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Regulatory Diary & Forward Qutlook Grid plus Last Month

Reqgulatory Activities & Conduct Initiatives

i, Summary Highlights from November

i.  Regulatory Forwards Compliance Calendar

ii. UK Regulatory Initiatives Grid (interstitial version)
iv.  Detailed Thematic Notes

@)

@)

@)

List of FMSB Standards and Practice Statements
BMR, RFRs & LiIBOR Transition Update

Capital Markets and Market Structure

MAR

Fintech, SupTech & Reg Tech Developments
Sanctions Requirements

Conduct, Fines & Enforcements

Prudential & Risk

Green finance, ESG & Disclosures

Energy & Commodities

November was busy for UK announcements (+35% v October). The Chancellor urged financial
regulators to operate a “clear, predictable and proportionate” FinReg framework to support UK
growth and competitiveness, innovation and progress towards net zero.

Notes from FCA TACC Meeting; 02 December 2024.pdf

FS Regulation: developments in Nov 2024v

At Global Standard Setter level, IOSCO published some reports of interest: Final Report on
Regulatory Implications and Good Practices on the Evolution of Market Structures, Report -

Implementation of Principles for the Regulation and Supervision of Commodity Derivatives

Markets, Final Report on Post Trade Risk Reduction Services, Consultation Report on Pre-Hedging,

Final Report on Functioning of Voluntary Carbon Markets (VCMSs), Consultation Report on Updated

LRM Recommendations for Collective Investment Schemes.



https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/EZk3Kb1PikdMu-hdVZE8nOIBcoUg_07nKaVTlOTwxraFvA?e=koAOQ4
https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/EVpZzJJaLPJBnCXWjidi7CAB5tSLaTLrw0fNr31-H0GiEA?e=uzBX9Z
https://www.iosco.org/news/pdf/IOSCONEWS751.pdf?v=4
https://www.iosco.org/news/pdf/IOSCONEWS751.pdf?v=4
https://www.iosco.org/news/pdf/IOSCONEWS753.pdf
https://www.iosco.org/news/pdf/IOSCONEWS753.pdf
https://www.iosco.org/news/pdf/IOSCONEWS752.pdf
https://www.iosco.org/news/pdf/IOSCONEWS750.pdf
https://www.iosco.org/news/pdf/IOSCONEWS748.pdf
https://www.iosco.org/news/pdf/IOSCONEWS745.pdf
https://www.iosco.org/news/pdf/IOSCONEWS745.pdf
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At Global Policy Setter level, IOSCO published a Final Report on the Functioning of Voluntary
Carbon Markets (VCMs) and a consultation report on Updated Liquidity Risk Management
Recommendations for Collective Investment Schemes.

HM Treasury announced consultations on next steps for reforming the UK MIFID, as well as on its
proposals for the Private Intermittent Securities and Capital Exchange System (PISCES). The FCA
announced: updates to the (expiring) UK derivatives trading obligation; a discussion paper on the
transaction reporting regime, (DP24/2); and a policy statement on transparency for bond and
derivatives markets (PS24/14).

The FCA announced: updates to the (expiring) UK derivatives trading obligation; a discussion paper
on the transaction reporting regime, (DP24/2); and a policy statement on transparency for bond
and derivatives markets (PS24/14). The FCA also published a report on crypto assets and a blog
on its plans for crypto regulation, as well as updates to its Financial Crime Guide (PS24/17).

FCA issued: consultation on remuneration reforms; final guidance (FG24/6) re risk-based approach
to payments; updated Financial Crime Guide (PS24/17); report with examples re Sustainable
Disclosure Requirements. The PRA proposed capital buffer rates for UK ring-fenced banks and
large building societies; and outlined a revised approach to stress testing.

The FCA issued a consultation on implementing the proposed remuneration reforms. The FCA
issued final guidance (FG24/6) for firms to enable a risk-based approach to payments, and
updated its Financial Crime Guide (PS24/17). The FCA also produced a report with examples to
help firms with their Sustainable Disclosure Requirements (SDR) submissions. The PRA proposed
capital buffer rates for UK ring-fenced banks and large building societies. The PRA also outlined the
Bank of England’s revised approach to stress testing.

HM Treasury issued: a series of letters from the new Chancellor to the UK's financial regulators
setting out sectoral priorities; a National Payments Vision (“a world-leading ecosystem to ensure
trusted payments, delivered on next-generation technology, with more choice for consumers and
businesses”); proposals for ESG Ratings regulation; a consultation about whether there should be a
UK Green Taxonomy; next steps for UK MIFID; and a consultation on a new Private Intermittent
Securities and Capital Exchange System (PISCES).

The PRA outlined The Bank of England’s approach to financial market infrastructure supervision,
and the Fundamental Rules for financial market infrastructures.

HM Treasury issued: letters from the Chancellor to regulators outlining high level sectoral priorities;
a National Payments Vision ; proposals for ESG Ratings regulation; consultation re UK Green
Taxonomy; next steps for UK MIFID; and a consultation on new PISCES market.

Bank of England, PRA and FCA moved to bring Critical Third Parties (CTPs) of the financial sector
into regulation. The BoE, PRA and FCA policies and instruments for this are laid out in PS16/24 -
Operational resilience of CTPs. HM Treasury also announced plans to regulate ESG ratings
providers.



https://www.iosco.org/news/pdf/IOSCONEWS748.pdf
https://www.iosco.org/news/pdf/IOSCONEWS748.pdf
https://www.iosco.org/news/pdf/IOSCONEWS745.pdf
https://www.iosco.org/news/pdf/IOSCONEWS745.pdf
https://www.gov.uk/government/publications/next-steps-for-reforming-the-uk-markets-in-financial-instruments-directive
https://www.gov.uk/government/consultations/private-intermittent-securities-and-capital-exchange-systems-pisces-consultation
v
https://www.fca.org.uk/publication/discussion/dp24-2.pdf
https://www.fca.org.uk/publication/discussion/dp24-2.pdf
https://www.fca.org.uk/publication/policy/ps24-14.pdf
https://www.fca.org.uk/publication/policy/ps24-14.pdf
https://www.fca.org.uk/publication/policy/ps24-17.pdf
https://www.fca.org.uk/publications/consultation-papers/cp24-23-remuneration-reforms
https://www.fca.org.uk/publication/policy/ps24-17.pdf
https://www.fca.org.uk/publication/good-and-poor-practice/sdr-investment-labels-pre-contractual-disclosure-examples.pdf
https://www.fca.org.uk/publication/good-and-poor-practice/sdr-investment-labels-pre-contractual-disclosure-examples.pdf
https://www.fca.org.uk/publications/consultation-papers/cp24-23-remuneration-reforms
https://www.fca.org.uk/publication/good-and-poor-practice/sdr-investment-labels-pre-contractual-disclosure-examples.pdf
https://www.bankofengland.co.uk/prudential-regulation/publication/2024/november/o-sii-buffer-rates-for-ringfenced-banks-and-large-building-societies
v
v
https://assets.publishing.service.gov.uk/media/6736385fb613efc3f182317a/National_Payments_Vision..pdf
https://assets.publishing.service.gov.uk/media/6736385fb613efc3f182317a/National_Payments_Vision..pdf
https://www.gov.uk/government/consultations/future-regulatory-regime-for-environmental-social-and-governance-esg-ratings-providers
https://www.gov.uk/government/consultations/uk-green-taxonomy
https://www.gov.uk/government/consultations/private-intermittent-securities-and-capital-exchange-systems-pisces-consultation
https://www.bankofengland.co.uk/financial-stability/financial-market-infrastructure-supervision/what-do-we-do/the-bank-of-englands-approach-to-financial-market-infrastructure-supervision
https://www.bankofengland.co.uk/paper/2024/cp/fundamental-rules-for-financial-market-infrastructures
https://assets.publishing.service.gov.uk/media/6736385fb613efc3f182317a/National_Payments_Vision..pdf
https://www.gov.uk/government/consultations/uk-green-taxonomy
https://www.gov.uk/government/consultations/uk-green-taxonomy
https://www.gov.uk/government/consultations/private-intermittent-securities-and-capital-exchange-systems-pisces-consultation
https://www.gov.uk/government/consultations/future-regulatory-regime-for-environmental-social-and-governance-esg-ratings-providers
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In the EU, the EBA updated its list of Common Equity Tier 1 instruments, and the ESAs announced
a timeline to collect information for the designation of critical ICT third-party service providers
under DORA. With initial submissions due from NCAs to the ESAs at the end of April, firms can
expect data requests about their use of third party service providers very early in the New Year. The
Single Resolution Board also published a list of the consultations and requests it expects to make
to banks during 2025.

Maria Luis Albuguerque becomes the Commissioner for the Financial Services and the Savings
and Investments Union.

ESMA confirmed its October indications that the EU should move to T+1 settlement by October
2027. ESMA also issued a consultation paper on the Active Account Requirement following the
review of EMIR 3. The ESAs jointly announced a timeline to collect information for the designation
of critical ICT third-party service providers under DORA.

The European Commission published a summary of the confirmation hearing for Commissioner-
designate Maria Luis Albuguerque at the European Parliament. This gives a sense of the likely
centrality of the Savings and Investment Union to the Commission’s financial services priorities
over the next period.

Commissioner cabinets - heads and deputies

i. Ribera-Miguel GIL TERTRE / Alina NEDEA
i.  Virkkunen - Antti TIMONEN / Marlene MADSEN
ii.  Sejourné - Bertrand L'HUILLLIER / Estelle GOGER
iv.  Kallas - Vivian LOONELA / Laure CHAPUIS-KOMBOS
v.  Minzatu - Alina Stefanis FILOTE-UJUPAN / Max UEBE
vi.  Fitto - Vincenzo MATANO / unknown
vii.  Sefcovic - Bernd BIERVERT / Sofia ASTERIADI
viii.  Dombrovskis - Michael HAGER / Zaneta VEGNERE
ix.  Suica-Tena MISETIC / Ilvo BELET
X.  Varhelyi - Laszlo KRISTOFFY / Katri TEEDUMAE
xi.  Hoekstra - Johannes TEN BROEKE / Astrid DENTLER
xii.  Kubilius - Simonas SATUNAS / Anne FORT
xiii.  Kos - Marko MAKOVEC / Karolina KOTTOVA
xiv.  Sikela - Lucie SESTAKOVA / Roland SOURD
xv. Kadis - loannis HADJIYIANNIS / Francesca ARENA
xvi.  Albuquergue - Cristina DIAS / Riikka TORPPA
xvii.  Lahbib-Jan HOOGMARTENS / Jasna PAJNKIHAR
xviii. — Brunner - Alexander WINTERSTEIN / Natasha BERTAUD
xix. Roswall - Paulina DEJMEK HACK / Jan CEYSSENS
xx.  Serafin - Grzegorz RADZIEJEWSKI / Florentine HOPMEIER
xxi.  Jorgensen - Martin ENGELL-ROSSEN / Wioletta DUNIN-MAJEWSKA
xxii.  Zaharieva - Andreas SCHWARZ / Sophie ALEXANDROVA



https://www.eba.europa.eu/publications-and-media/press-releases/esas-announce-timeline-collect-information-designation-critical-ict-third-party-service-providers
https://www.eba.europa.eu/publications-and-media/press-releases/esas-announce-timeline-collect-information-designation-critical-ict-third-party-service-providers
https://www.srb.europa.eu/en/content/single-resolution-board-publishes-list-consultations-and-requests-industry-2025
https://www.esma.europa.eu/press-news/esma-news/esma-proposes-move-t1-october-2027
https://www.esma.europa.eu/press-news/esma-news/active-account-requirement-esma-seeking-first-input-under-emir-3
v
https://finance.ec.europa.eu/news/ep-confirmation-hearings-2024-11-27_en
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XXiil.
XXIV.
XXV.
XXVI.

