ways to ensure adequate knowledge of the D&l strategy amongst
staff
Data collection Large Firms | Firms must annually collect and report data on six mandatory “demographic
& reporting on only, but not | characteristics” Age; Sex or Gender (which is stated to be aligned with the
"demographic Limited Scope | Listing Rule reporting/disclosure requirements); Disability or long-term
characteristics” | SMCR Firms health condition; Ethnicity; Religion; and Sexual orientation. Firms can
and inclusion voluntarily report on five “demographic characteristics”. Parental
measures responsibilities; Gender identity; Socio-economic background; Carer
responsibilities
Inclusion metric collection and reporting based on employee engagement
survey guestions (e.g. in relation to psychological safety and speaking up
and cultivation of an inclusive environment) and the FCA will see the
responses as “a significant indicator of firm culture”
Setting targets Large Firms | Firms must set targets to address underrepresentation. At a minimum a firm
only, but not | must have three targets: (i) Board level; (ii) “Senior leadership”; and (iii) the
Limited Scope | employee population as a whole
SMCR Firms
Data disclosures | Large Firms | The following public disclosures must be made (e.g. including it on the firm’s
only, but not | website) on an annual basis: (i) D&I strategies (and Board D&l strategy, as
Limited  Scope | relevant for PRA firms); (i) targets set by firms and details on their progress
SMCR Firms (amongst other things); and (iii) D&l data based on reporting done to the

Regulators
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Risk & Large Firms | Matters relating to D&l are to be considered as a non-financial risk and
governance only, but not | treated appropriately within firms’ governance structures
Limited Scope
SMCR Firms
Individual All Part 4A firms | FCA and PRA taking different approaches. The FCA have said that there does
accountability (noting PRA | not need to be one Senior Manager with responsibility for D&I within the firm
variance) although firms may choose to allocate responsibility to certain SMFs. The
PRA has said that it will update the wording relating to the two culture
prescribed responsibilities (PR (1) and PR(H)).
‘Large” firms are those with Part 4A permissions and 251 UK employees or more over a 3-year rolling average.

Financial Stability, Operational Resilience

EU Digital Operational Resilience Act (DORA)

2023 2024 2025
oeveiopment mmn
ESAs' secand ESAs expected to ESAs expected to submit (by 17 July 2024) technical DORA is due to
consultation on submit (by 17 standards to European Commission under Articles apply from 17
ET-S’ 'ITS and January 2024) draft 20, 26, 30 and 41 of DORA, and to publish January 2025.
uidelines technical standards guidelines under Articles 11(11) and 32(7) of DORA
U“d?' DORA to European
pDuet::mh::ron 8 Commission under By 17 July 2024, Commission must adopt delegated
2093 Articles 15, 16, 18 acts on designation criteria for critical third- party ICT
- and 28 of DORA

service providers and DORA oversight fees.

e Requlation (EU) 2022/2554 on digital operational resilience for the financial sector (DORA) was published
in the Official Journal of the European Union in December 2022 and entered into force on 16 January
2023.

e DORA puts in place a detailed and comprehensive framework on digital operational resilience for EU
financial entities. EU entities must ensure they have the capacity to build, assure and review their
operational integrity to ensure that they can withstand all types of disruptions and threats relating to
information and communication technologies (ICT).

e DORA introduces an EU-level oversight framework to identify and oversee ICT third party service providers
deemed “critical” for financial entities.

e DORA will be supported by ‘Level 2" technical standards and ‘Level 3" guidelines, which are under
development.

e  DORA will apply from 17 January 2025.

e The DORA package includes the Fintech Amending Directive (see Slide 18), which amends operational
resilience requirements in a number of existing EU directives, including the UCITS Directive, the AIFMD
and MiFID II.

e The European Commission issued a call for advice to the ESAs on the designation criteria (under which
a third-party ICT service provider is designated as ‘critical’) and fees for the DORA oversight framework.
The ESAs submitted their advice on 29 September 2023. The Commission is mandated to adopt the
related delegated acts by 17 July 2024.
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e The ESAs are mandated to develop, and submit to the Commission by January and July 2024, draft
implementing and regulatory technical standards (ITS and RTS) and guidelines supporting various
aspects of the DORA framework. The RTS, ITS relate to ICT risk management frameworks, the criteria for
the classification of ICT related incidents, materiality thresholds for major incidents and significant cyber
threats, digital operational resilience testing, ICT third-party arrangements management and the oversight
framework.

o The joint committee of the ESA’s published consultation papers on draft ITS and RTS under
Articles 15, 16, 18 and 28 of DORA on 19 June 2023, for responses by 11 September 2023.

o Thejoint committee published a second set of consultation papers on 8 December, for responses
by 4 March 2024, on RTS and ITS under Articles 20, 26, 30 and 41 of DORA, and guidelines under
Articles 11(11) and 32(7) of DORA.

UK OPERATIONAL RESILIENCE

2023 2024 2025

XD XDEDIXDIED

Joint Response Further CTP regime Three-year transitional

BoE/PRAFCA deadline 15 consultations expected to enterinto  period for firms’
(o117 %u e T1N consultation on March 2024 for expected H2 2024, effect late 2024. compliance with

RESILIENCE CTP. regime CTP regime on statements of operational resilience
published 7 consultation policy and approach Joint BoE/PRA/FCA  reguirements ends on
December 2023. documents for the  consultation on 31 March 2025.
CTP regime. incident, outsourcing
and third party

reporting expected in
H2 2024.

e The FCA, PRA and BoE introduced a new operational resilience regime in 2021. The regime included
an implementation period, under which firms and FMIs needed to complete certain actions before 31
March 2022.

e The initial implementation deadline has been followed by a transitional period, ending on 31 March
2025. Firms and FMIs should use this transitional period to implement strategies, processes and
systems that enable them to address risks to their ability to remain within their impact tolerance for
each of their important business services in the event of a severe but plausible disruption.

e FSMA 2023 introduced the framework for a Critical Third Parties regime (CTP regime) for oversight
of the resilience of cloud service providers and other designated ‘critical third parties’ providing
services to UK regulated firms and FMIs. Work is underway for the introduction of the CTP regime in
2024,

e FSMA 2023 introduced (from 29 August 2023) a new Part 18 Chapter 3C into FSMA, to establish the
CTP regime. The regime gives HM Treasury a power to designate third party providers of services to
financial sector firms and FMIs as critical third parties (CTPs) and gives a range of powers to the
regulators with respect to CTPs. Between July and December 2022, the FCA, PRA and BoE sought
feedback on a joint discussion paper (DP22/3) on the operational resilience of CTPs and on how the
regulators might use their new powers.

e This was followed by a joint consultation on their developing proposals, closing 15 March 2023. The
regulators also expect to consult further in H2 2024 on statements of policy and approach to CTP
oversight. The regulators expect to finalise their rules with a view for the CTP regime becoming
operational by end-2024.

e In H2 2024, the BoE, PRA and FCA expect to publish a joint consultation paper on incident,
outsourcing and third party reporting. The purpose of this initiative would be to:

o clarify what information firms should submit when operational incidents occur; and

o collect certain information on firms' outsourcing and third party arrangements in order to
manage the risks that they may present to the FCA's and PRA's objectives, including
resilience, concentration and competition risks.
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e Firms and FMIs have until 31 March 2025 to implement strategies, processes, and systems that
enable them to address risks to their ability to remain within their impact tolerance for each important
business service in the event of a severe but plausible disruption.

EUROPEAN SINGLE ACCESS POINT (ESAP)

2023 2024 2025
Council fermally ESAP package Article 3 of the
adopted ESAP enters into force 9 Omnibus
EUROPEAN package on 27 January 2024. Directive must be
SINGLE November 2023. transposed by 10
ACCESS POINT s vl -] July 2025.
published in

official Journal 20
December 2023.

e The Commission is proposing a new Regulation enabling ESMA to create and maintain a single access
point to financial and non-financial company data for investors. This data is currently fragmented across
EU member states, in many access points, in different languages and in various digital formats.

e The ESAP will instead provide free and non-discriminatory information about EU companies and
investment products, regardless of where in the EU they are located or originated.

e The ESAP is part of the Commission’s second Action Plan on Capital Markets Union (CMU). It is designed

e tofacilitate access to funding for EU companies and contribute to achieving the CMU objective of making
it easier and safer for citizens to invest.

e The ESAP Regulation is accompanied by an Omnibus Directive and an Omnibus Regulation, which amend
a range of the relevant EU legislation to specify the information to be made accessible in the ESAP, as
well as certain characteristics of that information in relation to formats.

e The Council formally adopted the legislative package on 27 November 2023. The package was published
in the Official Journal on 20 December 2023.

o The ESAP Regulation, the Omnibus Regulation and the Omnibus Directive enter into force on 9
January 2024 (the 20th day following publication in the Official Journal).

o Article 3 of the Omnibus Directive must be transposed by Member States by 10 July 2025. The
remainder of the Directive must be transposed by 10 January 2026.

e Fromatiming perspective, under the provisional agreement, the ESAP platform is expected to be available
from summer 2027 and gradually phased in.

o Phase | will include in ESAP's scope information relating to the Short Selling Regulation,
Prospectus Regulation and Transparency Directive.

o Sixmonths after the ESAP has been made public (i.e., 48 months after its entry into force), Phase
[l will begin — scope will include among other things information relating to SFDR, Credit Rating
Agencies Regulation and the EU Benchmarks Regulation.

o Phase Il (the final phase) will include relevant information from around 20 additional pieces of
legislation, including MiFIR, CRR and the EU Green Bonds Regulation.

Prudential & Risk

Operational resilience
UK EU
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PRA/FCA  Consultation Paper  26/23
‘Operational Resilience: Critical Third Parties to
the UK Financial Sector’ published on 7
December 2023

Second UK Consultation paper expected Q4.
This will include how and when data is collected
on the use of third parties and will overlap with
existing outsourcing notification requirements.

EU Digital Operational Resilience Act (DORA)
Oversight framework, second batch of RTS and
ITS published 17 Jan 2024 :

e |CT risk management framework

e Classification of ICT-related incidents

e Harmonised templates for the register of
information

e Policy on ICT services performed by ICT

third-party providers EU Commission
reviewing before adopting the technical
standards

3.1: Basel 3.1 in the EU and UK - simplified timeline

2013 2020 2019-20222 2025
Basel 3 implemented Brexit CRR2/CRD5 Basel 3.1 implementation
™\ ™\ ' ™\
( ( EU CRR now CRR3 Regulation
EU Capital Requirements T CRR3 proposal (generally, in force 1
Regulation (the (“EU CRR") CRR2 v (adopted Q4 2021) Jan 2025 with
Approved by transitionals)
. S . S L _/  Council, awaiting EP
- vote. Text still (*
( B B . ) ( NatlonaL ru_les N ( ) subject to jurists- CRD&2
National rules implementing implementing CRD®6 proposal? inguists. B el
the Capital Requirements CRD4 as (adopted Q4 anplies frors abouté
Directive (“CRD4’) amended by 2024) P 2025) °
o J . CRD5 J . J
g ' g ) ' UK CRR (but with ) ( T\ 1=t set near-final rules
UK onshored CRR parts deleted and PRA consultation 2 MR E 2R NEs S fc!rce
EU CRR — - e — - 1 July 2025 with
("UK CRR’) restated in PRA SOvEmLET022 2nd get near-final rules: transitionals
rules,
\ J y, . \_ J Q2 2024
4 N N PRArules
PRA rules amended to
implementing  I—3 AR RS [ mplement Basel 1) Some of CRR2 was included within UK CRR.
CRD4 stangards (2) Some provisions take effect after 2022 plus there are transitionals;
\ J | J \_underlying CRR2 J (3) CRD6 predominantly focussed on EU branch regime which is not

Basel .1
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Output floor

(Floors the benefit which banks can take from internal models generally)

Operational

Credit Risk risk 120%
Standardised approach
100%
80%
Output floor
_I_‘_‘_’_‘_ e
Recalibration  Restriction on Unconditionally ) Existing
of IRB - ability to cancellable ;:Cgim;%ael Existing approaches 40%
standardised ~ maodel certain commitments o sl B ok to approaches replaced
approach - exposures now attract a beEome replaced. i e
: curtailed or capital - e 20%
more rlsk T, requirement. binding. standardis
sensitive. ed
approach 0%
2025 2026 2027 2028 2029 2030
2023 2024 2025
Seveeemen mmn
BRRD Daisy Chain Formal adoption of EBA work to deliver The CRR3 Member stamshmust
amendments Regulation provisions CRR3/CRDVI package and CRR3/CRDVI mandates Regulation is to adopt and publish
consequential on on indirect publication in Official Journal ~ ©ngoing. apply (with measures
S Ll the Daisy Chain  subscription of expected May 2024. limited implementing the CRD
Regulation had to internal MREL eligible ) . exceptions) from /1 Directive 18 monihs
be brought into  instruments within E("l"na:;dol’“o” of ‘h:[;a's)(flz 1 January 2025. er?:?y in?o f?)ro: alnd to
. ain Directive e in
force by 15 resolution groups 2024, xpe apply those measures
November 2023. apply from from the following day.

1 January 2024.

Revisions to the Capital Requirements Regulation (CRR) and the Capital Requirements Directive (CRDIV)
known as the CRR3/CRDVI package are being made to implement in the EU the final reforms agreed by the
Basel Committee on Banking Supervision in December 2017 (known as Basel 3.7).
Other revisions introduce some EU-specific measures, including on the proportionate application of the
prudential regime, the fitness and propriety of senior staff, the incorporation of ESG risks within the prudential
regime, and measures on supervisory powers (including authorisation and prudential supervision of third
country branches).
The so-called Daisy Chain Regulation has also made further revisions to the CRR to improve banks’
resolvability, including clarifying the treatment of indirect subscription of internal MREL eligible instruments
within a resolution group with a multiple point of entry resolution strategy. A further Daisy Chain Directive will
be formally adopted in 2024
Most provisions of the Daisy Chain Regulation have applied from 14 November 2022, apart from:
o (i) provisions relating to the indirect subscription of internal MREL eligible instruments within
resolution groups, which will apply from 1 January 2024;
o (i) Consequential amendments to the Bank Recovery and Resolution Directive (BRRD), which
were required to be brought into force by member states by 15 November 2023.
Political agreement on a directive (Daisy Chain Directive) making further targeted amendments relating to
MREL was reached on 6 December 2023. Formal adoption is expected in 2024.



https://www.cliffordchance.com/briefings/2021/11/new-eu-third-country-regime-for-banking-business.html
https://www.cliffordchance.com/briefings/2021/11/new-eu-third-country-regime-for-banking-business.html
https://www.cliffordchance.com/briefings/2021/11/new-eu-third-country-regime-for-banking-business.html
https://www.cliffordchance.com/briefings/2021/11/new-eu-third-country-regime-for-banking-business.html

European London
‘E \/ “ {\\ Venues & ‘L ‘E |B // S Energy

Intermediaries Brokers'

Association Association

Provisional agreement on the draft texts of CRR3 and CRDVI was reached in June 2023. Following further
technical trilogues the final compromise texts were released in December 2023. Formal adoption is expected
in late April 2024 with publication in the Official Journal, and entry into force, expected in May 2024.

The CRDVI includes provisions prohibiting certain activities from being conducted on a cross-border basis by
non-EU ('third country’) firms, requiring them to establish a branch in the EU and apply for authorisation unless
they fall within an exemption. Third country branches will need to comply with prudential requirements
including detailed reporting obligations.

The EBA has developed a roadmap for delivery of its many mandates under CRR3/CRDVI.V

Under the agreed text, Member states must adopt and publish measures implementing the CRD VI Directive
18 months from the date of its entry into force and to apply those measures from the following day. The CRR3
Regulation is to apply (with limited exceptions) from 1 January 2025.

UK CRR/BASEL 3.1 IMPLEMENTATION

2023 2024 2025

Basel 3.1 - PRA first Basel 3.1 - HMT Basel 3.1 - PRA Basel 3'.1 — Third Cryptoasset Basel 3.1 - UK

Policy Statement expected to second Policy PRA Policy exposures - BCBS  implementation
T IaER] (Ps17/23) published Publish draft Statementexpected ~ Statement expected Standards (SCOG0)  date — 1 July
ey tati December 2023. secondary Q2 2024. following publication on prudential 2025.
i i legislation in of secondary treatment of

SDDTs — PRAfIst 5054, SDDTs - PRA plans to 'egislation by HM b

Policy Statement consult on capital Treasury. Icryptnassets to be

(P$15/23) published elements of t:e regime L:Efxggisby !

December 2023. in Q2 2024.

e UK implementation of the final revisions to the Basel lll framework agreed in December 2017 (referred to
as Basel 3.1) requires a combination of legislation (revocation of parts of the retained Capital
Requirements Regulation (575/2013) (UK CRR)) and revisions to PRA rules and supervisory materials.
This will form part of the government’s repeal and reform programme enabled by FSMA 2023 and outlined
in the Edinburgh Reforms.

e In November 2022, HM Treasury consulted on the repeal of provisions of the UK CRR, and since
November 2022, the PRA has been consulting on the PRA rules that will replace UK CRR, to implement
the Basel 3.1 standards with effect from 1 July 2025. These proposals will all be finalised in 2024.

e The PRA also plans adapted application of Basel 3.1, a ‘'strong and simple’ prudential framework, to non-
systemically important or internationally active UK banks and building societies. Initial work is focused
on small domestic deposit takers (SDDTs). This framework will take several years to establish.

e Implementation of the Basel 3.1 standards in the UK is to take effect from 1 July 2025, with full
implementation by 1 January 2030.

e In 2024, HM Treasury is expected to publish the draft secondary legislation to implement Basel 3.1.

e The PRA published its first Policy Statement (PS17/23) in December 2023 - near final rules on market
risk, CVA risk, counterparty credit risk and operational risk.

e The PRA plans to publish a second Policy Statement in Q2 2024 — near final rules on credit risk, the
output floor, reporting and disclosure requirements. The PRA also plans a third Policy Statement after the
publication of the draft secondary legislation by HM Treasury

e With regard to SDDTSs, the PRA published its first Policy Statement (PS15/23) in December 2023 - scope
criteria, liquidity and disclosure requirements. The PRA plans to consult in Q2 2024 on the capital
elements of the SDDT regime.

e The BCBS expects member jurisdictions to implement by 1 January 2025 its standards (SCO60) on
prudential treatment of banks’ cryptoasset exposures. BCBS is consulting until 28 March 2024 on
proposed amendments to SCO60.

e The Government has recognised that the planned repeals will still leave a complex prudential regulatory
framework across legislation, PRA rules and remaining technical standards. Following Basel 3.1
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https://www.eba.europa.eu/sites/default/files/2023-12/9dc534e8-8a3d-438f-88e3-bc86e623d99e/EBA%20Roadmap%20on%20strengthening%20the%20prudential%20framework_1.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/07/uk-client-briefing-the-fca-pra-and-bank-of-england-have-published-a-discussion-paper-seeking-views-on-proposed-regulatory-plans-to-improve-diversity-and-inclusion-in-regulated-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/07/uk-client-briefing-the-fca-pra-and-bank-of-england-have-published-a-discussion-paper-seeking-views-on-proposed-regulatory-plans-to-improve-diversity-and-inclusion-in-regulated-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/07/uk-client-briefing-the-fca-pra-and-bank-of-england-have-published-a-discussion-paper-seeking-views-on-proposed-regulatory-plans-to-improve-diversity-and-inclusion-in-regulated-firms.pdf
https://www.bis.org/bcbs/publ/d567.pdf
https://www.bis.org/bcbs/publ/d567.pdf
https://www.bis.org/bcbs/publ/d567.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/07/uk-client-briefing-the-fca-pra-and-bank-of-england-have-published-a-discussion-paper-seeking-views-on-proposed-regulatory-plans-to-improve-diversity-and-inclusion-in-regulated-firms.pdf
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implementation, HM Treasury and the PRA will work to complete the repeal and replacement of the
remainder of the prudential legislative framework as soon as possible.

EU IFD/IFR

2023 2024 2025

IFD/IFR

EBA report on EBA expected to Commission reports on various The first data on the diversity

prudential finalise Guidelines on  aspects of IFD and IFR due by practices under the planned

treatment of benchmarking of 26 June 2024. EBA GL; is expected to be

ESG-related diversity practices in reported in 2025 with a

assels 2024 EBA report on convergence and reference date of 31 December
. ! 2024.

published gender-neutral remuneration

October 2023. policies expected Q2 2024.

The Investment Firms Directive (IFD) and Investment Firms Regulation (IFR) created a new harmonised
prudential regime for EU investment firms, replacing the application of the CRDIV prudential regime.
While certain larger investment firms remain treated as credit institutions and subject to the capital
regime under CRDIV, firms that are not subject to CRDIV are subject to the new IFD and IFR prudential
regime.

The IFD/IFR regime includes requirements on capital, consolidation, reporting, governance and
remuneration.

The IFD and IFR are supported by a number of ‘Level 2" implementing and regulatory technical standards
(ITSand RTS) and 'Level 3' guidelines, not all of which have been finalised.

An EBA report on the application of gender-neutral remuneration policies is expected in Q4 2023.

The EBA was required to report by 26 December 20271 on whether dedicated prudential treatment of
assets exposed to activities associated substantially with environmental or social objectives, in the form
of adjusted K-factors or adjusted K-factor coefficients, would be justified from a prudential perspective.
Following a discussion paper in May 2022, In October 2023, the EBA published a report with short- and
medium-term recommendations on integration of environmental and social risks in the prudential
framework.

The EBA consulted between April and July 2023 on draft Guidelines on the benchmarking of diversity
practices including diversity policies and gender pay gap under on the IFR and IFD. Finalised guidelines
are expected in due course. EBA plans that first data on the diversity practices under these guidelines
should be reported in 2025 with a reference date of 31 December 2024,

An EBA report on the application of gender-neutral remuneration policies by investment firms is expected
in Q2 2024 (originally envisaged in 2023).

An EBA report on the degree of convergence of the application of the Chapter 2 of the IFD (Review
process) among member states was expected by the end of 2023. This has not yet been published.