McGrath - Fiona KNAB-LUNNY / Joachim HERRMANN
Tzitzikostas - Anna PANAGOPOULOU / Pierpaolo SETTEMBRI
Hansen - Esther DE LANGE / Johannes VAN DEN BOSSCHE

Micallef - Clint TANTI / Johanna BERNSEL
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FCA Crypto Roadmap

This outlines planned FCA policy publications for cryptoassets where we are
seeking feedback and the content they are expected to cover.
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FCA to revise approach to publication of enforcement measures; On 13 November, Nikhil Rathi,
chief executive of the FCA stated in evidence to the Financial Services Regulation Committee that
the FCA would next week publish a revised proposal on the publication of enforcement measures.
The FCA opened a consultation in February on the controversial proposals. Following feedback

from stakeholders, the FCA is expected to publish clarifications and revisions to the original

proposals. Oral evidence recording —

FCA enforcement regulatory disclosure review; On 17 November, the FCA announced that it has

completed a review of its disclosure processes in regulatory enforcement cases.

e The changes the FCA has made to its approach include:

o

(i) taking a broader approach to disclosure which will mean the FCA's review of
documents is not focused only on identifying potentially undermining material but

supportive material too;


https://comms.aoshearman.com/e/0beclswj53abaxa/24f6dddc-62d9-42e9-a65a-9a7b000e5cd5
https://comms.aoshearman.com/e/c6eor24xn3kgevw/24f6dddc-62d9-42e9-a65a-9a7b000e5cd5
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o (i) enhancing its existing training on disclosure to include additional specialist
training for those managing and overseeing disclosure exercises;
o (iii) providing additional training for staff and more detailed guidance on quality
assurance;
o (iv) clarifying the roles and responsibilities of staff and managers involved in
disclosure, and
o (V) giving greater emphasis to the importance of disclosure in measuring and
rewarding staff performance.
Under the new broader approach, the FCA will disclose all material that is relevant to the
facts of the matter, save where it is disproportionate, not in the public interest, or otherwise
inappropriate to do so. The FCA will conduct a further review in approximately 12 months'’
time

SMCR comments in the Chancellor's Mansion House speech; far from it being suggested we were

getting an anodyne SMCR review ‘imminently’ back before the election (and then periodically since), it
now seems that we can expect even bigger SMCR changes than anyone anticipated following the
Chancellor's speech at Mansion House,

She confirmed that there is a commitment to consult on removing the current Certification
Regime from legislation. Perhaps that was consistent with the delays to the SMCR review's
publication was because they were re-looking at the substance.

This forms part of the Government’s broader promise to deliver reforms driving growth and
competitiveness in financial services. The Chancellor wants to unwind regulation that has
sought to eliminate risk, and, in doing so, has become “overly costly and administratively
burdensome”.

We know the Certification Regime is costly and burdensome to implement and maintain —
particularly identifying staff in large organisations, annual certifications and uploading /
removing individuals from the FS Register.

When EVIA responded to the initial Discussion Papers and Call for Evidence to HMT, it
flagged the fact that a lot of the SMCR's pain points for firms, particularly relating to the
administration of the regime, came from the underlying legislation. Therefore, any
meaningful change would require legislative amendments and political buy-in, which, prior
to the election, wasn't looking likely.

Aside from the SMCR updates, the Chancellor also:

Outlined five key focus areas for next year: fintech, sustainable finance, asset management
and wholesale services, insurance and reinsurance, and capital markets.

Highlighted key geographies with opportunities: US, EU, China, India and the Gulf States.
Focussed on streamlining regulatory requirements and removing duplication, which
includes the review of the FCA Handbook.


https://sites-simmons-simmons.vuturevx.com/e/1yug7q8pdrgyw/12069a8c-35bf-4e1f-ab8f-d87b18533e34
https://sites-simmons-simmons.vuturevx.com/e/1yug7q8pdrgyw/12069a8c-35bf-4e1f-ab8f-d87b18533e34
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e Mentioned the PRA consultation on reducing the length of pay deferrals in an effort to
attract and retain talent and the FCA consultation on transformational changes to financial
advice and guidance as part of a rebalanced approach to consumer protection.

e Confirmed that the FCA and the Payments Systems Regulator received remit letters
highlighting the focus on growth — there is a clear sense that growth / competitiveness is
not a secondary objective.

e Seebelow ..

The FCA's DP24/2 examines the current UK transaction reporting regime, aiming to
improve data quality, reduce reporting burdens, and align the framework with modern
market practices. The paper identifies potential areas of improvement and seeks stakeholder
feedback.

1. Improving data quality

e Enhanced validation processes to detect and prevent market abuse.
e Revising the data fields to ensure accuracy and relevance.
e Introducing clear reporting guidelines for unique scenarios, such as OTC derivatives.

2. Reducing reporting burdens

o Simplifying the scope and frequency of reporting requirements.

o Harmonising UK requirements with international reporting standards.
Exploring new reporting technologies, including considering the adoption of JSON,
to improve efficiency and data quality.

3. Refining the scope of reportable instruments

o Revisiting the criteria for identifying reportable financial instruments, especially OTC
derivatives.

o Considering the adoption of Unique Product Identifiers (UPIs) and modified ISINs to
streamline derivative reporting.

4. Adding new reporting fields

e Proposed fields
o Digital Token Identifiers (DTIs) for tokenised securities.
o Fields for client categories and complex trade prices.
o Direct Electronic Access (DEA) Indicator: A new field to identify transactions
executed using direct electronic access. Flagging transactions as TRUE" or ‘FALSE’
could simplify monitoring and improve oversight of DEA activity.

5. Indicator fields


https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/EZjd6ZJNDENIraPFo-9m17YBg0U6DWsi_Rg9TW2ls48xGQ?e=4zfN6Y
https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/EZjd6ZJNDENIraPFo-9m17YBg0U6DWsi_Rg9TW2ls48xGQ?e=4zfN6Y
https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/EZjd6ZJNDENIraPFo-9m17YBg0U6DWsi_Rg9TW2ls48xGQ?e=4zfN6Y
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1. Reviewing the continued use of fields such as short selling and commodity derivative
indicators, which may no longer provide value.

6. Impact on FX Trades; The paper discusses challenges related to FX derivatives reporting,
including:

o consistency in reporting notional currencies and price fields;
addressing discrepancies in how FX transactions are quoted and booked in
internal systems versus reported to regulators; and

o exploring solutions to align reporting with market practices while maintaining
regulatory oversight.

7. Impact on UK Trading Venues

e Reporting obligations for trading venues
o Clarifying the scope of Article 26(5) obligations for venues to report transactions
executed through their systems, especially for non-UK firms.
o Considering whether negotiated transactions should be included in reporting
requirements.
e Instrument reference data
o Streamlining reporting frequency for trading venues, potentially requiring reference
data submission only for initial reportable events and subsequent changes.
o Expanding the obligation to submit data from the date of admission requests.

8. Proposed changes to reporting fields

e Refining the requirements for fields such as Trading Venue Transaction Identification Codes
(TVTICs) to improve matching and consistency.

e Exploring further guidance on how trading venues should handle intraday instruments and
bespoke instruments traded on Organised Trading Facilities (OTFs).

9. Reporting Transactions by UK Branches of Third Country Firms

e DP24/2 addresses the complexity of determining reporting responsibilities for transactions
involving UK branches of third-country firms. Key considerations include:

o clarification of reporting obligations: The paper proposes removing the
responsibility for UK branches of third-country firms to report transactions executed
on UK trading venues. Instead, trading venues would report all transactions
involving these firms, simplifying the reporting framework;

o reduction of duplication and errors: The proposal aims to prevent duplicate
reporting and ensure that transactions are not missed due to ambiguity over
whether the branch or the venue is responsible for reporting and

o broader implications for market oversight: While this change would increase the
volume of reports submitted by trading venues, it is expected to reduce the
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administrative burden on UK branches of third-country firms and improve data
consistency.

10. Next Steps

Responses to DP24/2 will shape the FCA's consultative position, culminating in a formal
consultation paper. The final rules, once developed, will be implemented into the FCA
Handbook, replacing the existing RTS 22 requirements.

Members are invited to provide comments by 14 February 2025. Responses can be
submitted via email to dp24-2@fca.org.uk.

The 65-page consultation is open until 14 February 2025. Valentine's Day deadline, very poetic for
the FCA's Discussion Paper (DP24/2), published in today. Whilst well flagged, it addresses potential

improvements to the UK's transaction reporting regime.

DP and a blank response sheet attached.
Quite a number of the questions are labelled as “Trading Venue Specific” and Article 26(5)
reporting by trading venues
Also attached is an open ROC CP on CDE data elements, including Barriers and other
complex instrument type information. (inc the press release) — likely the FCA need to
adhere to CDEs (?)
The current system, established under the MiFID framework and active since 2018, ensures
market transparency, abuse prevention, and data-driven regulatory decisions. The UK
receives over 7 billion annual transaction reports involving over 20 million financial
instruments.
The Treasury has published a statement confirming it intends to start revoking these
transaction reporting provisions so they can be replaced with a new regime in our
Handbook. Rachel Reeves doubled down on that last night at the Mansion House*. We note
and share the Treasury’s ambition for a streamlined transaction reporting regime, tailored to
the UK, to cut costs for businesses and make our capital markets more attractive
o *Read the Chancellor's speech in full.
o *Read the accompanying press notice.
o HMT response to the consultation on the Private Intermittent Securities and Capital
Exchange System (PISCES), a new bespoke market for private company shares,
with the intention to lay legislation establishing the PISCES regime by May 2025.
o Announcing the next steps in the reform of UK wholesale markets regulation to
support UK competitiveness and market integrity.

Objectives of this Transaction Reporting Discussion Paper:

1. Enhance Data Quality: Improve the accuracy of reports to support market integrity and
reduce firms' remediation efforts.

2. Support Market Competitiveness: Simplify reporting requirements to lower costs and
facilitate technological innovation.

Key Areas of Consideration:


mailto:dp24-2@fca.org.uk
https://www.fca.org.uk/publication/discussion/dp24-2.pdf
https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/EbcDRdvpt09FgOjTXlgxthUB5ELSYyrIsn7C8FcIrRKI3A?e=Dj0Xmq
https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/Eb2dtBn57BtImQsW__UM030BD04v4pWH-Q2vWtmqAOruNQ?e=DpN0n1
https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/Eb2dtBn57BtImQsW__UM030BD04v4pWH-Q2vWtmqAOruNQ?e=DpN0n1
https://wmbaleba-my.sharepoint.com/:b:/g/personal/amcdonald_evia_org_uk/ETbTKddr2KJPlXHGv3knRgIBWj5sPDG4Q7lW0dseExzwtQ?e=JbfbYX
https://www.gov.uk/government/speeches/mansion-house-2024-speech
https://www.gov.uk/government/news/chancellor-fires-up-financial-services-sector-to-drive-growth
https://www.gov.uk/government/consultations/private-intermittent-securities-and-capital-exchange-systems-pisces-consultation
https://www.gov.uk/government/consultations/private-intermittent-securities-and-capital-exchange-systems-pisces-consultation
https://www.gov.uk/government/publications/next-steps-for-reforming-the-uk-markets-in-financial-instruments-directive
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3. Simplification of Reporting: Proposals include revising or eliminating certain reporting
flelds to streamline processes.

4. Scope and Instrument Reporting: Reviewing which firms and instruments fall under
reporting requirements and whether guidance is needed for OTC derivatives and related
data.

5. Technological Adaptation: Evaluating the use of new standards (e.g., JSON) to reduce
costs and boost data quality.

o Specifically:

o Chapter 2 contains background and data on the transaction reporting regime,
aiming to stimulate discussion around data quality and the usefulness of
transaction reports for market monitoring purposes.

o Chapter 3 considers the overall shape of the transaction reporting regime, seeking
feedback on the relative merits of simplification against the cost of change. We also
seek feedback on areas of the regime that are most burdensome for firms, as well
as the role we could play in accommodating the development of new and existing
technologies.

o Chapter 4 asks for feedback on the scope of firms subject to transaction reporting
obligations and the scope of financial instruments captured by requirements. We
consider the scope of reporting obligations for “OTC derivatives” and identifiers for
these instruments.

o Chapter 5 considers potential changes to the fields contained in RTS 22 to improve
data quality. (i.e. same as currently open ESMA CP4; ESMA launches two
consultations on transaction reporting & order book data under the MiFIR Review;
030ctober2024) It considers where we could add new fields to improve use of data,
where existing fields could be removed to streamline reporting and trading
scenarios where clearer guidance may be needed to improve outcomes.

o Next Steps: Stakeholders are invited to provide feedback by 14 February 2025,
contributing to the formation of new, proportionate rules that uphold high regulatory
standards.

HM Treasury has committed to make further legislative changes to the MiFID framework as part of
the government’s commitment to reinvigorate our capital markets so that they deliver for investors,
for firms, and to support growth across the UK.

e First, to support the FCA's work to maintain the UK's commodity derivatives markets world
leading position, HM Treasury has committed to legislate to give the FCA fuller powers of
direction in relation to the reporting of OTC positions. Applying the lessons learned from the
events in the Nickel market in March 2022, this approach will help the FCA to ensure that
exchanges receive the right transparency about OTC positions, proportionate to the risks
associated with different markets. This will enable exchanges to operate their position
management responsibilities effectively, without introducing unnecessary burdens on firms.
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It will also enable the FCA to intervene where it considers that position presents a risk to
market stability.

e Second, using the powers established by FSMA 2023, HM Treasury has committed to
commence the revocation of firm-facing requirements in the Markets in Financial
Instruments Regulation (MiFIR) that pertain to transaction reporting, and delegate the
setting of a new regime to the FCA. This will enable the FCA to explore long-term solutions
to the issues related to transaction reporting brought to the government’s attention during
the Wholesale Markets Review. Delivering a streamlined regime will cut costs for
businesses, while ensuring effective regulatory oversight of our world leading capital
markets.

e Third, HM Treasury will revoke the firm-facing regulations within the Markets in Financial
Instruments Directive (MiFID) Organisational Regulation so that they can be replaced in the
FCA's handbook. It is the government's view that delegating responsibility for setting these
direct regulatory requirements to the regulators, ensures that our expert regulators’ real-
world, day-to-day experience of supervising financial services firms is central to the
regulatory policymaking process. It also provides flexibility for the regulators to update
standards efficiently in response to emerging market trends and risks.

e HM Treasury will liaise with the FCA and PRA to ensure that any revocations coincide with
the FCA and PRA's replacement rules and provide a smooth transition for firms

The UK's New Transparency Regime for Bonds; Key points from FCA Policy Statement on
improving transparency for bond markets; Policy Statement 24/14

e The transparency scope continues to apply to all bonds traded on a UK trading venue
(TOTV).

e However, going forward, instead of performing transparency calculations, the FCA will use a
set of features considered reliable proxies for a bond’s liquidity: these are (i) type of issuer
(sovereign or corporate); (i) country of issuer; (iii) issuance size; (iv) time to maturity; (v)
currency of issuance; and (vi) credit rating (investment grade (IG) or high yield (HY)).

e Consequently, the FCA will discontinue its transparency calculation system, Financial
Instruments Transparency System (FITRS).

e Pre-trade transparency will only apply to trading venues in respect of the following trading
systems: continuous auction order books, quote-driven trading systems and periodic
auction trading systems.

e Investment firms will no longer be subject to pre-trade transparency for trading bonds OTC.

e Further, from 31 March 2025, ahead of the start of the new regime in December 2025,
trading venues will no longer need to apply pre-trade transparency to voice and RFQ trading
and systematic internalisers will no longer need to make public quotes.

e For post-trade transparency, real time reporting means as soon as technically possible and
no later than 5 minutes from execution. Package transactions and portfolio trades have a
longer maximum real time reporting definition of 15 minutes, due to the potential for
operational complexities in reporting.

e The FCA has recalibrated the transparency thresholds with three post-trade LIS thresholds
and deferral durations. For pre-trade, an LIS waiver for orders will be the same threshold as
the LIS threshold applicable to that instrument for post-trade deferrals.
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e The FCA will select the UK bond consolidated tape provider (CTP) in H1 2025. The new
rules start from 1 December 2025 and the CTP is expected to go live at some point

thereafter, most likely around October 2026.

SOVEREIGN AND OTHER PUBLICBONDS

Issue DEFERRALS
Asset Class Issuer Size Maturity Real-Time LIS 1(1Day) LIS 2 (2 Weeks) LIS 3 (3 Months)
Trades Volume Trades Volume Trades Volume Trades Volume
84% 12% 93% 40% 99% 1% 99% 1%
< 5years
<=£15m >£15m > £50m > £500m
France,
Germany, 5-<15 72% 12% 85% 31% 94% 1% 99% 1%
Sovereign Bonds  Italy, 2£2bn years
Spain, <=£10m >£10m >£25m > £250m
UK, US
>15 81% 18% 88% 29% 99% 6% 94% 1%
years <=£15m >£15m > £50m > £500m
61% 6% 87% 29% 98% 71% 92% 6%
2£2bn
Sovereign and <=£1m >£1m >£5m >£25m
Munici ng d All All
unicipal Bonds 74% 7% 82% 12% 93% 32% 73% 68%
<g2bn
<=£€1im >£1m >£2.5m >£10m
TOTAL 75% 13% 88% 33% 99% 94% 94% 6%
CORPORATE BONDS
A DEFERRALS
u
Asset Class Currency size IG/HY Real-Time LIS 1 (1 Day) LIS 2(2Weeks) LIS 3 (3 Months)
Trades Volume Trades Volume Trades Volume Trades Volume
G 88% 27% 97% 50% 99% 71% 1% 29%
Corporate, GBP, £500m <=£1m >£1m > £5m > £25m
Covered, EUR,USD HY 90% 55% 98% 82% 99% 99% 1% 1%
Convertible & <=£1im >€1im >£2.5m >£10m
Other Bonds All other instruments 76% 24% 97% 60% 99% 81% 1% 19%
<=£0.5m >£0.5m > £2.5m >£10m

London
Energy
Brokers'
Association

TOTAL

84% 28%

97%

54%

99%

75%

25%

Bond tape hopefuls size up commercial risks as FCA finalizes tender; Consolidated tape bidders say
the UK regulator is set to imminently publish crucial final details around technical specifications and
data licensing arrangements for the finished infrastructure

e Fintech companies vying to build the UK's consolidated tape for bonds are awaiting crucial
details on how the market data infrastructure will be constructed and licensed. With the
tender process to select a consolidated tape provider (CTP) due to open in a matter of
weeks, some significant elements have not yet been defined, from technical specifications
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to data licensing arrangements. CTP bidders say the success of the UK's long-held
ambition to provide the industry with a live feed of bond

TransFICC confirms CTP bid: “We know it works”: TransFICC has confirmed that it will bid to be the
fixed income consolidated tape provider in the UK and Europe.

“We're utilising existing technology, we don't have to go and hire anyone, and we don't need
to raise any money,” Steve Toland, co-founder of TransFICC, explained why the company’s
offering will stand out from the competition. “Because we're using our existing
infrastructure and technology, we can provide a low-cost tape and we think that we'll be
able to get to market quicker than some of the other competitors,” he added.

The announcement comes less than a week after BondTape, a collaborative venture
between Propellant and Finbourne, shared its intention to enter the tender process. ESMA
will launch its selection process for the much-anticipated European bond tape on 3 January
2025. “[The authority] has been very detailed in terms of the technology requirements of the
CTP Performance, reliability and security are at the forefront of what they've been talking
about in terms of the RFP; those boxes are already checked in production by TransFICC
today,” commented Tim Whipman, head of business development.

In the UK, the FCA plans to begin the tender process before the end of the year. Both tapes
are expected to go live in 2026. TransFICC has been running a CTP pilot for close to two
years, with buy-side and sell-side participants, market data firms and trading venues
contributing to data contribution and data output testing. “We got feedback from users
about contributing data, taking data in from the APAs, and using the data,’ Toland said. “We
know it works.”

A further differentiating feature for the company is its agility, Toland continued. “There’s a
lot of things still to be defined, both in the EU and UK. The regulators and CTP will get some
things wrong; you cannot prepare for all eventualities. “We expect there to be some
changes, and the CTP will need to be able to adapt between the two jurisdictions and the
overall criteria. We have a very quick release process.”

23 Nov 2024; Finbourne Technology and Propellant Digital have officially launched their joint
consolidated tape provider (CTP) venture, Bondtape. Bondtape is a partnership between
Finbourne Technology and Propellant Digital; Together we will deliver market-proven, trusted
and scalable bond Consolidated Tapes in the UK and EU, marking a significant step towards
improving transparency and efficiency in fixed income markets. This partnership will leverage
Propellant’s analytics framework and FINBOURNE's technology platform to deliver a
comprehensive enterprise solution.

We understand that Bondtape can evolve as the market demands, but recognise it is also a
crucial component for ensuring efficient and transparent financial markets.

“Propellant already has the infrastructure for aggregating MiFID data, and we can leverage
Finbourne’s scalability to bring the target solution to life,” Vincent Grandjean, founder and
CEO of Propellant Digital, told The DESK.

“We've been dealing with the data for a long time. Propellant Digital have worked with ICMA,
we've provided information and analysis to AFME," added Bondtape’s Neil Ryan.

The companies state that their offering will reduce operational complexity and increase
transparency across financial services, providing a “clear and consistent view of fixed
income markets”.
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BondTape is in competition with Etrading Software, which confirmed its plans to bid for the
CTP last December, and fairCT, a consortium led by Ediphy which entered the race in
September. ESMA will launch its selection process for the European tape on 3 January
2025, while the UK's FCA expects to begin the process before year-end. The tapes are
expected to go live in 2026.

During a panel discussion earlier this year, Neil Ryan affirmed that the CTP needs to be user
led, with clear use cases presented and strong market engagement. “There's no mandatory
consumption, nobody has to use this after all the heartache and blood, sweat and tears,” he
told The DESK. "However, | think that we've collectively developed a good sense of trust
from the buy side and the sell side around the understanding of the data. That trust element
is a huge piece.” “We've been engaging very proactively, especially on the UK side, with the
regulators as they get ready for the tender. Firms that have expressed interest are engaging
across the board.” “It's a two-way street. There's a lot of time, effort, and energy being spent
on this, but equally the buy and sell sides need to make sure that they're stepping up. | think
that we can bridge that gap because of our combined strengths’”

Clarity is still needed on the structure of the tender in the UK, Ryan added, “and although the
EU one is quite prescribed, there’s still going to be more definition needed on some things.
There's still some way to go, in a short time. It's going to be a very busy Christmas and New
Year's." "A little change in the RFP could have a huge impact on the cost and the
infrastructure,” agreed Grandjean.

Industry Stakeholder Group on Consolidated Tape publishes its first Progress Report; Etrading
Software's advisory group promotes meaningful market transparency; Industry Stakeholder Group on
Consolidated Tape publishes its first Progress Report.pdf); The ISG of Etrading Software

(ETS) currently consists of 20 firms representing buy-side, sell-side and market infrastructure
stakeholders. Members highlighted several key themes as part of the Progress Report:

1.

2.

End-to-End Timings: The need for latency requirements tailored to bond market structure,
with an emphasis on measuring latency times in seconds rather than milliseconds.

Data Consumption Preferences: Investment Firms expressed a desire for seamless
integration of CTP data with existing Order Management Systems (OMS) and Execution
Management Systems (EMS), including connectivity with third-party providers.
Transmission and messaging standards: The need for alignment with existing common
industry transmission and messaging standards to avoid additional operational pitfalls.
Implementation Strategy: A “Big Bang” approach is favoured for implementation rather than
a prolonged transition period, allowing immediate access to transparency data from the
start of the new transparency regimes.

Connectivity Costs: Connectivity costs for market data contributors and users post-award
were discussed by the ISG, suggesting that a fair revenue-sharing model should include
reimbursing excess margin back to contributors and users.

Data Quality Assurance: The ISG discussed ETS' plans for quickly identifying, flagging and
ranking erroneous data working closely with data contributors. This approach is aimed at
ensuring rapid publication and rectification while maintaining data accuracy and integrity.
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e With the commitment to operate on a cost-plus utility basis and strong governance
principles, the ETS CT model aims to democratise access to vital bond market data. This
initiative not only enhances transparency but also fosters a collaborative environment in a
rapidly evolving market structure.

e Onthe ISG recommendations, Sassan Danesh, CEO of ETS commented: “We are delighted
to confirm our acceptance of the recommendations of the ISG and will be incorporating them
into the design of our CT".

e Matthijs Geneste, Head of European Regulatory Data Services added: “The ISG is voluntary
and non-exclusive. We are committed to ensure that every interest is represented ina CT
design reflecting a changing bond market structure, aimed at supporting use cases across the
broader industry. “

The draft Short Selling Regulations 2024; On 77 November 2024, the draft Short Selling Regulations
2024 were published on legislation.gov.uk, along with a draft explanatory memorandum. The Financial
Services and Markets Act 2023 repeals assimilated law in financial services, subject to
commencement. That assimilated law will be replaced with rules set by the UK financial services
regulators.

e Purpose of the draft Regulations

e The draft Regulations establish a new legislative framework for the regulation of short
selling, creating designated activities for short selling in order to give the FCA (FCA)
rulemaking powers related to those activities and powers to intervene in exceptional
circumstances. The aim of giving the FCA additional rulemaking responsibilities is to
ensure that financial services firms and consumers will benefit from agile, tailored rule-
making that suits UK markets.

e Policy changes introduced by the draft Regulations

e The draft Regulations make a series of substantive changes to the short selling regulatory
regime in the UK, implementing the changes announced in July 2023 in the Government's
response to its Short Selling Regulation (SSR) Review and in November 2023 in the
Government response to the consultation on aspects of the SSR related to sovereign debt
and credit default swaps.

e The key substantive policy changes are:

o Theintroduction of a requirement for the FCA to publish anonymised aggregated
net short positions based on all individual position notifications it receives. This is a
change to the SSR where the firms were required to publish individual net short
positions above 0.5% of issued share capital.

o Theremoval of restrictions on uncovered short selling of sovereign debt and
sovereign credit default swaps (SCDS) or sovereign debt notification requirements,
which were contained in the SSR. However, the draft Regulations do maintain
emergency intervention powers for sovereign debt and SCDS in the same way as
other financial instruments.