The Commission is required to report on the IFD and IFR, with legislative proposals to amend the package
if it considers this to be necessary, by 26 June 2024.

UK INVESTMENT FIRMS PRUDENTIAL REGIME (IFPR)

2023 2024 2025

pevelopment mmn

FCA concluding  FCA consultation FCA expects to

report on IFPR on minor consultin Q2 2024
multi-firm review  ¢jarificatory on ESG disclosures
published 27 changes to and MIFIDPRU

November 2023.  \\FIDPRU closes  Clarifications.
on 8 January 2024


https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-the-new-eu-prudential-regime-for-investment-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-the-new-eu-prudential-regime-for-investment-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-the-new-eu-prudential-regime-for-investment-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-new-eu-remuneration-requirements-for-investment-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-new-eu-remuneration-requirements-for-investment-firms.pdf
https://www.eba.europa.eu/sites/default/files/document_library/Publications/Reports/2023/1062711/Report%20on%20the%20role%20of%20environmental%20and%20social%20risks%20in%20the%20prudential%20framework.pdf
https://www.eba.europa.eu/sites/default/files/document_library/Publications/Reports/2023/1062711/Report%20on%20the%20role%20of%20environmental%20and%20social%20risks%20in%20the%20prudential%20framework.pdf
https://www.eba.europa.eu/sites/default/files/document_library/Publications/Reports/2023/1062711/Report%20on%20the%20role%20of%20environmental%20and%20social%20risks%20in%20the%20prudential%20framework.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-the-new-eu-prudential-regime-for-investment-firms.pdf
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e The UK introduced the IFPR, a revised prudential regime for FCA-authorised investment firms, on 1
January 2022. The IFPR is based on, but not identical to, the EU IFD and IFR package. It incorporates
key concepts from that package, including the calculation of capital using the so-called ‘K-factors’,
governance and risk management requirements and a new remuneration code. The IFPR applies to
a significant number of FCA-authorised firms including, in addition to MiFID investment firms,
collective portfolio management investment firms (so-called ‘CPMI firms’), i.e., UCITS managers and
AlIFMs that, in either case, have MiFID top-up permissions.

e IFPR applies to investment firms engaged in MiFID (Markets in Financial Instruments Directive)
activities such as fund managers, asset managers, investment platforms, firms which deal on their
own account, depositaries, and securities brokers. The majority of the FCA rules relating to the IFPR
are located within the MIFIDPRU sourcebook.

e |FPR requires all in-scope firms to complete an Internal Capital Adequacy and Risk Assessment
(ICARA) process, by which firms identify the risk of harm in their operations and assess appropriate
resources to mitigate harm, whether as a going concern or when winding down.

e The FCA has undertaken a multi-firm review of how firms have been implementing requirements on
the ICARA process and reporting under the IFPR. It published its concluding report on 27 November
2023, recommending that firms review the good and poor practices in the report and that they
consider the applicability of the FCA’s observations to their own processes.

e The FCA consulted in its Quarterly Consultation in December 2023 (CP23/25) on proposed minor
amendments to MIFIDPRU to clarify its requirements. That consultation closes on 8 January 2024.

e The FCA indicated in the November 2023 edition of the Regulatory Initiatives Grid that it expects to
issue a further consultation paper in Q2 2024 in relation to ESG disclosures and MIFIDPRU
clarifications.

UK RING FENCING REGIME

2023 2024 2025
pevelopment mmn
HM Treasury CP on HM Treasury PRA expects to HM Treasury expected to issue
near term reforms ~ expects to bring  implementin H1 feedback on alignment of ring-fencing
and PRA CP20/23  forward secondary 2024 the changes and resolution regimes in H2 2024.
both closed legislation to consulted on in
November2023.  orves nomrtorm  CP20/23
reforms.
F'RA_ review of ring- Legislative changes to effect the near-term reforms will
fencing rules due by - take effect as soon as Parliament approves them.

31 December 2023.

e The UK's ring-fencing regime requires banking groups within the scope of the ring-fencing
requirements (those with more than £25 billion of core retail deposits) to split out their retail banking
activities from their investment banking activities. This threshold is set to rise from £25 billion to £35
billion. The independent panel appointed by HM Treasury to review the operation of the regime, led
by Keith Skeoch, published its report in March 2022. The panel noted that the regime has been
beneficial for financial stability and should be retained, but that its benefit is likely to reduce with time
once the UK’s resolution regime is fully embedded. The panel made some recommendations for
reforms to the scope of the regime, the scope of excluded activities, the restrictions on servicing
relevant financial institutions and the ability of firms to establish operations or service customers
outside the EEA.

e HM Treasury published its response to the panel's recommendations in December 2022, committing
to consult in 2023 on proposals for near-term reforms to the regime. HM Treasury published its
consultation on near term reforms in September 2023. That consultation closed on 26 November
2023.



https://www.fca.org.uk/publications/multi-firm-reviews/ifpr-implementation-observations-concluding-report
https://www.fca.org.uk/publications/multi-firm-reviews/ifpr-implementation-observations-concluding-report
https://www.fca.org.uk/publications/multi-firm-reviews/ifpr-implementation-observations-concluding-report
https://assets.publishing.service.gov.uk/media/651428ab3d371800146d0cac/A_smarter_ring-fencing_regime_-_Consultation_on_near-term_reforms.pdf
https://assets.publishing.service.gov.uk/media/651428ab3d371800146d0cac/A_smarter_ring-fencing_regime_-_Consultation_on_near-term_reforms.pdf
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e HM Treasury expects to bring forward in Q1 2024 the secondary legislation (of which a draft version
was made available with the consultation) that will amend the main statutory instruments relating to
ring-fencing. These are:

o the Financial Services and Markets Act 2000 (Ring-fenced Bodies and Core Activities) Order
2014 (S12014/1960),; and

o the Financial Services and Markets Act 2000 (Excluded Activities and Prohibitions) Order
2014 (SI12014/2080).

e The PRA consulted in September 2023 (CP20/23) on how ring-fenced banks (RFBs) should manage
risks from third country subsidiaries and branches, reflecting HM Treasury's proposal to remove the
legislative prohibition on RFBs having non-EEA branches and subsidiaries. That consultation closed
on 27 November 2023. The PRA expects to implement the proposed changes in H1 2024.

e HM Treasury launched a Call for Evidence on alignment of the ring-fencing regime with the resolution
regime in March 2023, focused on the practical challenge of how the two regimes might be better
aligned with each other and the wider regulatory framework. The Call for Evidence closed on 7 May
2023 and HM Treasury is expected to issue its formal response in H2 2024.

e The PRA s required under FSMA to carry out its next review of its ring-fencing rules by 31 December
2023, to report to HM Treasury on that review and to publish the report. The outcome of the review
will feed into HMT and/or PRA work.

2023 2024 2025

ceveeement mmn

Commission expected to report on shareholder
identification, transmission of information and
transparency of proxy advisers.

e The original Shareholder Rights Directive (SRD) established rules promoting the exercise of shareholder
rights at general meetings (GMs) of companies with offices in the EU and whose shares were admitted
to trading on a regulated market within the EU.

e Therevised Shareholder Rights Directive (SRD2) introduced amendments to SRD to enable
shareholders to exercise voting and information rights in EU companies traded on regulated markets
across the EU. Amendments to the SRD addressed perceived shortcomings relating to transparency
and a lack of shareholder engagement.

e The amendments relate to the link between directors’ pay and performance, related party transactions,
advice given by proxy advisers and facilitation of the cross-border exercise of voting and information
rights.

e EU Member States were required to transpose SRD2's amendments to SRD by 10 June 2019. Review
clauses in Articles 3f(2) and 3k(2) of the SRD require the Commission to report on aspects of the
regime.

e By 10 June 2023, the Commission was due to report on and, if appropriate, propose amendments to
provisions on:

o Shareholder identification, transmission of information and facilitation of exercise of
shareholder rights; and
o Implementation of the provisions on the transparency of proxy advisers.

e The Commission requested that both ESMA and the EBA be involved in the preparation of the input to

be provided regarding Chapter la of the SRD2, in particular Articles 3a-3e, which regulate companies’
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https://assets.publishing.service.gov.uk/media/6514304c3d371800146d0cbc/DRAFT_Ring-fenced_Bodies__Core_Activities__Excluded_Activities_and_Prohibitions__Amendment__Order_2023_-_for_Consultation.pdf
https://assets.publishing.service.gov.uk/media/6514304c3d371800146d0cbc/DRAFT_Ring-fenced_Bodies__Core_Activities__Excluded_Activities_and_Prohibitions__Amendment__Order_2023_-_for_Consultation.pdf
https://www.bankofengland.co.uk/prudential-regulation/publication/2023/september/changes-to-ring-fencing-regime
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1139577/OMS_FINAL_DRAFT_Aligning_the_ring-fencing_and_resolution_regimes_call_for_evidence__EST_signed_.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1139577/OMS_FINAL_DRAFT_Aligning_the_ring-fencing_and_resolution_regimes_call_for_evidence__EST_signed_.pdf
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and intermediaries’ rights and obligations regarding 9 shareholder identification, transmission of
information and the facilitation of the exercise of shareholder rights. ESMA was also asked to provide
input on the implementation of Article 3j of the SRD2, which regulates the transparency of the proxy
advisory industry.

e 0On?27July 2023, ESMA and the EBA published a report on Implementation of SRD2 provisions on proxy
advisors and the investment chain.

e The Commission’s report is awaited.

CRD6: Branch authorisation

+ CRD6 harmonises authorisation requirements for EU branches of third country banks or systemic
investment firms carrying out "core banking activities" in the EU.

- Section A MIFID activities remain covered by MIFID, and certain accommodating ancillary services also
excluded.

+ Note that an EU subsidiary may exercise passporting rights under EU Directives to provide services in
other EU Member States: such activities do not fall within the CRD6 branch regime.

3.2 CRDG6: EU branches of 3rd country banks

Commission proposal The Political Compromise
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https://www.esma.europa.eu/sites/default/files/2023-07/ESMA32-380-267_Report_on_SRD2.pdf
https://www.esma.europa.eu/sites/default/files/2023-07/ESMA32-380-267_Report_on_SRD2.pdf
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UPI Plus

Two amendments to Existing Fields
Five new fields to Augment UPI

(To note that CDIDE (data WG of the FSB) has not formalised any concept of “UPI+" because it is bound
to propagate a universal UPI. Rather, the concept stems from the replacement of ISIN for derivatives
allied to necessary data fields for CTP fulfilment, and it is therefore currently a regional matter. There
are multiple global derivatives reporting rewrites in 2024, all of which will mandate the use of UPI for at
least a subset of reportable transactions. As such, the majority of market participants are already
working on assigning UPIs to their existing reportable trade population.)

The adoption of UPI+ as a replacement for OTC ISIN would mandate the use of the existing IS04914
UPI for OTC derivatives in transparency reporting, supplemented with the addition of key trade-level
attributes that would result in meaningful transparency data for recipients.

There are likely to be in the region of 700,000 UPIs available to market participants when the service
goes fully live by the end of 2023, in comparison to 112 million OTC ISINs that have been created
since their inception.

Clearly none of this addresses the current failings and complexities of Total Return Swap [‘TRS’]
reporting data sufficiency. That's another matter.

Earlier this month an ISDA “UPI+ working group” analysed trade level attributes in order to determine
which have a material impact on Price and should therefore be included in the final proposal to
augment UPI for transparency purposes.

The working group also reviewed existing fields in Table 2 of RTS2 to confirm whether any further
changes were needed.

The below table details the attributes that were discussed and confirmed as being included in the
final proposal to use UPI for transparency reporting, augmented with 5 additional trade level
attributes. We have also included the reason agreed for inclusion for future reference.
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LEBA

These are being advocated to the FCA via the attached letter.

Type Attribute Fnelriell Comments
Instruments
!nstrgmen_t Eor : all This field should be updated to mandate the usage of
identification financial o
. UPI for OTC derivatives
Amendments to | code type instruments
Existing Fields !HS’[I’L.JF'ﬂeﬂ.’[ Eor : all This field should be updated to mandate the usage of
identification financial o
) UPI for OTC derivatives
code instruments
For The combination of Effective Date, Termination Date
Effective Date derivatives and the existing “Trading Date and Time" field will
allow the tenor of the contract to be derived
o The combination of Effective Date, Termination Date
Termination For . ) o .
Date derivatives and the existing “Trading Date and Time" field will
allow the tenor of the contract to be derived
. Clearing House | For This field should be added to provide visibility of
New Field to be LEI derivatives differing prices between CCPs
added to Table gp :
2 of RTS 2 Unfront For cDS Only relevant in the context of CDS, the up-front
P : payment is considered a price-impacting field and
payment instruments . .
therefore warrants inclusion
The spread for certain IRS trades containing a
floating leg is considered a price-impacting field and
For ) . o
Spread derivatives therefore warrants inclusion. As this is only relevant
for a subset of IRS, a value of 0 should be allowed
where no spread exists
Proposed Attribute Reason for descoping from UPI+

Term of Contract Value
Term of Contract Unit
Forward Starting Period

Forward Starting Period Unit

The UPI+ working group agreed not to include these fields in the
proposal as Effective date / termination date are preferable
values for reporting due to ease of implementation and the fact
that users of transparency data can derive tenor from the
reported dates.

Execution Venue LEI

Details referring to the Execution venue are already included
within the existing "Venue of Execution" field and therefore the LEI
would not be required

Day Count Fraction

Due to the inclusion of whole year tenors, this field is not relevant.
Where there are varying day count fractions there would not be a
significant enough impact on price to justify inclusion in UPI+.
This decision is based on the starting assumption of the inclusion
of whole year tenors only - should this change, then the day count
fraction would become a relevant attribute
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Payment Frequency

This field has a relatively low impact on the price and non-
standard instances of payment frequency are rare. Therefore, it
was agreed not to include this field

Price Multiplier

The majority of products will have a Price Multiplier of 1 and
therefore there is no value including this field within transparency
reporting

Look Back

It was agreed not to include Look back in transparency reporting
due to the low volume of trades with a non-standard look back
period. The majority of trades analysed appeared to be of a “‘non-
standard” nature which would bring them out of scope of
transparency reporting

Standard / Non-Standard
Flag

The proposal for UPI+ is centred on the inclusion of centrally
cleared "standard" trades and therefore there is no need to
differentiate by including a specific flag

Price Forming Flag

There are already provisions in RTS2 for market participants to
report a flag of 'NPFT' to identify submissions which do not
contribute to price formation

Package Flag

There are already provisions in RTS2 for market participants to
report a flag of 'TPAC' to identify package transactions

Carbon Emissions, Green finance, ESG & Disclosures

EU SUSTAINABLE FINANCE DISCLOSURE REGULATION (SFDR)

2023

2024 2025

mm

ESAs"final report Commission fepofLon - ESMA CSA.on ESMA will issue final quidelines on fund

1o Commission on Ihe SFDR expectsd  sustainability-retated names follewing eniry into force af

RTS on PAl and 02 2024, disclosures and amendments o AIFMD and UCITS regimes.
EU SFOR financial product filegration of

digchaures ESAg final reports  sustainability risks

subeitied 4 expecied May 2024 complates O3 2024,

Decarmbar 2023

on greamaashing
risks and supenvision ESAs’ annual repod on

ol sustainable woluritary discosures dug

finance.

10 Seplember 2024,

e The Sustainable Finance Disclosure Regulation (SFDR) sets out harmonised rules on
disclosures to investors regarding the integration of sustainability risks and the consideration
of adverse sustainability impacts in investment decision-making and investment advice.
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e Whilst many of SFDR’s provisions began to apply in 2021, staggered implementation deadlines
and the development of underlying technical standards have meant that firms’ implementation
projects continued long past this date.

e The European has evaluated the SFDR and has proposed possible measures to improve the
framework, which may result in changes to disclosure requirements and potentially a
classification system for financial products.

e The ESAs submitted a final report to the Commission on 4 December 2023 on amendments to
the RTS on content and presentation of principal adverse impact (PAl) and product disclosures.
The Commission is expected to adopt the RTS in due course.

e InJuly 2023 ESMA launched a Common Supervisory Action (CSA) with National Supervisors to
assess asset managers’ compliance with sustainability-related disclosures in SFDR and the EU
Taxonomy Regulation and provisions in UCITS and AIFMD on integration of sustainability risks.
The CSA will run until Q3 2024.

e Between September and December 2023, the Commission consulted on SFDR implementation
and on options to improve the framework. The focus is on assessing shortcomings in the SFDR
to improve legal certainty, enhancing usability and improving the legislation's role in mitigating
greenwashing. The Commission intends to adopt a report on the SFDR in Q2 2024.

e In November 2022, the ESAs launched a Call for Evidence on greenwashing. Each of the ESAs
delivered a progress report on 1 June 2023, with final reports to be delivered in May 2024.

e The ESAs are due to report to the Commission on best practices relating to voluntary
disclosures annually, by 10 September of each year. The next report is due by 10 September
2024,

e ESMA consulted between November 2022 and February 2023 on guidelines on funds' names
using ESG or sustainability-related terms. In December 2023 ESMA confirmed it would
postpone the issue final guidelines until after the entry into force of amendments to the AIFMD
and UCITS regimes.

UK CLIMATE-RELATED DISCLOSURES — SELL-SIDE

2023 2024 2025

FCA is expected to consult in 2024 on ESG (including climate-related)
disclosures and MIFIDPRU clarifications.

Climate-related

disclosures =
Sell-side

PRA engaged in ongoing work to identify whether/ where climate-related risks
should be accounted for in the Pillar 1 capital framework

e Climate related disclosures — sell-side The UK formally committed in 2017 to using the
recommended disclosures from the Task Force on Climate-related Financial Disclosures
(TCFD) as a basis for mandatory climate related financial disclosures in the UK.

e Sell side firms are subject to an expanding range of climate-related disclosures
obligations. For banks and PRA regulated investment firms, this includes Pillar IlI
disclosures under the prudential framework, obligations arising under the PRA’s
expectations as set out in SS3/19, the Companies (Strategic Report) (Climate-related
Financial Disclosure) Regulations 2022 and the Listing Rules. FCA-only regulated MiFID
investment firms are not currently required to make specific disclosures under the FCA's
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MIFIDPRU rules, but the FCA is expected to consult in 2024 on ESG (including climate-
related) disclosures and MIFIDPRU clarifications.

FCA is expected to consult during 2024 on ESG disclosures under the Investment Firms
Prudential Regime (IFPR). This will affect firms subject to MIFIDPRU.

The PRA is continuing in 2024 with active supervision of PRA-regulated firms’ compliance
with its expectations under SS3/19, including its to expectations for disclosures
(qualitative and quantitative) against the TCFD framework. The PRA will continue to
support international and domestic efforts to promote the implementation of consistent
and comparable disclosure standards for climate risks, including by the International
Sustainability Standards Board (ISSB). The ISSB issued its first IFRS Sustainability
Disclosure Standards in June 2023: (i) IFRS S1 (General requirements for disclosure of
sustainability related financial information); and (ii) IFRS S2 (Climate related disclosures).
Developments arising from the UK's revised Green Strategy published in March 2023 are
likely to have a bearing on disclosure obligations, for example one impact of the code of
practice for ESG data and ratings providers (see Slide 54) is that it may help address some
of the data gaps which impair firms’ ability to make quantitative disclosures.

In a March 2023 report on climate related risks and the regulatory capital framework, the
PRA explained it is engaged in ongoing work to establish if there are regime gaps'in the
capital framework, including with the Basel Committee on Banking Supervision (BCBS) to
establish whether climate related risks should be accounted for in banks’ Pillar 1 capital
framework.

EU TAXONOMY REGULATION

2023 2024 2025

Bevelopment mm

Cetain key perlormance indicalons need  ESMA CSA on Cestain provisions. of
1o be disclosed by financial undertakings sustainabilty-retated Ihe amending
EU TAXONOMY subject o Aricle B fram 1 January 2024. diMbﬁu.rES and reguiaton 1o I:'ne
REGULATION mtegrlmuu? af ) Tamonomy Climate
Taxonomy Environmental Act and certain  Sustainabilty risks Dedagated Act apply
provisions of ihe amending requiation o SOMmpletes O3 2024, Trcems 1 Jarwary

the Taxanamy Chrmate Delegated Act 25

apply from 1 January 2024,

The Taxonomy Regulation sets out criteria that an activity must satisfy to be referred to as
‘environmentally sustainable’. Two such criteria are that the activity must contribute
substantially to at least one ‘environmental objective’ and that the activity must not
significantly harm an ‘environmental objective’.

The six ‘environmental objectives’ are set out in the Taxonomy Regulation. The Taxonomy
Regulation also creates disclosure obligations for certain products that are within the
scope of the related Sustainable Finance Disclosure Regulation (SFDR).

Two delegated acts supplementing the Taxonomy Regulation were published in the
Official Journal on 21 November 2023 and apply mainly from 1 January 2024:

o Ataxonomy environmental act — setting out technical screening criteria for
economic activities that make a substantial contribution to one or more of the non-
climate environmental objectives (circular economy; biodiversity; pollution; and
water); and
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o An amending regulation which will add additional activities that are not currently
included in the existing Taxonomy Climate Delegated Act (which sets out technical
screening criteria for economic activities that make a substantial contribution to
climate change mitigation or climate change adaptation). Some provisions apply
from 1 January 2024, with others applying from 1 January 2025.

In July 2023 ESMA launched a Common Supervisory Action (CSA) with National
Supervisors to assess asset managers’ compliance with sustainability-related disclosures
in SFDR and the EU Taxonomy Regulation and provisions in UCITS and AIFMD on
integration of sustainability risks. The CSA will run until Q3 2024.

Under Article 8 of the Taxonomy Regulation, undertakings that are required to publish non-
financial information under Articles 19a or 29a of the Non-Financial Reporting Directive
must include sustainability information in their non-financial disclosures. Under
Commission Delegated Regulation 2021/2178, which supplements Article 8 of the
Taxonomy Regulation, financial undertakings will need to disclose certain key performance
indicators from 1 January 2024.

A number of reports under the Taxonomy Regulation remain outstanding with no
confirmed dates for publication.