e On 11 November, an updated draft version of the Short Selling Regulations (SSR) 2024,
alongside an explanatory memorandum and de minimis impact assessment were laid
before Parliament.
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e The draft Regulations establish a new legislative framework for the regulation of short
selling, creating designated activities for short selling, giving the FCA rulemaking powers
related to these activities and powers to intervene in exceptional circumstances. The
updated draft SSR 2024 do not include any requirements for short positions in sovereign
debt or sovereign CDS, including the related reporting requirements.

e This maintains the policy approach previously announced of revoking the short-selling
regime for these instruments, for business-as-usual reporting. Sovereign debt and
sovereign CDS will, however, be in scope of the FCA's powers in exceptional circumstances.

e The updated The updated draft Regulations amend some of the provisions in the original
draft SSR and add new provisions on:

o The overseas trading venue short selling regime: the draft Regulations empower the
FCA to make rules exempting market making activities. However, an exemption may
only be made for the market making activities of an investment firm, bank or
overseas entity that is a member of a UK trading venue or a non-UK trading venue in
a jurisdiction that has been “designated” by HMT. The updated draft regulations
grant HMT powers to designate jurisdictions having considered any relevant factors,
which may include the jurisdiction’s regime for markets, rules for admission of
securities to trading, market transparency and integrity and the prevention of insider
dealing and market manipulation. A designation may be annulled by resolution of
either House of Parliament.

o Buy-in procedures: these provisions impose obligations on UK CCPs providing
clearing services for shares to ensure delivery and settlement.

o Supervision and enforcement: the updated draft Regulations include provisions to
replace the FCA's existing short selling supervision and enforcement powers with
powers to supervise and enforce the new regime.

e Certain provisions will enter into force on the day after the Regulations are made, including
provisions that enable the FCA to issue guidance or statements of policy. The remaining
provisions will come into force when the existing Short Selling Regulations are revoked. The
FCA's rules will apply from that date.

e Draft Short Selling Regulations —

o Draft Explanatory Memorandum —

e Draft De Minimis Impact Assessment —

Mansion House: UK government announces further reforms to the wholesale markets framework;
On 14 November, HMT published a policy paper announcing further reforms to the UK's wholesale
markets framework. HMT has committed to legislate to amend the Markets in Financial Instruments
legislative package to achieve these changes. Where the changes involve revoking existing legislation
and placing it in the FCA's Handbook, the revocation will coincide with the regulator’s rules taking
effect.

e Firstly, the FCA will be given enhanced powers of direction regarding the reporting of OTC
positions. This is intended to address issues that arose in the Nickel market in 2022 by
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empowering the FCA to ensure that exchanges receive the right transparency about OTC
positions and enable exchanges to operate their position management obligations
effectively. The FCA will be able to intervene where it considers there is a risk to market
stability.

Second, legislation will be introduced revoking the transaction reporting provisions in MiFIR
and delegating to the FCA the responsibility for establishing rules for the regime. It is
envisaged that the FCA will be in a better position to consider long-term solutions to the
challenges facing firms in complying with the existing regime.

Finally, the detailed firm-facing requirements contained in the MiFID Org Regulation will be
revoked and replaced in the FCA's Handbook. This will give the FCA more flexibility to adjust
to changing conditions requiring the standards to be updated.

Policy paper —

Mansion House: UK government finalises PISCES policy; On 14 November, HMT published a

consultation response, policy paper and draft legislation to deliver its commitment to establish the
Private Intermittent Securities and Capital Exchange System (PISCES), a new innovative market for
trading private company shares. The documents describe how the PISCES regime will be established,
reflecting the policy decisions and design choices of the government.

In its consultation response, the government notes that the proposal to establish a PISCES
Sandbox was well received as an appropriate way to develop and test this new regulatory
regime. The government confirms that it will proceed to establish PISCES in a sandbox,
granting the FCA the relevant powers to implement and operate it. The sandbox will run for
five years. Firms that want to operate a PISCES platform will need to apply to the FCA for
approval and those trading on such a platform will be subject to modified regulations.
Future measures to make PISCES permanent will depend on the outcomes of the sandbox.
The government confirms that PISCES will be a regulated secondary market for trading of
existing shares in intermittent trading windows. Only shares in companies whose shares
are not admitted to trading on a public market (in the UK or other jurisdictions) will be
eligible for trading on PISCES. The market will only be open to institutional investors,
employees of participating companies and high net-worth individuals and self-certified or
certified sophisticated investors.

Contrary to the government'’s proposals, the PISCES regime will not include a public market
style market abuse regime. The FCA will be empowered to establish a new and bespoke
disclosure regime for PISCES, under which disclosures and pre- and post-trade
transparency will not be required to be made public but will need to be provided to all
investors participating in a PISCES trading event. In addition, transaction reporting
requirements will not apply, although the FCA may impose record-keeping obligations.
Operators of PISCES markets will have discretion as to whether or not shares must be
recorded into a central securities depository. Buy-backs will not be possible on PISCES;
however, this may change at a later date if deemed appropriate after the initial launch of the
PISCES Sandbox.

The policy notes describes the provisions of the draft Financial Services and Markets Act
2023 (Private Intermittent Securities and Capital Exchange System Sandbox) Regulations
2025. Technical comments on the draft Regulations may be submitted until 9 January
2025. It is intended that the PISCES legislation will be introduced by May 2025. The FCA will
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consult on its proposed rules on PISCES in due course, finalising the rules before opening
the Sandbox for applications.
Consultation response — / Policy paper — / Draft Regulations —

Mansion House: Remit and recommendations letter for Financial Policy Committee; On 15

November, HMT published a letter from Rachel Reeves, Chancellor of the Exchequer, to Andrew Bailey,
BoE Governor, setting out the remit and recommendations for the Financial Policy Committee (FPC)
for 2024/25.

Points of interest include:

@)

(i) Ms Reeves states that the FPC should continue to prioritise its work to address
systemic vulnerabilities in market-based finance and ensure that the BoE continues
to cooperate with relevant authorities and across jurisdictions to increase resilience
in a way that is consistent with supporting sustainable economic growth;

(i) Ms Reeves states that the FPC should continue to focus on cyber and
operational risks, noting the evolving threat landscape, including how this might
increase these risks, and other potential impacts for financial stability; and

(iii) Ms Reeves asks the FPC to assess and identify areas where there is potential to
increase the ability of the financial system to contribute to sustainable economic
growth without undermining financial stability.

The letter sets out:

@)

(a) the matters that the FPC should regard as relevant to the BoE's financial stability
objective, and the responsibility of the FPC in relation to the achievement of that
objective;

(b) the responsibility of the FPC in relation to support for the UK government'’s
economic policy; and

(c) matters to which the FPC should have regard in exercising its functions. The FPC
must respond to the government, describing any action it has taken or intends to
take in response to a specific recommendation.

Letter —

Mansion House: New remit letters for FCA and PRA to focus on growth; On 15 November, HMT

published remits and recommendations for the FCA and PRA, set out in a letter sent from Rachel
Reeves, Chancellor of the Exchequer, to Nikhil Rathi, FCA Chief Executive, and in a letter sent by Ms
Reeves to Andrew Bailey, BoE Governor.

The letter to Mr Bailey formally relates to recommendations for the Prudential Regulation
Committee (PRC), the BoE committee that exercises its functions as the PRA.

Ms Reeves calls for the regulators to fully embed the secondary competitiveness and

growth objective and, while pursuing their respective primary objectives, to consider how
they can enable informed and responsible risk-taking by authorised firms. Ms Reeves
outlines her priorities, which include ensuring that:
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o (i) innovative new firms are supported to enter the market, and existing firms are
enabled to innovate and invest in new technologies, including the safe adoption of
Al

o (i) customers can access appropriate advice and products;
(iii) UK financial services firms are supported to play a significant role in supporting
the Net Zero transition globally; and (iv) firms have a positive experience of
engaging with the regulators from the point of initial application or inquiry, and that
administrative burdens on firms are streamlined as far as possible, while
maintaining high regulatory standards and a reputation as responsive and agile
regulators.

o Letterto PRC — / Letterto FCA —

Draft Reqgulations on the UK designated activities regime; On 17 November, a draft version of the
Financial Services and Markets Act 2000 (Designated Activities) (Supervision and Enforcement)
Regulations 2024 were laid before Parliament, together with an explanatory memorandum.

e The designated activities regime (DAR) is a new UK concept to give the FCA rulemaking
powers over financial sector activities, such as public offers and listing, which are not
necessarily carried out by regulated firms such as banks. We discussed the DAR in our
bulletin, “Financial Services and Markets Bill: The Designated Activities Regime in the UK".

e The Regulations will amend FSMA 2000 with regard to the FCA's supervision and
enforcement of DAR requirements. They enable the FCA to supervise designated activities
by gathering information and launching investigations into persons carrying out designated
activities, and to enforce its designated activity rules by publicly censuring or imposing
financial penalties on persons that breach them. They also set out the procedures that will
apply to the FCA giving directions concerning designated activities.

e The Regulations have been laid before Parliament and will enter into force on the day after
they are made.

o Draft FSMA 2000 (Designated Activities) (Supervision and Enforcement) Regulations 2024

—>

e Draft Explanatory Memorandum —

UK regulators finalise rules on operational resilience of critical third parties to the UK financial
sector; On 12 November, the PRA and FCA published a joint policy statement on operational resilience
for critical third parties (CTPs) in the UK financial sector, which includes their final rules for CTPs. The
overall objective of the final policy in this statement is to manage risks to the stability of, or
confidence in, the UK financial system that may arise due to a failure in, or disruption to, the services
that a CTP provides to one or more authorised persons, relevant service providers and/or financial
market infrastructure entities. The rules will take effect from 1 January 2025 but will only apply to
individual CTPs from the date their HMT CTP designations come into force. HMT has not yet made
any such CTP designations.
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The final rules are largely as consulted on, though some changes have been made,
including:

o (i) additional guidance is provided on how the regulators will identify and make
recommendations of CTPs for designation, including that the regulators’
assessment of “materiality” of a service for recommending designation may refer to
the vulnerabilities listed in the FPC's macroprudential approach to operational
resilience, confirmation that firms’ in-house service providers will not be
recommended for designation and that third party service providers subject to a
regime comparable to the UK's CTP regime (e.g., the UK National Infrastructure
Resilience Framework) are unlikely to be recommended for designation;

o (i) the scope of CTP Fundamental Rules 1-5 has been limited to a CTP’s provision of
“systemic third party services”. CTP Fundamental Rule 6 will still apply to all services
a CTP provides.

o The narrower scope of Fundamental Rules 1-5 will be kept under review;,

(iii) revisions to the incident notification requirements for CTPs; and

o (iv) all CTPs must provide the regulators with an address in the UK for service of
documents. There is no longer a requirement that the UK recipient should be a law
firm or other suitable UK-based corporate body.

Also published are:

o (a)theregulators’ joint final Supervisory Statement SS6/24 - Operational resilience:
Critical third parties to the UK financial sector;

o (b) the BoE/PRA's final Supervisory Statement SS7/24 on Reports by skilled
persons: critical third parties;

o (c) the regulators’ joint Approach to the oversight of critical third parties. In addition,
the BOE published this week its final statement of policy on the approach to
enforcement, which includes (at annex 4) the BoE'’s approach to enforcement
against CTPs.

On 12 November, a memorandum of understanding between the BoE, the FCA and the PRA
was laid before Parliament. The MoU outlines how the financial regulators will co-ordinate
through a joint CTP Consultation and Coordination Forum in exercising their CTP functions.
Policy Statement — / Webpage — / FCA Press Release — / Joint Foreword — / BoE SoP
on enforcement — / Memorandum of Understanding —

The Bank of England has announced a Consultation on introducing a set of 10 new “Fundamental

Rules” for Financial Market Infrastructures (FMIs) — i.e. for the central counterparties, central

securities depositories, recognised payment systems operators and specified service providers that it

supervises — alongside publishing an updated approach document for supervising these firms.

FSMA 2023 provides the key: it gives the BoE powers to make rules for CCPs and CSDs to
replace retained EU law. To that end, the new Fundamental Rules will provide an

overarching regulatory framework and high-level outcomes for FMIs, much as we see with
the PRA's Fundamental Rules and the FCA's Principles, but their implementation is just the
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first step in a broader programme to shift FMI requirements from primary legislation to a
new BoE rulebook. Third country CSDs and systemic third country CCPs are not in scope,
but may become so in the future if HMT makes regulations to enable this.

By way of a quick run-down, the Fundamental Rules (as drafted) align with the Principles for
Financial Market Infrastructure and will require an FMI to:

conduct its business with integrity.

conduct its business with due skill, care and diligence.

act in a prudent manner.

maintain sufficient financial resources.

have effective risk strategies and risk management systems.

organise and control its affairs responsibly and effectively.

deal with its regulators in an open and co-operative way and must disclose to the Bank
appropriately anything relating to the FMI of which the Bank would reasonably expect
notice.

prepare for resolution or administration so, if the need arises, it can be resolved or placed
into administration in an orderly manner with a minimum disruption to critical services.
maintain sufficient operational resilience.