EU ANTI-GREENWASHING DIRECTIVE: AMENDMENTS TO UCPD

2023 2024 2025

oeveiopment mmn

Provisional

political Formal adoption by
EU Anti- agreement on European Parliament
[ElELEELILER  the proposed and then the Council
Directive Directive was expected.

reached on 19
September 2023.

Anti-Greenwashing Directive; A priority measure in the Commission’s 2023 Work
Programme, the proposed Directive on Empowering Consumers for Green Transition
(referred to as the Anti-Greenwashing Directive) is proceeding through the EU legislative
process. The new Directive aims to strengthen consumer rights and protections with
respect to commercial practices, including greenwashing, that prevent sustainable
purchases.

The Directive will amend the Unfair Commercial Practices Directive (UCPD) to:

o extend the list of product characteristics about which a trader cannot mislead
consumers to cover the environmental or social impact;

o extend the list of actions which are to be considered misleading if they cause or are
likely to cause the average consumers to take a transactional decision that they
would not have otherwise taken; and

o add new practices, including forms of greenwashing, to the existing ‘blacklist’ of
prohibited unfair commercial practice.

In March 2022, the Commission published a package of proposed measures as part of its
New Consumer Agenda and Circular Economy Action Plan, aimed at making sustainable
products the norm in the EU, boosting circular business models, and empowering
consumers for the green transition.
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The proposed Directive on Empowering Consumers for Green Transition (Anti-
Greenwashing Directive) is designed to ensure consumers take informed and
environment-friendly decisions when buying products, and the rules strive to strengthen
consumer protection against untrustworthy or false environmental claims by banning
greenwashing and other practices that mislead consumers.

The Council adopted its negotiating mandate on the proposed Directive on 3 May 2023.
The European Parliament adopted its position at its plenary meeting of 11 May 2023.
Provisional political agreement on the proposed Directive was reached on 19 September
2023 and the final compromise text was agreed in October 2023. Formal adoption of the
Directive is awaited.

Once adopted the Directive will enter into force on the 20th day following its publication in
the Official Journal. The final compromise texts proposal envisages a 24-month
transposition period with the Directive applying 30 months after its entry into force.

EU REGULATION OF ESG RATINGS PROVIDERS

2023 2024 2025

Sevelopment mm»

ESG RATINGS

PROVIDERS

European European Parliament and Council continuing to The Regulation is intended to enter into force

Parliament’s consider the proposed ESG Ratings regulation during on the 20th day following that of its
ECON Committee 2024, publication in the Official Journal and to apply
adopts report on six months later.

REGULATION the proposed

Regulation on 5
December 2023.

EU regulation of ESG ratings; providers ESG ratings providers offer products that opine on
the ESG characteristics or exposure of products and firms.
Provision of ESG ratings plays an important role in the ESG ecosystem but is not currently
regulated at EU level.
Following a consultation and call for evidence in April 2022, in June 2023 the Commission
published a legislative proposal for a Regulation on the transparency and integrity of ESG
rating activities.
The proposal is intended to require ESG rating providers offering services to investors and
companies in the EU to be authorised and supervised by ESMA.
The proposed regulation is intended to complement existing legislation such as the
Sustainable Finance Disclosure Regulation (SFDR), the Taxonomy Regulation, the
Corporate Sustainability Reporting Directive (CSRD) and the EU Green Bonds Regulation.
The Commission’s June 2023 legislative proposal for a Regulation is aimed at addressing
deficiencies in ESG ratings provision, including:
o (i) lack of transparency on the characteristics of ESG ratings, their methodologies
and their data sources;
o (i) the lack of clarity on how ESG rating providers operate; and
o (iii) conflicts of interest at ESG rating providers’ level The Regulation sets out
provisions to:

» Appoint ESMA as supervisor of ESG ratings providers and impose an
authorisation requirement on ESG ratings providers (subject to a
transitional period for certain providers);

* Introduce a regime for third country ESG ratings providers;
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=  Setout transparency requirements and principles on the integrity and
reliability of ESG rating activities;
* Impose obligations relating to the independence and management of
conflict of interests of ESG rating providers.
The scope of the Regulation will not extend to: internal or private ESG ratings that are not
intended for public disclosure or distribution; raw ESG data; or credit ratings.
The Council and the European Parliament are currently considering the legislative proposal
with a view to reaching their negotiating positions.
Once adopted the Regulation will enter into force 20 days after its publication in the Official
Journal of the European Union and apply six months later.

CORPORATE SUSTAINABILITY DUE DILIGENCE DIRECTIVE (CS3D)

2023 2024 2025

pevelopment mmn

Cs3D

Political CS3D expected to be
agreement formally adopted in Q1
reached on the 2024.

CS3D proposal on

14 December

2023.

The Corporate Sustainability Due Diligence Directive (CS3D) sets out an EU legal
framework on sustainable corporate governance, including cross-sector corporate due
diligence along global value chains.

The main effect of the CS3D will be to introduce obligations on in-scope EU and non-EU
companies to adopt and implement due diligence policies and processes to identify and
address adverse human rights and environmental impacts (known as human rights and
environmental due diligence, or "HREDD") with which the companies may be involved,
either through their own operations, those of their subsidiaries or through business
relationships in their value chain.

Trilogue negotiations between the co-legislators began on 8 June 2023, and political
agreement was reached on 14 December 2023. This "provisional agreement" is unlikely to
change substantively between now and its final adoption by the Council and Parliament.
CS3D will apply to large EU companies and large non-EU companies active in the EU.

o "EU Companies" are defined as those with more than 500 employees and a net
global turnover of more than EUR 150 million, or that operate in specific high-
impact sectors with more than 250 employees and a net global turnover of EUR 40
million.

o "High-impact sectors" are defined as the manufacture and wholesale trade of
textiles, clothing and footwear, agriculture including forestry and fisheries,
manufacture of food and trade of raw agricultural materials, extraction and
wholesale trade of mineral resources or manufacture of related products and
construction.

o non-EU Companies are defined as those that have a EUR 300 million net turnover
generated in the EU, with no requirement to meet an employee threshold.

Most of the due diligence rules will not apply to financial institutions, including banks,
insurers, institutional investors and asset managers. The agreed compromise will however
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impose some obligations on financial institutions. EU and non-EU financial institutions
conducting enough business to fall within the scope of the CS3D will be required to
conduct HREDD on the upstream elements of their value chain.

Once CS3D is adopted, Member States will have two years to transpose the Directive into
national law. Based on the compromise text, non-EU Companies will then have a further
year to comply with the CS3D. It is also likely that smaller in-scope companies will have
longer to comply with the Directive, though this is as yet unconfirmed.

EU GREEN BOND REGULATION

2023 2024 2025

EU Green Bond Green Bond
Regulation published in Regulation mainly
EU GREEN the Official Journal on applies from 21
BOND 30 November 2023 December 2024.

REGULATION Entry into force 20

December 2023. Some
provisions apply from
this date.

The Commission published its proposal for an EU Green Bond Standard (EuGBS) in July
2021V and political agreement was reached in February 2023. The Regulation was
formally adopted in October 2023 and published in the Official Journal on 30 November
2023.

The EU Green Bond Regulation is intended to be a voluntary EU framework for green
bonds, including those issued by a special purpose vehicle in the context of a
securitisation transaction (see Slide 20 for securitisation developments).

In order to get the green bond label, the issuer needs to commit to use the proceeds from
the bond issuance to finance, refinance or acquire assets aligned with the EU taxonomy
set out in the EU Taxonomy Regulation.

The Green Bond Regulation is designed to deliver the commitment in the European Green
Deal Investment Plan of 14 January 2020, which announced the establishment of a
uniform standard for environmentally sustainable bonds to increase investment
opportunities and facilitate the identification of environmentally sustainable investments
through a clear label.

Key elements of the new Regulation are:

o Compliant bonds will have the ‘European Green Bond' or ‘'EUGB’ designation.
Issuers’ home state National Competent Authorities will supervise issuers’
compliance with the standard. There will be a registration and supervisory
framework for reviewers of European Green Bonds.

o For designation, all proceeds of EuGBs must be invested in economic activities
aligned with the Taxonomy Regulation (subject to a flexibility pocket of 15% for
those sectors not yet covered by the Taxonomy and certain specific activities).

o Provisions allowing some voluntary disclosure requirements for other
environmentally sustainable and sustainability-linked bonds issued in the EU, such
as those issued under the ICMA principles.

The Regulation was published in the Official Journal on 30 November 2023 as Regulation
(EU) 2023/2631V. It entered into force on 20 December 2023 and mainly applies from 21
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December 2024. However, by way of derogation, certain provisions apply from 20
December 2023 and others from 21 June 2026 (Article 72).

2023 2024 2025
Consultation on the FCA expected to publish feedback FCA expected to consult in due
UK Green Taxonomy statement to its discussion paper on course on a proposed regulatory
UK GREEN was expected in finance for positive sustainable framework for ESG ratings

STRATEGY Autumn 2023. change in H1 2024. providers.
Code of Conduct for HM Treasury expected to publish

ESG ratings providers feedback on consultation paper on

finalised in December future regulatory regime for ESG

2023. rating providers in H1 2024.

e The UK s reforming its financial services regulation outside the EU and working towards a
‘Smarter Regulatory Framework’ for UK financial services.

e The three key elements for the reforms are:

o (i) FSMA 2023, which will revoke EU-derived financial services and markets
legislation,

o (ii) the Retained EU Law (Revocation and Reform) Act 2023, which will revoke other
EU-derived legislation; and

o (i) the December 2022 Edinburgh reforms, a package of reforms to modernise and
improve UK financial services regulation.

e The Edinburgh Reforms have been further supplemented by the Mansion House Reforms
published in July 2023.

e InFebruary 2023, the FCA published a discussion paper (DP23/1) on ‘Finance for positive
sustainable change: governance, incentives and competence in regulated firms.’, to
encourage dialogue on firms' sustainability-related governance, incentives and
competencies. FCA will use the to consider the direction for evolution of its future
regulatory approach. DP23/1 closed for feedback in May 2023 and a feedback statement
is expected in H1 2024.

e A consultation on the production of a UK Green Taxonomy was expected in Autumn 2023
but has not yet been published. The UK Green Taxonomy is expected to include nuclear
energy.

e HM Treasury consulted between 30 March 2023 and 30 June 2023 on proposals for
bringing ESG ratings providers within the scope of regulation and for the scope of a
regulatory regime for ESG ratings providers. These proposals seek to improve
transparency on providers’ methodologies and objectives and improve conduct in the ESG
market. This is likely to need changes to the Regulated Activities Order and — for a subset
of firms — legislation under the Designated Activities Regime introduced under FSMA
2023. The consultation closed on 30 June 2023 and HM Treasury is expected to provide
feedback in H1 2024.

e Separately, the FCA has indicated (in FS22/4) that it supports regulatory oversight of these
providers and an approach informed by I0OSCO’s November 2021 recommendations on
ESG data and ratings.
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e A voluntary Code of Conduct for ESG ratings and data products providers was finalised on
14 December 2023. Although providers of pure ESG data products will not be subject to
FCA regulation, they may choose to adopt this Code of Conduct.

UK CLIMATE-RELATED DISCLOSURES — LISTED ISSUERS

2023 2024 2025

pevelopment mm»

Policy statement The FCA expects to consult in 2024 on proposals to implement disclosure
) (PS23/16) on rules referencing IFRS S1 and IFRS S2 for listed companies. .
[HIEIEREEIE  sustainability

disclosures - disclosure

L C il requirements (SDR) The FCA intends to consultin 2024 on expectations for listed companies’
and investment labels  ransition plan disclosures.

published 28

November 2023.

o (Climate-related disclosures — listed issuers; On 17 December 2021, the FCA published its
final rules on extending the application of its climaterelated disclosure requirements from
equity issuers with a premium listing to issuers of standard listed shares and standard
listed issuers of (GDRs), in each case excluding standard listed investment entities and
shell companies.

e The FCA intends to consult in 2024 on updating its Taskforce on Climate-Related Financial
Disclosures (TCFD) aligned disclosure rules for listed companies to reference the
disclosure standards developed by the International Sustainability Standards Board (ISSB
standards)

¢ Inline with the UK Government’'s commitment to introduce mandatory TCFD-aligned
disclosure requirements across the UK economy by 2025, the FCA first introduced climate-
related disclosure rules for listed issuers with a premium listing in 2020, followed by
extension of the requirement to standard listed issuers in 2021. For issuers with a
premium listing, the first annual financial reports subject to the new rule were to be
published in early 2022. For issuers with a standard listing, the new rules took effect for
accounting periods beginning on or after 1 January 2022, with the result that the first
annual financial reports subject to the new rule were to be published in early 2023.

e The International Sustainability Standards Board (ISSB) launched the first of its IFRS
Sustainability Disclosure Standards in June 2023:

o (i) IFRS S1 (General requirements for disclosure of sustainability related financial
information); and
o (i) IFRS S2 (Climate related disclosures).

e The FCA has confirmed, most recently in its November 2023 policy statement (PS 23/16)
on Sustainability Disclosure Requirements and investment labels (see Slide 52), that it
intends to consult on adapting its current TCFD-aligned disclosure rules for listed issuers
to reference the ISSB's standards, once finalised and made available for use in the UK. The
FCA expects to consult in 2024 on proposals to implement disclosure rules referencing
IFRS S1 and IFRS S2 for listed companies, taking into account inputs to the Government's
endorsement process.

e Atthe same time. the FCA will consult on expectations for listed companies’ transition
plan disclosures, drawing on the outputs of the government's Transition Plan Taskforce
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(TPT). This is consistent with the UK Government’s expectation that the ISSB standards
will form the ‘backbone’ of the corporate reporting element of SDR regime.

SUSTAINABILITY DISCLOSURES AND INVESTMENT LABELS

2023 2024 2025

pevelopment mmn

Sustainability
Disclosure

Requirements
and Investment
Labels

Policy statement Anti- Firms can begin ~ Naming and Ongoing product and entity-
(PS23/16) on consultatnon on greenwashing to use product marketing rules FCA consultation on expanding  level disclosures for firms
sustainability guidance on the rules and labels with come into force scope of sustainability disclosure  With assets under
disclosure anti- guidance apply ~ @ccompanying with ) requirements and investment management (AUM) of over
requirements and greenwashing from 31 May disclosures from accompanying labels expected in due course £50 billion apply from 2

. rule closes 26 31 July 2024. disclosures from 2 December 2025, and from 2
investment labels January 2024 2024. December 2024. December 2026, Entity-level
published 28 : disclosure rules will be
November 2023. extended to firms with AUM

of over £5 billion.

In November 2021, the FCA published a discussion paper (DP21/4) on sustainability

disclosure requirements and investment product labels. In the discussion paper, the FCA

sought views on the introduction of a standardised product classification and labelling
system to help consumers understand the sustainability characteristics of different
financial products.

In October 2022, the FCA published its consultation paper on these requirements
(CP22/20) and its finalised policy was published in November 2023 (PS23/16).

The FCA published Policy Statement PS23/16 on 28 November 2023, setting out its final
rules on sustainability disclosure requirements and investment labels. In summary, the
finalised policy sets out:

o Ananti-greenwashing rule, requiring all FCA-authorised firms making sustainability-
related claims about their products and services to ensure those claims are fair,
clear, and not misleading, and consistent with the sustainability profile_(the FCA is
consulting until 26 January 2024 on guidance on the rule);

o Product labels, disclosure, naming and marketing rules for asset managers; and

o Targeted rules for distributors of investment products to retail investors in the UK

The new requirements enter into force on a range of dates between 31 May 2024 and 2

December 2026.

In its policy statement on sustainability disclosure requirements and investment labels,
the FCA indicates that it intends in future to expand the scope of the regime to include
portfolio management and financial advice, and to expend the scope of investment
products captured under the regime to include, for example, overseas products, pensions
and other investment products.

The FCA also intends to build on its disclosure requirements over time in line with other UK
and international developments. Consultation on expansion of the scope of the regime is
expected in due course.

UK DIVERSITY IN FINANCIAL SERVICES
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2023 2024 2025
FCA CP 23/20 and FCA and PRA Policy Statements on In-scope firms will be
PRA CP 18/23 on D&l expected in H2 2024 subject to the new D&l
DIVERSITY IN E¥H proposals rules 12 months after
FINANCIAL closed for the publication of the
SERVICES responses on 18 finalised policy, subject
December 2023. to some limited

transitional provisions.

e On7July 2021, the FCA, PRA and Bank of England published a joint discussion paper (DP21/2) on
diversity and inclusion (D&I) in the financial services sector. The discussion paper sought views on
how to accelerate the rate of change in D&l in the financial services sector. It set out the roles of
the regulators in this context, steps that the regulators have taken to promote D&, the regulators’
existing requirements and expectations, and a series of questions intended to seek views on ways
of improving D&I measures. The discussion paper was followed by further consultations in
September 2023, and finalised policy on supporting D&I in financial services is expected to be
published in H2 2024

e The FCA and PRA are continuing their focus on culture and D&I. For financial years starting on or
after 1 April 2022, FCA rules for public company boards and executive committees have requires
firms to meet ‘comply or explain’ targets on gender and ethnic diversity and make annual
disclosures.

e Asa follow-up to the 2021 joint FCA-PRA discussion paper, the FCA published feedback in
December 2022 on its study of how financial services firms are designing and embedding D&l
strategies.

e Originally expected in H1 2023, the regulators’ consultations (PRA CP 18/23 and FCA CP 23/20) on
draft measures to support D&l in the financial sector were published on 25 September 2023 and
closed for responses on 18 December 2023. The regulators have worked closely together to
produce consistent and coordinated proposals for consultation. However, their respective
proposals differ as they have been framed to meet their respective underlying statutory objectives.
In broad terms, the regulators consultations’ proposed measures across several policy areas: Non-
financial misconduct, D&l Strategies, Data Reporting, D&I Disclosure obligations and setting D&
Targets.

e Firms will be subject to different proposals depending on the number of employees, their Senior
Managers and Certification Regime (SM&CR) categorisation and whether they are dual-regulated.
Smaller firms with fewer than 251 employees will be exempt from many of the requirements. In-
scope firms will be subject to the new rules 12 months after the publication of the finalised policy,
subject to some limited transitional provisions.

e InJuly 2023, the House of Commons Treasury Committee launched an inquiry into Sexism in the
City, looking at the barriers faced by women in finance. The Inquiry was accompanied by a call for
evidence inviting responses by 8 September 2023.

EVIA ESG Roundup Jan 2024

This year’s global sustainability agenda got off to a roaring start with the annual World Economic Forum
(WEF) meeting in Davos last week. The annual meeting was accompanied by the release of the Global
Risk Report 2024, which provided a stark warning that extreme weather events will be high on the risk
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radar both in the short and long term. It comes as little surprise given recent news that 2023 was the
hottest year since records began.

However, the WEF meeting also saw positive news, with the Taskforce on Nature-related
Financial Disclosures (TNFD) announcing that 320 organisations have committed to be early
adopters of the framework. This commitment means we will see TNFD-aligned disclosures as
early as the end of this financial year.

On the nature theme, this month Simmons & Simmons have launched a new 18-part podcast
series in partnership with the Marine Conservation Society called Seas of opportunity: navigating
the Blue Economy. They will be short episodes but ‘sea’soned with insights on conservation,
regulation and investment relating to SDG 14: Life Below Water. You can listen to the first
episode here and we encourage you to join us on this ocean adventure by tuning in throughout
the year.

Another notable development from this month was the European Parliament overwhelmingly
voting to adopt a new anti-greenwashing law (as covered in our October ESG View). These new
rules will likely create a ripple effect globally by requiring more robust and transparent
environmental claims in commercial marketing materials.

GLOBAL DEVELOPMENTS

1. UN PRI publishes new guides for the new year (asset management)

What: On 9 January, the United Nations Principals for Responsible Investment (PRI) published
two updated guides on human rights and corporate governance for asset owner staff and their
advisers.

Key details: The human rights guide provides a useful summary of the relevance of human rights
issues for asset owners, whilst the one on corporate governance focuses on corporate
governance expectations and requirements for listed companies, but also briefly covers those
applicable to private firms. It also considers the relevance of corporate governance and sets out
approaches asset owners can take to promote robust corporate governance practices among
investees.

Our view: With the increasing regulatory focus on governance, oversight and corporate
responsibility in supply chains, firms should review these guidelines and implement any
adjustments needed to enhance existing policies and processes.

2. Publication of the First Global GHG Accounting and Reporting Standard for Capital Markets (financial
institutions)

What: In December, the Partnership for Carbon Accounting Financials (PCAF), which is an
industry-led financial sector initiative, published the first-ever “Global Greenhouse Gas (GHG)
Accounting and Reporting Standard for Capital Markets (Part B)” (Facilitated Emissions
Standard), that will account for carbon emissions associated with capital market deals
completed by banks globally. This is the final of the three GHG standards developed by the
PCAF, the former being ‘Part A- Financed Emissions” and ‘Part C- Insurance-Associated
Emissions”.

Details: The Standard covers loan syndication and the primary issuance of capital markets
instruments, which refers to new securities to provide debt-based or equity-based financing,
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including new issuance of various types of bonds issued for general purposes, common stock,
equity and debt investments in private companies, preferred shares and syndicated loans.
Notably, this Standard requires financial institutions to “report their facilitated emissions using
a 33% weighting factor and disclose the applied weighting factor clearly in its public reports”
with the option to disclose 100% of facilitated emissions separately and with clear rationale.
Next steps: On 16 January, the PCAF announced areas for standard development in 2024, which
include transition finance and green finance, fluctuations in absolute GHG inventory, additional
insurance products, and securitised and structured products. Keep an eye out for these over the
coming months on the PCAF website.

EUROPEAN DEVELOPMENTS

1. EU Taxonomy related developments (financial institutions)

What: In December 2023, the European Commission published a draft notice containing
Frequently Asked Questions (the 2023 FAQs) to help interpret and implement certain legal
provisions under the EU Taxonomy Regulation.

Details: The 71 FAQs contained in the 2023 FAQs are divided into (1) General Questions and (2)
Questions related to specific financial undertakings. More information is contained in our
detailed note.