. identify, assess, and manage the risks that its operations could pose to the stability of the

financial system.

The consultation is open until 19 February. The BoE will then publish its final policy, where
after it expects a 6-month implementation period for the rules to take effect.

Diving Deep into FMI Sandboxes; another innovation of FSMA 2023 was to grant HMT powers to
develop "FMI sandboxes”. Over the course of this year, we've been tracking the development of two in
particular, namely:

the “Digital Securities Sandbox” (DSS), for firms looking to trial developing technology —
such as DLT/blockchain — to perform the activities of CSDs and MTFs. The DSS opened for
applications on 30 September; and

the “Private Intermittent Securities and Capital Exchange System” (PISCES), which relates to
a new category of “intermittent exchanges” for secondary sales of shares in private
companies.

There are a few recent developments worth noting if they’re not already on your radar.

1.

The main recent news specifically concerns PISCES. There was good news at the end of
October, when the government announced as part of its Autumn Budget that PISCES
transactions would be exempted from Stamp Duty and Stamp Duty Reserve Tax (SDRT).
The Treasury then published a Response to its consultation from back in March, and a draft
Statutory Instrument (due to be laid before Parliament by May 2025). The Response largely
tracks the consultation proposals, with perhaps the most significant change being that the
previous proposal for a tailored market abuse regime is now replaced with a new
disclosure-based approach (based on bespoke rules to be set by the FCA) and a
corresponding “disclosure liability” regime.
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2. We have also seen a new draft Statutory Instrument, laid on 31 October 2024, that affects
both sandboxes. A key (and obvious) feature of the sandbox regime is to provide
participants with temporary sanctuary from legislation that may otherwise limit their ability
to use emerging technology or new practices. FSMA 2023 already empowers the Treasury
to modify certain key pieces of legislation such as FSMA 2000, MAR, MiFIR and CSDR for
these purposes. This draft Sl essentially adds several additional pieces of legislation to that
list, with DSS and PISCES in mind — e.g. the Prospectus Regulation, which is a key blocker
for sales of shares in private companies under current rules.

Short Selling, Long Impact — New UK Regime Nearly Here; The disclosure obligations and trading
restrictions set out in the Short Selling Regulation (SSR) originally came into UK regulation in 2012 via
the UK’s membership of the EU, and have been retained (with certain adaptations) since the end of
the Brexit transition period.

e There's been a bit of divergence since, notably in February this year when the UK increased
the notification threshold from 0.1% to 0.2% of issued share capital. However, the SSR as a
whole has been on the governmental chopping block for a while, again courtesy of FSMA
2023.

e The latest news is that a new draft Statutory Instrument has just been laid before
Parliament, building on the previous version published back in November 2023. There are
several parts to the new regime, and there isn't space here to cover them all.

e However, of particular interest is the way in which short selling has been framed as a
“‘designated activity” (under the new designated activities regime, or DAR, which is yet
another product of FSMA 2023).

e The upshot is that firms doing short selling — whether or not they are authorised under the
FSMA 2000 regime — will need to comply with the new rules that the FCA is empowered to
make regarding short selling. There are also notable new powers for the FCA intervene in
relation to short selling “in exceptional circumstances”.

e In big picture terms, this is another example of the government looking to pass
responsibility for detailed rule-setting to the regulator. The final plank, which we don't yet
have, are the new FCA rules themselves. These will ultimately be what triggers the new
regime to take effect (and the repeal of the existing SSR). We're expecting a consultation on
them shortly.

UK MIFID Reforms — Divergence Be Upon Us; In the programme to repeal EU law, the biggest nut to
crack must surely be MIFID, and so it's no surprise we're seeing further action on this front too. On 14
November — the day of the Chancellor's Mansion House speech — HMT published a one-page Policy
Paper on next steps for reforming the UK's MiFID regime. The Paper simply sets out three reforms:

e Legislation for FCA powers of direction over reporting OTC commodities positions, in light
of the crisis in the nickel market on the LME in March 2022.
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Revocation of assimilated MiFIR requirements on transaction reporting, delegating the set-
up of a new regime to the FCA.

Revocation of assimilated MiFID Org Regulation requirements, replacing them in the FCA
Handbook.

On the same day, the FCA published a discussion paper on “Improving the UK transaction reporting
regime” (DP24/2). Chapter 5 of that paper covers specific proposals on the content of the

transaction reports, including for some new reporting fields.

A key aim is to tailor the transaction reporting regime to the UK's markets, and delegate
responsibility for regulatory requirements from government to the regulators who have day-
to-day experience of the financial markets. Inevitably, that means there will now be
increasing divergence between the UK and EU reporting regimes — not least because on 03
October ESMA also published a consultation paper on changes to EU RTS 22 and RTS 24,
as covered in our October

Responses to the FCA's discussion paper are due by 14 February (the most romantic of
deadlines...). We don't have any further details on timings from either the FCA or HMT just
yet.

FCA PS24/14 — Looking Through the New Transparency Rules; In further MiFID-related news, on 05
November the FCA published a policy statement (PS24/14) on the new UK MiFID/MIFIR bond and
derivative transparency regime, which is due to come into force from 01 December 2025. This builds
on two CPs published in December 2023:

CP23/32 (improving transparency for bond and derivatives markets); and

CP23/33 (the framework for a UK consolidated tape) - last month we noted that the FCA
intends to commence its tender for the bond CTP by the end of 2024

The (extensive) detail in the PS largely concerns the transparency regime, in which the FCA
intends to simplify the existing EU-derived rules and to strike a balance between supporting
price formation and best execution while protecting liquidity providers’ ability to hedge their
risks.

The relevant requirements will be brought into the FCA Handbook via a new Chapter 11 of
the Market Conduct (MAR) sourcebook.

Overall, the outcome reinforces that the core elements, such as limiting the regime’s scope
to bonds traded on a trading venue and certain cleared derivatives, remain largely
unchanged. However, the FCA has tweaked a number of the finer details, in particular
regarding deferral duration/calibration and grouping criteria for bonds, and a simplification
of post-trade reporting information.

The revocation of the existing UK MiFIR and MiFID RTS 2 transparency provisions commences at
the beginning of December 2024 (courtesy of FSMA 2023, naturally). However, the new regime will
mostly not kick in until a year later. The PS therefore provides for a transitional provision to
preserve the effect of the current transparency regime within that gap. A couple of provisions,
perceived as ‘quick wins’, will come in early from 31 March 2025, namely:

trading venues won't have to apply pre-trade transparency to voice and RfQ trading, and
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systematic internalisers (Sls) in bonds and derivatives will no longer need to provide public
quotes.

The PS also includes, in Chapter 9, a Discussion Paper on The Future of The SI Regime’. The FCA
will be replacing the Sl definition with one based on qualitative criteria and new PERG guidance, as
previously proposed. However, given the breadth of changes brought in by FSMA 2023, the FCA are
taking the opportunity to ask various questions the future of the Sl regime in the round. Responses
are due by 10 January 2025. A consultation paper is then expected in Q2 2025, before the new SI
regime comes in on 07 December 2025.

FCA Market Watch 81 — Transaction Reporting Tidy-Up; In yet more MiFID-related news, transaction
reports are under the spotlight in the FCA's latest edition of Market Watch. The FCA notes an overall
improvement in data quality since 2018, but flags certain persistent bugbears and the factors that it
considers are responsible. They point in particular to the following common areas of weakness:

1.

Change management: The FCA cites various examples of how organisational changes can
impair data quality — e.g. errors in mapping out requirements, use of incorrect information
sources, insufficient testing, poor documentation and records, inadequate oversight of
outsourcing and lack/loss of institutional knowledge.

Reporting process and logic design: A firm's reporting processes should align with its
regulatory requirements and business context. Misalignment can lead to misreporting and
undetected errors. In addition, unclear transaction reporting processes can result in manual
delays, backlogs and amendment issues.

Data governance: The FCA notes firms often use data from multiple sources which can
result in fragmented data management and lead to increased errors such as misuse of
identifiers and incorrect data sourcing due to inaccurate mappings. This can impact not
only transaction reporting and reconciliations but also record-keeping obligations.

Control framework: The FCA observes several common issues with reconciliation
processes, such as poor design preventing the identification of data quality issues,
incomplete/irregular implementation (thereby potentially missing errors and omissions),
failure to update in line with evolving reporting processes, and omission of services and
data from third parties.

Governance, oversight and resourcing: Reporting should be integrated into firms’ broader
risk management frameworks. The FCA identifies a range of issues including Ml failures
resulting in a monitoring gap for senior managers, deficient organisational structures,
unclear terms of reference for governance bodies, limited compliance oversight, lack of
accountability and insufficient resourcing.

To ensure firms meet the FCA's expectations, we strongly recommend taking a thorough

look at their observations in full, checking that your existing arrangements are sufficient and
implementing any remedial measures as soon as possible.
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EU EMIR Strikes Back — Unpacking the Latest Announcements; So, there’s a lot suddenly happening
with the EU's "EMIR 3" reforms.

e The biggest news is the EU Council's announcement on 19 November that it has adopted
EMIR 3. As we mentioned last month, as soon as this is published in the Official Journal, the
timer will start for its entry into force and the drafting and publication of Level 2 materials.
Within EMIR 3, we're also starting to see activity from the regulators on a couple of the key
points:

e The Active Account Requirement (AAR): You may recall this is the requirement for firms to
operate an account with an EU CCP, and to clear a certain number of representative
contracts through it — you can find the detail on this back in our February edition. ESMA has
now issued a consultation on the AAR, which includes a draft RTS, in which it is seeking
feedback on a range of aspects to help define the operational and representativeness
obligations.

e There's a lot of complexity to grapple with here, so ESMA will be holding a public hearing on
the consultation on 20 January. The final deadline for responses due by 27 January. There's
some hurry here, as ESMA is due to submit the draft RTS to the Commission within 6
months of EMIR 3 taking effect.

 Initial Margin Model (IMM) Authorisation: EMIR 3 supplements existing requirements to
exchange collateral with a new requirement to apply for authorisation before
using/changing an initial margin calculation model, while also creating a central validation
function for pro-forma margin models. The European Banking Authority has launched a
survey to gather information about firms who fall within the scope of such authorisation (at
the individual entity level, for firms in groups). Responses are due by 29 November 2024.
We can expect the EBA to consult on a draft RTS shortly — there's slightly more time here,
as the EBA will have 12 months to submit the draft to the Commission.

The EU MiFID3 Marathon: Latest on Consultations & Reports; Recalling that various “MiFID3"
reforms became effective on 28 March 2024, but that we've been waiting on the underlying legislation
setting out how to comply with the relevant changes. To roundup of where we stand with the
publications that have been flying around for the last few months:

e One concrete recent change we can point to is that on 14 October ESMA updated its
Manual on post-trade transparency and its Opinion_ on pre-trade transparency waivers, to
reflect changes due to the implementation of relevant changes to MiFIR and industry
feedback.

o Most notably this impacts the Manual provisions regarding the scope of derivatives
subject to post-trade transparency (section 4.1): they will now need to either be an
ETD or a certain type of OTC derivative (on-/off-venue).

e Beyond that, there have been several ESMA consultations (most of which are now closed)
for which we expect Final Reports from ESMA, as summarised in the table below.

e The CPon RTS 22 & 24 now closes on 17 January,

e Brace for a flurry of Final Reports by the year end.

| ESMA Consultation Subject Consultation Status & Next Steps
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RTS 22 and RTS 24 (transaction data reporting
and order book data) — for our overview, see the

October edition of Markets View

Closes on 03 Jan 2025. Final Report expected
Mar 2025

Order Execution Policies

Closed. Final Report expected by 29 Dec 2024

RTS 1, RTS 2 and RTS 3 (equity & non-equity
transparency and volume cap)

Closed. Final Report expected Dec 2024 for
specific sections to align with CTP requirements,
the rest to follow in Mar 2025

RTS 2 and RTS 23 (transparency and supply of
reference data)

Closed. Final report expected by 29 Dec 2024

Consolidated Tape Providers and DRSPs

Closed. Final report expected by 29 Dec 2024.
Feedback on specification of assessment criteria
for CTP selection procedure expected by end
2024

ESMA Consultation on Commodity Derivatives

Closed. Final Report expected Dec 2024

Staying Up To Date on EU CSDR; Many developments ongoing concerning the official adoptions by
the UK and EU's respective plans to move from T+2 to T+1 settlement under CSDR. We have a first
governance meeting at ESMA on 12 Dec after a couple of developments on the EU side.