Our view: The 2023 FAQs provide clarity to financial undertakings on a number of important
points as they prepare for the first year of reporting Taxonomy-alignment. It is interesting that
several of the FAQs refer to the difficulties that financial undertakings will face in respect of the
availability and accuracy of counterparty data.

2. EU reaches provisional agreement on the Ecodesign for Sustainable Products Regulation (multi-

sector)

What: In December, the European Parliament and the Council reached provisional agreement
on the Ecodesign for Sustainable Products Regulation (ESPR). ESPR aims to make products
sold in the EU, including a broad range of end-use products like textiles, furniture, toys, as well
as intermediary products like iron, steel and plastics, subject to performance and information-
related requirements, to ensure greater sustainability.

Details: The agreed ESPR requirements aim to improve circularity, covering, among others
things:

Product durability, reusability, upgradability, and repairability.

The presence of chemical substances that prevent reuse and recycling of materials.

Recycled content of products.

Carbon and environmental footprints.

Available product information. The ESPR introduces a “Digital Product Passport’, an easily
accessible tag on products providing instant access to its sustainability information. These are
intended to support consumer purchasing choices and to promote transparency to facilitate
repairs and recycling.

Notably, the ESPR also introduces a direct ban on destruction of unsold textiles and footwear
products, with an expectation that this rule will be expanded to other sectors in the future. Large
companies will be expected to disclose annually how many unsold consumer products they
discard.
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Our view: This Regulation, when combined with extended producer responsibility obligations,
the General Product Safety Regulation (EU) 2023/988 governing product safety in modern
supply chains, and the proposed new Product Liability Directive, demonstrate the EU's
commitment to increasing product regulation and liability, for the protection of consumers and
the environment. They create very significant additional obligations on producers and other
economic operators in the supply chain.

Next steps: the European Parliament and the Council will now have to formally adopt the
regulation prior to it being published in the Official Journal and entering into force. Once the
ESPR is in force, further work will be done to finalise the list of products to fall under the new
rules.

3. France publishes revised SRI label standards (asset management)

What: On 12 December, the French Ministry of the Economy and Finance published the full
framework for the revised Socially Responsible Investment (SRI) label. Further background to
this update can be found in our November ESG View.

Details: The SRI standards are evolving in three major ways:

o Firstly, the SRI label will be more selective, while retaining its generalist nature. From
now on, funds will have to exclude the 30% of companies in the investment universe with
the lowest ESG ratings, instead of the current 20%.

o Secondly, there is a systematic requirement for double materiality in the management
of labelled funds, in line with the EU Sustainable Finance Disclosure Regulation (SFDR).
Investments made by labelled funds will have to take into consideration the principal
adverse impacts (PAIl) of issuers, in accordance with article 7 of the SFDR.

o Lastly, this version now includes a climate dimension in its base, by excluding
companies that exploit coal or non-conventional hydrocarbons, as well as those that
launch new projects to explore, exploit or refine hydrocarbons (oil or gas). In addition,
the SRI label should help companies to make the transition, with the aim of gradually
bringing SRI portfolios into line with the Paris Agreement.

Timing: The new standards will come into force on 1 March 2024. For funds already using the
SRI label, there will be a transition period to comply until 1 January 2025 and for funds in the
process of being labelled on 1 March 2024, the initial audits will have to refer to the new
standard.

4. France removes from the exclusion list the nuclear sector of the Greenfin Label standards (asset
management)

What: On 8 January, the French Ministry for Ecological Transition and Territorial Cohesion
published the new Greenfin label standards. This new standard now includes nuclear energy in
its eligible activities.

Details: As a result, the nuclear sector is no longer considered to be excluded from up to 5% of
the turnover generated by the investments of a fund wishing to be awarded the Greenfin label.
Nuclear energy has been defined as follows "all economic activities enabling the production of
energy from nuclear technology, including fuel cycle and radioactive waste management
technologies (in accordance with current European regulations (EURATOM directive 2011/70) or
equivalent)". This development is consistent with the nuclear energy sector's eligibility for the EU
Taxonomy.
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Timing: The new Greenfin label standards have come into force on 23 January 2024.

UK DEVELOPMENTS

1. FRC publishes the revised UK Corporate Governance Code (multi-sector)

What: On 22 January, the Financial Reporting Council (FRC) published the revised UK Corporate
Governance Code (the Code). As expected, the main change relates to internal controls. This is
in line with the policy update published by the FRC on 7 November confirming that it would not
proceed with the majority of the changes proposed as part of the consultation process (see
more detail here). From 1 January 2026, boards will be required to provide in the annual report
an explanation of how they have monitored and reviewed the effectiveness of internal controls,
alongside a declaration on the effectiveness of material controls at the balance sheet date.
Other more minor changes will come into effect on 1 January 2025.

You can read further detail on the revised Code in our Corporate Governance update (due to be
published at the end of the month). If you'd like to receive a copy of this update once published,
please do reach out to our ESG Team.

2. UK to introduce a carbon border adjustment mechanism "by 2027" (multi-sector)

What: On 18 December, the Treasury announced that the UK will introduce a Carbon Border
Adjustment Mechanism (CBAM) "by 2027". A consultation response document has been
published alongside the announcement that provides a summary of responses to a consultation
conducted in March 2023.

Details: The CBAM will apply a carbon price to imported goods from the following sectors:
aluminium, cement, ceramics, fertiliser, glass, hydrogen, iron, and steel. The CBAM will be
applied to both Scope 1 and Scope 2 emissions. It will also be applied to "select precursor
production emissions embodied in products’, such as emissions in the production of precursor
goods by another manufacturer in the supply chain or emissions in transportation by air of
finished products by subsequent entities. Full details of the announcement are in our client note.
Our view: The operationalising of CBAM in the UK is likely to be challenging. It is to be hoped
that the UK government will adopt a process that is compatible with that of the EU, such that it
will not be necessary for multinational enterprises to use different measures for imports of
affected products. It will be important for affected businesses to be fully involved in the
consultation that is expected to be launched later this year.

MENA DEVELOPMENTS

1. Oman publishes its Sustainable Finance Framework (financial sector)

What: On 10 January, Oman released their Sustainable Finance Framework (the Framework)
with the aim of reducing the country’s reliance on fossil fuels and attracting ESG investors.
The Framework aligns with Oman'’s national strategy, Oman Vision 2024, which highlights the
protection of the environment and the sustainable consumption of natural resources as a
national priority. Oman now joins the likes of other Gulf Cooperation Council nations such as
the United Arab Emirates, Saudi Arabia and Kuwait in introducing a sustainable finance
framework.
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Under the Framework, the Ministry of Finance of Oman (MOF) will issue Social and Sustainability
bonds, loans or sukuks whose proceeds will be re-invested into 14 eligible ‘use-of-proceeds’
categories of green and social projects (outlined in the Framework).

Next steps: A Sustainable Finance Working Group composed of representatives across 13
Omani government bodies will be established by the MOF to support in the process of vetting
and distributing proceeds to green and social projects. At the end of each year, so long as there
is an outstanding sustainable finance instrument under the framework, the MOF intends to
publish a Sustainable Finance Annual Report which will detail the allocation of proceeds and the
impact of expenditure.

2. First Abu Dhabi Bank commits AED500 billion in Green Finance by 2030 (multi-sector)

What: On 5 December, the UAE's largest bank, First Abu Dhabi Bank (FAB), announced that it will
lend, invest and facilitate over AED500 billion / USD135 billion in sustainable and transition
financing by 2030. FAB's commitment is representative of over half of the combined pledge of
AED1 trillion/USD270 billion made by banks in the UAE towards sustainable finance announced
by the UAE Banks Federation at COP28. As part of its expanded portfolio, FAB will include
transition financing projects and early-stage innovative climate solutions. This new target is an
80% increase over FAB's commitment in 2021 and represents the largest sustainable finance
commitment made by any MENA bank to date.

APAC DEVELOPMENTS

1. Dubai Financial Services Authority and the Hong Kong Monetary Authority sustainable finance
partnership (financial sector)

What: On 19 December, the Dubai Financial Services Authority (DFSA) and the Hong Kong
Monetary Authority (HKMA) announced a partnership to accelerate sustainable finance across
the Middle East and Asia.

Details: The partnership builds on past collaborations between the two regulators and will work
towards a flagship initiative, the Joint Climate Finance Conference, set to take place in Hong
Kong in autumn 2024. This event will explore common opportunities and challenges in
accelerating the flow of transition financing in the two regions. The agenda is expected to focus
on the role of supervisors and central banks in facilitating sustainable capital flows, how best to
leverage frameworks and existing innovative green financing solutions (ranging from debt to
carbon markets), and the importance of robust international co-operation to effect climate
action globally.

2. Hong Kong's Cross-Agency Steering Group announces workplan for green finance (financial sector)

What: Hong Kong's Green and Sustainable Finance Cross-Agency Steering Group (Steering
Group) was initiated by the Hong Kong Securities and Futures Commission (SFC) and the Hong
Kong Monetary Authority (HKMA) in 2020. On 8 January, the Steering Group announced its work
plan for 2024 and agreed on three key initiatives to capture financing and investment
opportunities from the Asia-Pacific Region’s low carbon transition.

Details: The three initiatives outlined by the Steering Group are:


https://sites-simmons-simmons.vuturevx.com/e/zbueli00hzyixyq/8e010044-073b-4cd5-a282-156dc022a660
https://sites-simmons-simmons.vuturevx.com/e/9eug0ied7eeksw/8e010044-073b-4cd5-a282-156dc022a660
https://sites-simmons-simmons.vuturevx.com/e/ci0c5pnyoaynkia/8e010044-073b-4cd5-a282-156dc022a660

European London
‘E \/ “ {\\ Venues & ‘L ‘E ‘B // S Energy

Intermediaries Brokers'

Association Association

o Adopting International Financial Reporting Standards (IFRS) Sustainability Disclosure
Standards locally as appropriate. This will include a roadmap comprising four key areas-
(i) sustainability standards and regulations taking into account Hong Kong's capital
markets, (ii) establish sustainability assurance, (iii) expand data and technology
capabilities, and (iv) enhance skills and competencies.

o Leveraging technology to support sustainability reporting and data analysis. The
Steering Group acknowledged the data challenges that persist as hurdles to sustainable
investment and announced new tools that will be launched to support sustainable data
needs.

o Supporting the development of transition finance. The Steering Group will broaden the
development of its local taxonomy to cover transition activities, work with regional and
international partners on capacity building and elevate Hong Kong's thought leadership
in the net-zero transition.

U.S. DEVELOPMENTS

1. Legislators in the U.S. State of New Hampshire introduce anti-ESG bill with criminal sanctions (asset
management)

What: On 3 January, state legislators in New Hampshire introduced Bill 1267- FN into the State
House of Representatives, prohibiting the investment of state funds using ESG criteria.