e First there was a Joint Statement from ESMA, the ECB and the Commission's Directorate-
General, which demonstrated a new sense of urgency (notably it spoke of the need for the
EU to "accelerate every aspect of the technical work” to avoid becoming misaligned with
other major jurisdictions). Then, hot on its heels, ESMA published its Final Report on the

subject, on 18 November 2024.

e Akey highlight from ESMA's report is its recommendation of 11 October 2027 as the
optimal transition date. As we noted in our September edition, the UK is aiming to move to
T+1 by the end of 2027, and so — cheers all round — it is looking likely that the EU and UK
could move pretty much in lockstep. CSDR will need to be amended to give effect to the
transition. ESMA has also indicated that T+0 could be envisaged in the longer term.
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Governance principles for next phase Cross-cutting objectives of next phase, and potential approaches

Consensus-driven
Decisions should be taken by consensus at the level of the Industry Committee
Issues which cannot be resolved within the Technical Workstreams (TW) can be escalated to the Industry Committee

Representative
Industry iati ing impacted
in additional to TW leads.

groups should be directly represented on the Industry Committee,

Credible

TWs should be populated and chaired by relevant experts from individual firms, who have the appropriate technical expertise
Number of participants in TWs should not be restricted

Balanced

Where relevant, TWs should have co-chairs from different stakeholder groups to promote balance

Clearly-defined
Industry Committee should determine high-level objectives and timeline prior to formation of TWs

Efficient
Existing i

should be

FOR DISCUSSION

Define a new ‘daily timetable’ for the full trad

* Create dedicated workstream on daily timetable
Hold combined i i

* Industry Committee to resolve

to ensure holistic approach

Identify industry-wide actions to be taken to support

between T+1
and ‘nice to haves’

* Create dedicated settlement efficiency workstream
*  Assignto AMI-SeCo CSG
« Address through ESMA consultation

Advise on legislative and regulatory actions required
+ Create dedicated legal and regulatory workstream

Two-way i ion sharing and with nonEU
Create dedicated international outreach workstream

Ensure national specificities are identified and given appropriate consideration
« Assign to AMI-SeCo SEG

Create dedicated on national

Invite NSG representatives to Industry Committee
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Potential Structure

FOR DISCUSSION
Industry Committee

Core members
* Independent Chair
1 senior representative per Association
* 1-2representatives per Technical Workstream
* ECB (as T2S operator)

Observers

* ESMA

* ECB

* European Commission

Potential additional invitees
* NSG representatives

Technical Workstreams

Trading

Matching

Clearing

Settlement
Corporate Actions
Securities Lending
Funding and FX
Asset Management
Legal and Regulatory
International Outreach
National Specificities

EU CSDR, ESMA has published its Final Report regarding cash penalties for CSD participants (as
part of settlement discipline measures). The key upshot here is that ESMA is recommending
sticking with the existing design of the penalty mechanism (thereby ruling out fundamental
change), and is proposing only moderate increases in penalty rates. ESMA's advice will now be fed
into the Commission’s review of the delegated regulation.

Leafing Through I0SCO'’s Final Report on Carbon Markets; COP29 may have been somewhat
sidelined by recent world events, but remains an important focal point for anyone operating in the
carbon markets space. One item that caught our attention was I0SCQ's publication of its Final
Report on Voluntary Carbon Markets, following a consultation announced at the last COP. The
report finalises I0OSCQO's set of 21 “Good Practices” for VCMs, to support the financial integrity of
carbon credits and markets. These look to support establishment of sound market structures, to
promote transparency and advocate for good conduct, organised across the following areas:

e Regulatory frameworks
e Primary market issuance
e Secondary market trading

e Use, disclosure of use and retirement of carbon credits

Of course, the Good Practices are not legally binding by themselves. However, by establishing
global standards drawn from financial markets regulation, we see them as potentially having a
significant ability to influence the regulation and operation of this sector as it evolves.
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Regulatory Outlook and Diary

Forward Regulatory Calendar: Updated 07t December 2024

Q4 2024/Q1 EU Earliest expected start date for the Internal Model Approach (IM) reporting
2025 requirements under the CRR Il market risk standard.
Q4 2024 EU EMIR 3 is expected to enter into force in Q4. ESAs are mandated to submit
draft RTS to the EC on:
*  The Active Account Requirement (6 months after entry of EMIR 3)
*  Clearing threshold methodology (12 months after entry of EMIR 3)
* Bilateral initial margin model validation (12 months after entry of EMIR 3)
*  Margin Transparency (12 months after entry into force of EMIR 3)
* Post Trade Risk Reduction clearing exemption (12 months after entry into
force of EMIR3)
December South Korea | Expected go-live of UTI reporting (Phase 1)
2024
December Japan Publication of all Euroyen TIBOR settings will cease after publication on
30,2024 December 30, 2024.
December Japan Interest rate swaps referring to Euroyen TIBOR will cease to be subject to the
18,2024 mandatory clearing (this amendment is subject to the public consultation,
which will close on 18 December 2024. The implementation date is not yet
provided).
December The FCA direction under the temporary transitional powers allowing UK firms
31,2024 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. This is due to be replaced by a more permanent piece of legislation.
December Expiration of relief under CFTC Letter No. 22-16 which extends no-action
31,2024 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,
December Deadline for banks, broker dealers and investment funds with average
31,2024

(month-end) aggregate notional amount from March, April, and May 2022 of
UDI 20 bhillion to comply with the margin requirements for uncleared
derivatives under Banco de México's Circular 2/2023.
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January 1, EU Expected implementation for most of the CRR Il requirements — with the
2025 exception of market risk now expected to take place on 1 January 2026.
January 1, EU The Designated Publishing Entity (DPE) regime for post-trade transparency
2025 under MIFIR becomes fully operational, with ESMA expecting that registered
DPEs will make transactions public through APAs from that date.
January 1, gapore With regards to the final Basel Il reforms in Singapore, compliance with
2025 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.
January 1, Hong Kong | Expected implementation date for the minimum regulatory requirement for
2025 Basel Ill revised market risk and CVA risk.
January 1, Implementation date for all Basel Ill standards
2025
March 1, Australia Three-month calculation period begins to determine whether the average
2025 aggregate notional amount of derivatives for an entity and its affiliates
Brazil exceeds the lowest threshold for application or revocation of initial margin
requirements as of the next relevant compliance date of either September 1,
2025, or January 1, 2026 (EU/UK/CHF).
Canada
In the US, this calculation period only applies under CFTC regulations. In
EU Mexico, the corresponding compliance date is December 31, 2026.
Hong Kong | Brazil is daily and all others are month-end for March, April, and May average
aggregate notional amount.
India
Japan
Korea
Mexico
Saudi Arabia
Singapore
South Africa
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June 18,
2025

Switzerland
UK
us
March 31, Japan Basel lll: Expected implementation of revised credit risk, CVA, market risk
2025 (FRTB) for domestic banks not using IMM.
March 31, New FCA rules relating to the application of pre-trade transparency to trading
2025 venues using voice and RFQ trading and the pre-trade transparency
obligations for Systematic Internalisers in derivatives will take effect. There will
be no pre-trade transparency obligations for Systematic Internalisers in
derivatives from this date.
April 0T, India Go-live of India's initial margin requirements non-centrally cleared OTC
2025 derivatives.
April 07, Japan Proposed implementation date for UPI and Delta under the revised Guideline
2025 on the JFSA reporting rules.
June 017, us Three-month calculation period begins under U.S. Prudential Regulations to
2025 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.

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

June 30, EU The temporary recognition of UK CCPs (LME, ICE and LCH) under the EMIR
2025 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 cross-
2025 border intragroup transactions under EMIR expires.
June 30, EU The temporary exemption from clearing and margin requirements for cross-
2025 border intragroup transactions under EMIR expires. EMIR 3.0 (expected to
enter into force in Q4 2024 will make the exemption permanent).
Q3 2025 Expected go-live of the updated HKMA and SFC OTC derivatives trade

reporting regime.
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July 1,2025 us The Basel lll 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 1st,
2028.

July 25, Canada Compliance date of the Canadian Securities Administrators (CSA) rule
2025 amendments for over-the counter (OTC) derivatives trade reporting
(Amendments to Rule 91-507 Trade Repositories and Derivatives Data
Reporting, Companion Policy 91-507CP, Companion Policy 91-506CP, CSA
Derivatives Data Technical Manual).

August 31, South Korea | Expiry of the FSS exemption from margin requirements for noncentrally
2025 cleared equity options.
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September
01,2025

us

Australia

Canada

Hong Kong

Korea

Singapore

Japan

Brazil

Saudi Arabia

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.

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
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India amount of non-centrally cleared derivatives from March, April, and May 2025
exceeds EUR 8 billion.
Initial Margin requirements apply to Domestic Covered Entities with an
average aggregate notional amount (AANA) of at least 360,000 crore and
Foreign Covered Entities with an AANA of at least USD 8 billion based on the
simple average of outstanding non-centrally cleared derivatives as at the end
of March, April and May of this year.
September South Africa | Initial margin requirements apply to a provider with average (month end)
01, 2025 aggregate notional amount from March, April, and May 2025 exceeding ZAR
8 trillion. (per amended rule pending finalization).
September Indonesia Implementation of Indonesia initial margin and variation margin requirements
01, 2025 for non-centrally cleared derivatives.
September EU Deadline for Member States to transpose the MiFID amendments published
29, 2025 on March 8, 2024, into national law.
September EU ESMA shall submit draft regulatory technical standards to the European
29, 2025 Commission with respect to the revised transaction reporting requirements
under MiFIR.
September Hong Kong Proposed go-live of the updated HKMA and SFC OTC derivatives trade
29,2025 reporting regime.
September Deadline for development banks and corporates with average (month end)
30, 2025 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.
Q4, 2025 South Korea | Expected go-live of UPI and CDE reporting (Phase 2)
November EU The CRR 2 IMA reporting requirements for market risk will be applicable from
15,2025 November 15, 2025, in the EU for banks deciding to apply. As things stand
currently capital requirements for FRTB are expected to be implemented from
1 January 2026.
December us Expiry of extension of relief concerning swap reporting requirements of Part
01, 2025 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.
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December New FCA rules on post trade transparency take effect.
01,2025
December Earliest date of initiation of selection process for Consolidated Tape for OTC
29,2025 derivatives under MiFIR
December Mexico Annual compliance date for entities and investment funds to comply with the
31,2025 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.
January 01, Australia Basel Ill: Expected implementation of APRA FRTB and CVA risk (APS 116 and
2026 APS 180) frameworks.
January 01, Singapore With regards to the final Basel Ill reforms in Singapore, the output floor
2026 transitional arrangement of 60% will commence from 1 January 2026.
January 01, Expiry of the suspension of the BMR rules allowing EU supervised entities to
2026 continue to use non-EU benchmarks.
January 01, EU Start date expected for the CRR 3 market risk framework in the EU following
2026 the recent announcement by EU Commissioner McGuinness to delay the
market risk start date for a year. The announcement will be made official
through the adoption of a specific delegated act. The adoption is planned for
July 2024 (exact timing to be confirmed).
January 01, EU Start date for the CRR Il FRTB framework in the EU — following the adoption
2026 of the market risk delegated act on 24 July 2024 by the European
Commission, and the end of the scrutiny period on 24 October 2024.
January 01, S\Wivd=liE1aleM Expiry of the two-year derogation from margin rules in respect of noncentrally
2026 cleared over-the-counter derivatives, which are single-stock equity options or
index options.
January 01, Expected implementation of the Basel 3.1 standards.
2026
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January 01,
2026

January 04,
2026

January 04,
2026

January 04,
2026

March T,
2026

us

EU

Switzerland

UK

us

UK
Australia
Canada
Hong Kong
South Korea
Singapore
Japan

Brazil

Under US Prudential Regulations only, initial margin requirements apply to
covered swap entities with material swaps exposure (average (daily)
aggregate notional amount from June, July, and August 2025 exceeding USD
8 billion).

Initial margin requirements apply to counterparties with an average (month

Initial margin requirements apply to counterparties whose average (month-
end) aggregate

Initial margin requirements apply to counterparties with an average (month-
end) aggregate notional amount from March, April, and May 2025 exceeding
GBP 8 hillion.

Expiry of the two-year derogation from margin rules in respect of noncentrally
cleared over-the-counter derivatives, which are single-stock equity options or
index options.

Expiry of the two-year derogation from margin rules in respect of noncentrally
cleared over-the-counter derivatives, which are single-stock equity options or
index options.

EMIR 3.0 (expected to enter into force in Q4 2024 will make the exemption
permanent).

Expiry of the derogation from margin rules in respect of non-centrally cleared
over-the counter derivatives, which are single-stock equity options or index
options

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

September 1, 2026, or January 1, 2027 (EU/UK/CHF) or December 31, 2027
(MX). In the US, this calculation period only applies under CFTC regulations.
In Mexico, it is only relevant to development banks and corporates. Brazil is
daily and all others are month-end calculation for March, April, and May
average aggregate notional amount.
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June 0T,
2026

June 0T,
2026

September 1,
2026

Commodity dealers as defined under CCR, and which have been licensed as
investment firms under MiFID 2/ MIFIR have to comply with real capital/large
exposures/liquidity regime under Investment Firms Regulation (IFR)
provisions on liquidity and IFR disclosure provisions.

Three-month calculation period begins under U.S. Prudential Regulations 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,
2027.

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 2026 exceeding USD 8 billion).

Initial margin requirements apply to Phase 6 APRA covered entities with an
average (month- end) aggregate notional amount from March, April, and May
2026 exceeding AUD 12 billion.

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 2026 exceeding CAD 12 billion.

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 2026 exceeding HKD 60 billion.

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 2026.

Initial margin requirements apply to MAS covered entities with an average
(month-end) aggregate notional amount from March, April, and May 2026
exceeding SGD 13 billion

Initial margin requirements apply to JFSA covered entities with an average
(month-end) aggregate notional amount from March, April, and May 2026
exceeding JPY 1.1 trillion.

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 2026 exceeding
BRL 25 billion.
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Saudi Arabia | Initial margin requirements apply to a provider with average (month end)

December
31,2026

December
31,2026

December
31,2026

South Africa

India

Mexico

aggregate notional amount from March, April, and May 2026 exceeding ZAR
8 trillion. (per amended rule pending finalization).

Initial margin requirements apply to covered entities belong to a group whose
average (month end) aggregate notional amount of noncentrally cleared
derivatives from March, April, and May 2026 exceeds EUR 8 billion.

Initial Margin requirements apply to Domestic Covered Entities with an
average aggregate notional amount (AANA) of at least 60,000 crore and
Foreign Covered Entities with an AANA of at least USD 8 billion based on the
simple average of outstanding non-centrally cleared derivatives as at the end
of March, April and May of this year.

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

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.

Initial and variation margin requirements apply (or disapply) to
development banks and corporates with average (month-end)
aggregate notional amount from March, April, and May 2025 of UDI 20
billion per Banco de México's Circular 2/2023.

January 1, SaleETolel=B \\/ith regards to the final Basel Ill reforms in Singapore, the output floor
2027 transitional arrangement of 65% will commence from 1 January 2027.
August 12, EU CCP R&R (Article 96): The Commission shall review this Regulation
2027 and its implementation and shall assess the effectiveness of the
governance arrangements for the recovery and resolution of CCPs in
August 12, EU the Union and submit a report thereon to the European Parliament and
2027 to the Council, accompanied where appropriate by proposals for
revision of this Regulation.
January 1, SlpleElolelf=l \\/ith regards to the final Basel lll reforms in Singapore, the output floor
2028 transitional arrangement of 70% will commence from 1 January 2028.
January 1, SilaleElolelf=l \\/ith regards to the final Basel Il reforms in Singapore, the output floor
2029 transitional arrangement of 72.5% will commence from 1 January

2020.
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Wholesale Financial Markets
Cross-cutting/|BoE Consultation on [Consultation on rules and a supervisory statement, |Q4 No |No
omnibus Fundamental establishing Fundamental Rules for FMIs (CCPs,  |2024
rules for FMIs  |CSDs, recognised payments systems operators and
specified service providers). These are a set of high-
level requirements on FMIs covering the full range
of the regulatory framework, comparable to those
already in place for PRA firms. They are designed to
help make our regulatory approach as transparent
as possible and to set out to the industry the
fundamental principles that underpin the rulebook
and what we require of firms. They will underpin the
existing regulatory framework for FMIs and so help
firms anticipate how we will assess their
compliance with more specific rules.
N/A HMT/ \Wholesale The Financial Services and Markets Act 2023 (FSMA|Q4 No |No
FCA/ Markets Review [2023) received Royal Assent on 29 June 2023. 2024*
PRA Publication of  |FSMA 2023 is a key milestone in delivering the
the Policy commitm‘ents set out in March 2022 in the
Statement and consultation response to the Wholesale Markets
. Review (WMR), the review of wholesale markets
final rule; on the Treasury and the FCA conducted in 2021.
consultation The FCA published the policy statement on
CP23/32 on improving equity markets (PS 23/4) in May 2023,
'Improving land the guidance on the trading venue perimeter
transparency for [(PS23/11) in July 2023. The FCA published the
bond and framework for a UK consolidated tape, including on
derivatives lpayment to data providers, in December 2023 and
markets' Wpril 2024 (CP 23/33 and Handbook Notice 117).
The FCA published consultations on changes to the
commodity derivatives regime (CP23/27) and the
transparency regime for bonds and derivatives
(CP23/32) in December 2023.
N/A HMT/ MiFIR related to |The repeal and replacement, where appropriate, of [Q4 No [No
FCA Transaction assimilated law related to transaction reporting to - 12024
Reporting - the FCA. The FCA intends to publish a Discussion
Discussion Paper on the UK's transaction reporting regime in
Paper Q4 2024.
Cross-cutting/ omnibus
Cross-cutting/|BoE Publication of  |Publication of supervisory approach document that |Q4 No [No
omnibus the Bank's sets out how the Bank carries out its role in respect (2024
approach to of supervision of Financial Market Infrastructure.
financial market This document will a{'d accountability by describing
infrastructure what we seek to achieve and how we intend to
. achieve it. It will also communicate to regulated
Supervision FMIs what we expect of them, and what they can
expect from us in the course of supervision. It sits
alongside our requirements and expectations as
lpublished in our policy publications as well as the
rules, standards, and codes of practice that FMIs
are subject to.
N/A FCA A revision of our [Since 2008, the FCA (then FSA) includes the Market |Q4 No [No
market Cleanliness Statistic (MCS) in its annual report as anlp(24
indicator of the level of information leakages and
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cleanliness
statistic
methodology

lpotential insider trading in UK equity markets. Our
review proposes a new Market Comparison test and
introduces intraday data to the calculation of the
statistic.

Cross-cutting
Omnibus

BokE/
FCA/
PRA

Transforming
data collection
(TDC)

Building on the learning from the joint
transformation programme, the Bank & FCA are
now planning several projects over the next 18
months to improve data collections. They contribute
to five outcomes: (1) data collections meet & are
proportionate to regulators’ needs; (2) effective &
efficient internal processes for creating data
collections; (3) efficient processes & support for
meeting regulatory obligations; (4) clear &
consistent data definitions; & (5) modern systems to
underpin data collections.

The Bank & FCA are undertaking a range of specific
workstreams to achieve these outcomes. The
workstreams have been motivated by the
recommendations from industry on how to improve
data reporting.

The new capabilities & insights will, in general, be
applied to new data collections & during the
introduction of new collection processes, or future
reviews of existing collections. This will allow us to
deploy the new capabilities built through TDC
iteratively.

The Bank will be publishing an Incident, Outsourcing
& Third-Party Reporting (IOREP) consultation in Q4
2024,

Q4
2024

Yes

No

Environmental
Social &
Governance
(ESG)

PRA/
FCA

Diversity &
Inclusion in
Financial
Services

Following the joint Discussion Paper (DP21/1)
lpublished in July 2021, the regulators (PRA, FCA)
lpublished their separate Consultation Papers on 25
September 2023, with policy proposals that aim to
support progress on improving diversity & inclusion
across the financial sector &, through the FCA's
consultation, tackle non-financial misconduct
(NFM). The FCA intends to publish a Policy
Statement on 'Tackling Non-Financial Misconduct in
the Financial Sector' around year-end 2024, to be
followed by FCA & PRA Policy Statements on the
remaining D&I proposals in 2025.

Q4
2024

Yes

Yes

Operational
Resilience

PRA/
BoE/
FCA

Oversight of
Critical Third
Parties (CTPs).
Final Rules for
CTPs, Two
Supervisory
Statements,
Policy Statement
& the approach
to oversight of
CTP publication.

The Bank, PRA & FCA published a joint Consultation
Paper (CP) in December 2023. The CP set out the
regulatory proposals relating to Critical Third Parties
using the powers granted to the supervisory
authorities'in FSMA 2023. The CP set out proposals
of how regulators could assess & strengthen the
resilience of services provided by CTPs to firms &
FMIs (Financial Markets infrastructure), thereby
reducing the risk of systemic disruption. Following
responses to the CP, the regulators will publish:

(1) The regulators' final rules for critical third parties

(CTPs), which are set out in the following rule

Q4
2024*

Yes

No
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instruments:

Bank of England Rulebook: Critical Third Parties
Instrument 2024;

Bank of England Rulebook: Critical Third Parties
Emergency Provisions Instrument 2024,

PRA Rulebook: Critical Third Parties Instrument

2024; &

FCA Handbook: Critical Third Parties Instrument
2024.

(2) FCA Statutory Instrument related to Critical Third
Parties enforcement, which was consulted on
separately in “Quarterly Consultation Paper (QCP) on
Critical Third Parties — Statement of Policy relating
to Disciplinary Measures.”

(3) Supervisory Statement (SS): Operational
resilience: Critical third parties to the UK financial
sector (CTP SS).

(4) Supervisory Statement (SS) : Reports by skilled
lpersons: Critical Third Parties’ (CTP s166 SS).

(5) Policy Statement (PS) Operational resilience:
Critical third parties to the UK financial sector.

(6) The Regulators’ approach to the oversight of
Critical Third Parties setting out how the regulators
intend to use the oversight powers granted to us by
legislation

Operational
resilience

PRA/
BoE/
FCA

Incident &
Outsourcing &
Third-Party
Reporting:
Consultation
Paper

The purpose of this policy would be to introduce
clarity regarding the information firms should
submit when operational incidents occur. It will also
collect certain information on firms’ outsourcing &
third-party arrangements in order to manage the
risks they may present to the PRA/FCA’s objectives,
including resilience, concentration & competition
risks.

Q4
2024

No

No

N/A

PRA/ FCA

PRA/ FCA
consultation on
margin
requirements for
non-centrally
cleared OTC
derivatives
(equity options)

In Policy Statements PS18/23 & PS23/19, the PRA &
FCA extended the temporary exemption for single-
stock equity options & index options from the UK
bilateral margin requirements until 4 January 2026.
The PRA & FCA also set out their intention to assess
the best permanent framework for the UK. The PRA
& FCA intend to consult & provide the final
framework before the current temporary exemption
ends.

Q1
2025

No

No

N/A

FCA

Review of the
definition of
regulatory
capital used in
MIFIDPRU
Consultation

MIFIDPRU, the prudential sourcebook for solo-
regulated investment firms, defines regulatory
capital through a number of cross-references to a
‘frozen in time' version of the UK Capital
Requirements Regulation. We intend to remove
these references, bringing the definition into
MIFIDPRU while amending it where necessary to be

Paper

imore applicable to investment firms.