Details: The Bill covers the investments of the state treasury, executive branch agencies, and
the state retirement system. The Bill emphasises that investments decisions must be based on
fiduciary duty to maximise financial returns and minimise risk and positions ESG criteria as
falling outside of this duty. It requires that all investments be reviewed to ensure no funds are
invested using ESG criteria. In addition to this prohibition, the state treasurer and the New
Hampshire retirement system would also be required to report annually on compliance with this
duty. Notably, the Bill introduces criminal sanctions, stating “it shall be a felony punishable by not
less than one year, and not more than 20 years imprisonment to violate the provisions of this
section”.

Our view: With U.S. presidential primary elections underway and the continued politicisation of
“ESG”, we expect a continued ramping up of the debate both in the public arena and within the
legislative and judicial space. The public hearings for Bill 1267-FN will take place on 1 February
so it remains to be seen whether this Bill will hold weight and impact ESG investing in the State
of New Hampshire.

ESG DISPUTES ROUND-UP

This month Dutch NGO Milieudefensie announced they would be launching a climate lawsuit
against ING for its “inadequate climate policy”. To read more, check out our ESG Disputes Radar
here.

This month we also saw, a Norwegian court find in favour of Greenpeace, blocking the
development of three North Sea oil and gas fields because the state did not properly assess the
impact of future fossil fuel use on climate change.
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e In December, BlackRock was sued by the Tennessee Attorney General claiming BlackRock
made false or misleading representations to current and potential Tennessee consumers about
the extent to which ESG considerations affect BlackRock’s investment strategies.

1. NGOs launch legal challenge against EU’s bid to label fossil fuel planes and ships as ‘green’

What: Opportunity Green, an environmental NGO, and other NGOs have announced legal action in
response to the EU's decision to categorise fossil fuel-powered planes and ships as green investments
(namely ‘transition activities’) under the Taxonomy rules. The NGOs claim that the criteria for this
classification are weak and not based on robust scientific evidence, which could lead to more pollution
and contradict the EU's climate targets. The NGOs state that, given the expected lifespans of planes
and ships range from 20-50 years, the Taxonomy could drive investment to fossil fuel based planes and
ships for years to come. The EU Commission’s response to this complaint is expected in May-June
2024,

Our view: This isn't the first complaint which has been made against the EU Commission’s classification
of investments under the Taxonomy Regulation. In September 2022, it received 2 separate complaints
from NGOs seeking to prevent the Commission from including gas and nuclear energy in the Taxonomy
(see our article here). The Commission refused those complaints, and the NGOs are now taking the
Commission to Court.

If these legal actions are refused, this could have long-term implications for the credibility of sustainable
finance, as it may direct investments toward activities that are seemingly detrimental to climate goals.
The trend of legal challenges also indicates a growing scrutiny of environmental legislation and a push
for more stringent standards aligned with the Paris Agreement.

2. Hops or Hypocrisy? ASA challenges Brewdog's carbon-negative claim

e What: On 20 December, the UK’s Advertising Standards Authority (ASA) censured beer producer
Brewdog over an Instagram post which depicted a childlike drawing of a burning Earth with
slogans promoting Brewdog's claim of being a carbon-negative company. The ASA criticised
the advert for not providing enough context for its environmental claim, which it decided could
potentially mislead consumers about the extent of Brewdog's sustainability efforts.

e Brewdog defended its approach, citing that the Instagram post included a link that directed
consumers to a more detailed explanation of their carbon-negative status, supported by their
Positive Planet certification. However, the ASA found this to be insufficient, as the advert itself
lacked the necessary qualifying information to prevent consumers misunderstanding the
claims.

e Ourview: The ASA's ruling is in line with its previous decisions on greenwashing in consumer
advertising. For example, in its decisions against Shell, Repsol, and Petronas, it censured adverts
highlighting the companies’ green initiatives without mentioning the companies' larger polluting
operations. The ASA emphasised that environmental claims in advertisements must be
transparent and clearly communicated to avoid misleading consumers.

e This decision reflects the ASA's broader challenge to companies making environmental claims
to ensure that they are not only accurate, but also not misleading, a principle that is echoed in
the recent OECD complaints filed by climate charity Possible against British Airways and Virgin
Atlantic (reported in our December 2023 ESG View).
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3. Global regulators step up efforts to combat greenwashing in consumer advertising

What: In December, the Advertising Standards Authority of Singapore banned an advertisement
from a Singapore consumer electronics company, Prism+, for greenwashing. The ad claimed
that purchasing its energy-efficient air conditioners could "save Earth" by using its air conditioner
set at 23°C, a statement deemed misleading by the watchdog. Prism+ was instructed to remove
the advertisement.

Elsewhere, the Advertising Standards Authority of Ireland (ASAIl) has directed Budweiser to
cease its ads that claim its beers are brewed with 100% renewable electricity, as the claims are
exaggerated, unsubstantiated and misleading. Despite Budweiser's use of renewable energy
sources and purchase of Guarantees of Origin certificates to cover additional energy needs, the
ASAI ruled this does not justify the 100% renewable electricity claim, as it is not currently feasible
to use 100% renewable electricity in Europe.

Our view: The Prism+ ban marks a first in Asia for an ad campaign being prohibited due to
greenwashing. As for Budweiser, the ASAl's decision marks a growing trend to combat
greenwashing in Ireland, aligning with a previous ASAI decision regarding the electricity firm
Energia on similar grounds. Overall, both decisions highlight increasing regulatory scrutiny
regarding environmental claims in advertising outside of the UK. These regulators are now
waking up to the potential detriment to consumers of being misled by unsubstantiated
environmental claims.

ESG CONSULTATION ROUND-UP

Some notable ESG policy consultations in flight across the globe that are currently open for
comment. Engagement is a great opportunity to influence the direction of travel for ESG
matters.

o 10SCO consultation report published on voluntary carbon markets (carbon markets)
What: On 3 December, the International Organization of Securities Commissions (I0SCO)
published a Consultation Report on the integrity and orderly functioning of the Voluntary Carbon
Markets (VCMs). Included in the report are 21 good practices (Good Practices) put forward by
the IOSCO.

Details: The Consultation Report examines VCM vulnerabilities through three lenses: the project
level, the trading environment, and overall communication on the use of carbon credits.

If adopted, I0SCO’s VCM Good Practices would be hugely significant as globally, securities
regulators typically seek to align with I0OSCO guidance and principles.

Next steps: The consultation report seeks further feedback on the proposed set of Good
Practices and is open for feedback until 3 March 2024.

2. Joint consultation on UK Emissions Trading Scheme: Future Markets Policy (carbon markets)

What: On 18 December, the UK Emissions Trading Scheme (UK ETS) Authority (the Authority),
comprised of the UK Government, Scottish Government, Welsh Government and the
Department of Agriculture, and Environment and Rural Affairs for Northern Ireland, published a
Joint Consultation on the UK ETS future markets policy.

Details: The Authority is reviewing the ETS markets policy to ensure its continued effectiveness
in managing risks the UK ETS faces. The joint consultation forms the second part of the two-
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stage approach that considers changes to the markets policy with the aim to uphold stable and
effective market conditions.

o Next steps: The consultation report seeks feedback on the policy design proposals and is open
for feedback until 11 March 2024.

3. EFRAG Draft ESRS Implementation Guidance documents and Exposure Draft ESRS for SMEs
published for public feedback (multi-sector)

e What: On 22 December, the European Financial Reporting Advisory Group (EFRAG) published
for consultation, three implementation guidance drafts for the European Sustainability
Reporting Standards (ESRS), which in-scope companies will use to comply with reporting
obligations under the Corporate Sustainability Reporting Directive (CSRD). On 22 January,
EFRAG published two Exposure Draft ESRS for listed SMEs (ESRS LSME ED) and the Exposure
Draft for the voluntary reporting standard for non-listed SMEs (VSME ED)

o Key details: Draft EFRAG IG 1 deals with the requirements on the materiality assessment in
ESRS and Draft EFRAG IG 2 with the value chain aspects in ESRS. Draft EFRAG |G 3 contains
the detailed ESRS datapoints as a Microsoft Excel workbook with an accompanying explanatory
note.

o ESRSLSME ED sets reporting requirements that are proportionate and relevant to the scale and
complexity of the activities and to the capacities and characteristics of listed SMEs. The VSME
ED proposes a simple reporting tool to assist non-listed micro-, small- and medium-sized
enterprises in responding to requests for sustainability information in an efficient and
proportionate manner as well as to facilitate their participation in the transition to a sustainable
economy.

e Timing: The implementation guidance drafts are open for public consultation until 2 February
2024 and the Exposure Drafts consultation is open until 21 May 2024.

4. New proposals for EU Taxonomy aligned benchmarks (financial institutions)

e What: The EU Platform on Sustainable Finance published a draft report and call for feedback on
proposals to introduce two EU taxonomy-aligning benchmarks (TABs) with and without
exclusions (EU TAB and EU TABex).

o Key details: The Platform explains that the proposed TABs are inspired by the success of the
EU Paris-aligned benchmarks, which grew to EUR116 billion in assets under management in
under three years. The TABs' main objectives are to:

o Show how a significant level of comparability of TABs methodologies could be achieved
while leaving benchmark administrators with an important level of flexibility in designing
their methodology.

o Provide investors with an appropriate tool to align the taxonomy with their investment
strategy.

o Increase transparency on investors' impact, specifically as regards climate change and
the environmentally sustainable capital expenditure (CapEx) required for the energy
transition.

o Disincentivise greenwashing.

e Timing: Firms using benchmarks are encouraged to consider the proposals draft and respond
to the call for feedback, which is open until 13 March 2024.
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5. The EIOPA call for feedback on approach to tackle greenwashing (insurance and pension sector)

e What: On 12 December, the European Insurance and Occupational Pensions Authority (EIOPA)
launched a consultation on its draft opinion setting out four principles that should be observed
when providers make sustainability claims. Sustainability claims should be:

o accurate, precise, and consistent;

o keptuptodate;

o Ssubstantiated with clear reasoning and facts; and

o their substantiation should be accessible by the targeted stakeholders.
e Timing: The consultation closes on 12 March 2024.

6. Dutch Ministry of Finance launches consultation on climate measures (financial sector)

e What: On 21 December the Dutch Ministry of Finance published a consultation on measures
that could be adopted to strengthen the financial sector's contribution to the climate transition
and whether further legislation is needed considering the EU regulatory landscape. Specifically
the consultation considers:

o the inclusion of a duty to align balance sheets with the 1.5°C target under the Paris
Agreement;
o an obligation to prepare and implement a specific climate plan; and
o legal obligations requiring engagement
e Timing: The consultation closes on the 15 February.

7. Australian Treasury publishes draft legislation on climate related disclosures (multi-sector)

e What: On 12 January, the Australian Treasury published its exposure draft legislation Climate-
related financial disclosure: Exposure draft legislation (Exposure Draft) for mandatory climate
reporting (and assurance requirements) that would require specified large businesses and
financial institutions to make climate-related disclosures.

o Key details: As part of the requirements, a sustainability report is required to be lodged in the
annual report of firms in scope, which complies with Australian Sustainability Reporting
Standards (ASRS).

e Next steps: The Treasury is seeking views on the Exposure Draft legislation and accompanying
explanatory materials by 9 February 2024. The Exposure Draft is still subject to the final
legislative processes through Parliament, which will need to occur before the first
commencement date of reporting being 1 July 2024.

Energy & Commodities
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