Q1
2025

Yes

Yes
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Wholesale BoE Consultation on |Consultation on rules and a supervisory statement, [Q4 No [No
Financial Fundamental establishing Fundamental Rules for FMIs (CCPs, 2024
Markets rules for FMIs  |CSDs, recognised payments systems operators and
specified service providers). These are a set of high
level requirements on FMIs covering the full range
of the regulatory framework, comparable to those
already in place for PRA firms. They are designed to
help make our regulatory approach as transparent
as possible and to set out to the industry the
fundamental principles that underpin the rulebook
land what we require of firms. They will underpin the
existing regulatory framework for FMIs and so help
firms anticipate how we will assess their
compliance with more specific rules.
Wholesale HMT/ FCA/  |Wholesale The Financial Services and Markets Act 2023 (FSMA|Q4 No [No
Financial PRA Markets Review [2023) received Royal Assent on 29 June 2023. 2024*
Markets Publication of  |FSMA 2023 is a key milestone in delivering the
the Policy commitm‘ents set out in March 2022 in the
Statement and consultation response to the Wholesale Markets
. Review (WMR), the review of wholesale markets
final rule; on the Treasury and the FCA conducted in 2021.
consultation The FCA published the policy statement on
CP23/32 on improving equity markets (PS 23/4) in May 2023,
'Improving land the guidance on the trading venue perimeter
transparency for [(PS23/11) in July 2023. The FCA published the
bond and framework for a UK consolidated tape, including on
derivatives lpayment to data providers, in December 2023 and
markets' WApril 2024 (CP 23/33 and Handbook Notice 117).
The FCA published consultations on changes to the
commodity derivatives regime (CP23/27) and the
transparency regime for bonds and derivatives
(CP23/32) in December 2023.
Wholesale  |HMT/ FCA MiFIR related to |The repeal and replacement, where appropriate, of ' |Q4 No [No
Financial Transaction assimilated law related to transaction reporting to 12024
Markets Reporting - the FCA. The FCA intends to publish a Discussion
Discussion Paper on the UK's transaction reporting regime in
Paper Q4 2024.
Wholesale BoE Publication of  |Publication of supervisory approach document that [Q4 No [No
Financial the Bank's sets out how the Bank carries out its role in respect (2024
Markets approach to of supervision of Financial Market Infrastructure.
£ nancial market This document will aid accountability by describing
infrastructure what we seek to achieve and how we intend to
o achieve it. It will also communicate to regulated
Supervision FMIs what we expect of them, and what they can
expect from us in the course of supervision. It sits
alongside our requirements and expectations as
lpublished in our policy publications as well as the
rules, standards and codes of practice that FMIs are
subject to.
Wholesale FCA A revision of our [Since 2008, the FCA (then FSA) includes the Market |Q4 No |No
Financial market Cleanliness Statistic (MCS) in its annual report as an{p(24
Markets cleanliness indicator of the level of information leakages and
lpotential insider trading in UK equity markets. Our
review proposes a new Market Comparison test and
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statistic introduces intraday data to the calculation of the
methodo|ogy statistic.
Wholesale BoE Consultation on |Consultation on rules and a supervisory statement, [Q4 No [No
Financial Fundamental establishing Fundamental Rules for FMIs (CCPs, 2024
Markets rules for FEMIs  |CSDs, recognised payments systems operators and
specified service providers). These are a set of high
level requirements on FMIs covering the full range
of the regulatory framework, comparable to those
already in place for PRA firms. They are designed to
help make our regulatory approach as transparent
as possible and to set out to the industry the
fundamental principles that underpin the rulebook
land what we require of firms. They will underpin the
existing regulatory framework for FMIs and so help
firms anticipate how we will assess their
compliance with more specific rules.
Wholesale HMT/FCA/PRAWholesale The Financial Services and Markets Act 2023 (FSMA|Q4 No [No
Financial Markets Review [2023) received Royal Assent on 29 June 2023. 202 4*
Markets Publication of  [FSMA 2023 is a key milestone in delivering the
the Policy commitments set out in March 2022 in the
Statement and consultation response to the Wholesale Markets
. Review (WMR), the review of wholesale markets
final rules_ on the Treasury and the FCA conducted in 2021.
consultation The FCA published the policy statement on
CP23/32 on improving equity markets (PS 23/4) in May 2023,
"lmproving land the guidance on the trading venue perimeter
transparency for |(PS23/11) in July 2023. The FCA published the
bond and framework for a UK consolidated tape, including on
derivatives lpayment to data providers, in December 2023 and
markets' Wpril 2024 (CP 23/33 and Handbook Notice 117).
The FCA published consultations on changes to the
commodity derivatives regime (CP23/27) and the
transparency regime for bonds and derivatives
(CP23/32) in December 2023.
Wholesale  |HMT/FCA MiFIR related to |The repeal and replacement, where appropriate, of |Q4 No [No
Financial Transaction assimilated law related to transaction reporting to 12024
Markets Reporting - the FCA. The FCA intends to publish a Discussion
Discussion Paper on the UK's transaction reporting regime in
Paper Q4 2024.
Wholesale BoE Publication of  |Publication of supervisory approach document that [Q4 No [No
Financial the Bank's sets out how the Bank carries out its role in respect (2024
Markets approach to of supervision of Financial Market Infrastructure.
£ nancial market This document will aid accountability by describing
infrastructure what we seek to achieve and how we intend to
o achieve it. It will also communicate to regulated
Supervision FMIs what we expect of them, and what they can
expect from us in the course of supervision. It sits
alongside our requirements and expectations as
lpublished in our policy publications as well as the
rules, standards and codes of practice that FMIs are
subject to.
Wholesale FCA A revision of our [Since 2008, the FCA (then FSA) includes the Market |Q4 No [No
Financial market Cleanliness Statistic (MCS) in its annual report as anlp(24
Markets cleanliness indicator of the level of information leakages and
statistic potentia/ insider trading in UK equity markets. Our
methodology review proposes a new Market Comparison test and
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introduces intraday data to the calculation of the

statistic.
FMSB Publications
Title Type Published On
Model Risk I\/Ianaoement Framework for Statement .of 22 April 2024
Algorithms Good Practice

Standard for Client Onboarding:
Documentation & Processes

Precious Metals Market Evolution
Conduct & Culture Ml

The 3 Lines Model: Risk Management
Frameworks

Voluntary Carbon Markets: An Overview
LIBOR Transition: Case Studies
Annual Report 2022
Hybrid Working in FICC Markets

Conflicts of Interest Statement

Emerging Themes: Algorithmic Trading

Monitoring Written Communications

Statement of Good Practice for the
application of a model risk management

framework to electronic trading
algorithms
Compendium : Precious Metals Market
Evolution;

Transparency
Draft

Spotlight Review
Spotlight Review

Spotlight Review

Spotlight Review
Spotlight Review
Annual Report
Spotlight Review

Statement of
Good Practice

Spotlight Review

Statement of
Good Practice

Spotlight Review

28 February 2024

12 September 2023
24 July 2023

8 June 2023

29 September 2022
20 April 2021
2 June 2021

30 September 2021

14 October 2019
23 April 2020
15 September 2017

Published on: 22
April 2024. Date of
Initial Release: 18

Published on: 12
September 2023

Capital Markets and Market Structure

43


https://fmsb.com/our-publications/
https://fmsb.com/our-publications/
https://fmsb.com/our-publications/
https://fmsb.com/our-publications/
https://fmsb.com/wp-content/uploads/2024/04/Model-Risk-Electronic-Trading-Algorithm_FINAL-05.04.pdf
https://fmsb.com/wp-content/uploads/2024/04/Model-Risk-Electronic-Trading-Algorithm_FINAL-05.04.pdf
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EU EMIR

2023 2024 2025
XBDEDXDIXDID

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

dels exp d to be adopted b transactions from 30 June
the Commission. ESMA Guidelines on reporting under 2025.
. 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 hed before the Parli y elections in June 2024. 2025.

UK MIFID/R AND WHOLESALE MARKETS REVIEW

2023 2024 2025
Draft DRSRs 2023  FCA consultationon ~ FCA to The government and the FCA plan Financial Services
published 28 commodity introduce new to introduce a regulatory regime to and Markets Act
LBl November 2023. derivatives regulatory  Investment support a consolidated tape for 2000 (Commodity
WHOLESALE framework closes 16 Research rules market data in 2024 Derivatives and
MARKETS FCA Policy February. in H1 2024. . Emission
REVIEW Statement on The government plans to introduce lz\gg\gances) Qrder
regulatory f@mework FCA consultlanon or: an ITV Sandbox before the end of enters into
for a consolidated  closing “advice gap 2024 force 1 January
tape published 20  closes 28 February. . 2025.
December 2023.
2023 2024 2025
Revised Guidelines Formal adoption of ~ Various technical standards, reports and delegated acts Fintech Amending
EU on MiFID 2 MiFID3/MiFIR2 mandated by MiFID3/MiFIR2 under development during Directive amends
S remuneration, expected early 2024. 2024, MiFID2 from 17
- i J 2025.
MiFIR sunaibllity - Trilogue negotiations and adoption of the Listing Act package, which ks
fequemers 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.
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TOPIC MATERIAL EU MIFID/MIFIR RELEVANT U.K.
DIVERGENCE? CHANGE DEVELOPMENT

Trading venues: pre-trade
transparency for equities—

DVC is being amended toa DVC was removed on 29 August
single EU-wide seven percent 2023.

double volume cap cap.
Trading venues: pre-trade Application is being limited to The FCA has consulted on
transparency for non-equities trades in a central limit order changes to the transparency
book or a periodic auction regime for bonds and derivatives.
trading system. Final rules are expected in 2024.
For derivatives, the scope of The proposed framework will
application is clarified so that it divide non-equities into two
applies (in summary) (i) ETDs; categories—category 1(bonds
and (ii) certain IRS and CDS OTC  traded on UK trading venues
derivatives denominated ineuro,  and certain OTC derivatives
Japanese yen, U.S. dollars, or subject to the clearing obligation)
pounds sterling that are subject  and category 2 (derivatives or
to the EMIR clearing obligation structured finance products
and which are centrally cleared.  which are not in category 1, plus
periodic auction frading system  Under the proposals, pre-trade
trades applies, butthegeneral transparency would apply
definition of derivatives is depending on the characteristics
retained. of the market model. Waivers
would be available for large in
scale orders, packages, and
negotiated transactions.
Availability of trade data The bar for what comprises a The FCA is currently consulting

“reasonable commercial basis”  onabond CT framework, which
when making available pre-and  includes provisions on data being
post-trade information is being made available on a reasonable
raised. A “reasonable commercial commercial basis, and in
contractual terms, and the level  requirement for a CTP to price on
of fees. The level of feesmustbe  areasonable commercial basis.
cost of producing and has been looking at the

plus a reasonable margin. Data data and has oublished its
policies must also be made freely Wholesale Data Market Study
available. Report?

ESMA is mandated to draft RTS.

The new requirements will bring

into law the substance of the

2021 ESMA guidelines® on this.
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Trading venues: post-trade
transparency for non-equities

For derivatives, scope of
application is clarified so that it
applies (in summary) (i) ETDs;
and (ii) certain IRS and CDS OTC
derivatives denominated in euro,
Japanese yen, U.S. dollars, or
pounds sterling that are subject
to the EMIR clearing obligation
and which are centrally cleared.

For package orders, this
requirement is now explicitly
included.

On deferral, ESMA is mandated
to draft RTS detailing technical
requirements for bonds,
structured finance products, and
emission allowances. Bond and
derivative requirements will be
separated according to five
categories of transactions: (i)
medium-size liquid-market; (ii)
medium-size non-liquid market;
(iii) large-size liquid-market; (iv)
large-size non-liquid market; and
(v) very large size. ESMA will
have emergency powers to
extend deferrals. Competent
authorities will have powers to
defer sovereign debt
transactions where the
instrument isissued by a
Member State; ESMA will have
this power where the instrument

Investment firms/Systematic
Internalisers: pre-trade
transparency for equities

The Systematic Internaliser
requirements (i) to apply a
minimum quote size; and (ii) to
publish quotes of a certain size,
will be updated. ESMA is
mandated to draft RTS on these.
Itis expected that not only will
there be changes to the minimum
quote size threshold (making it
higher), but there will be a
reassessment of what is the
“standard market size.”
Systematic Internalisers will be
allowed to match orders at
midpoint (not just large in scale
orders as is currently the case).

London
Energy
Brokers'
Association

EBA

The FCA is currently consulting
on improving transparency for
bonds and derivatives. Please
see comments above in relation
to Trading venues: Pre-trade
transparency for non-equities.
For category 1instruments, real-
time reporting would apply to
trading venues. For category 2
instruments, trading venues
would set/calibrate transparency
requirements in line with criteria
setby the FCA.

On deferral, the FCA proposes a
framework for deferrals for large
trades with the largest trades
able to benefit from an extended
deferral or permanent deferral
where a cap applies. This
framework will apply to both
bonds and derivatives (but
different calibration for different
markets).

The UK government found that
there was industry appetite for
the minimum quote size to be
changed, but no changes have
beenimplemented yet.

The limitation on order-matching
at mid-point to large in scale
orders was removed as of
August 2023.
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Investment firms/Systematic Systematic Internaliser pre-frade  The FCA is currently consulting

Internalisers: pre-trade transparency requirements for on improving transparency for

transparency for non-equities non-equity instruments are being  bonds and derivatives. The new

removed. proposals do not envisage any

Systematic Intemaliser-specific
requirements for pre-trade
transparency, and the new
proposals do not envisage any
pre-trade obligations in relation
to investment firms.

Investment firms/Systematic There will be a new designated There will be a new designated

Internalisers: post-trade publishing entity regime for reporter regime for investment

transparency for equities— investment firms. Such entities firms. This will apply at legal

designated reporters/publishing will be responsible formakinga  entity level.

entities

transaction public, without
needing to be Systematic
Internalisers.

ESMA is mandated to publish the
register of designated publishing
entities by 29 September 2024.
In terms of the scope, the EU
regime will apply at asset level.
The exact meaning of “asset
level” is yet to be prescribed.

The regime came into force in
April 2024, ahead of the EU
regime.

Systematic Interalisers—
quantitative criteria

Removal of the quantitative FSMA 2023 provides for the
criteria of “frequent, systematic,  quantitative criteria to be

and substantial” for an removed from the definition of a
investment firm to be considered ~ Systematic Intemaliser.

a Systematic Internaliser, which  Legislation bringing that change
will take effect on 29 September  into force has not yet been made
2025.
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Investment firms/Systematic

Internalisers: post-trade

transparency for non-equities

Consolidated tape

Share trading obligation

LEBA

For derivatives, scope of
application is being limited to (in
summary) OTC trades in respect
of (i) certain derivatives subject to
the EMIR clearing obligation
which are centrally cleared; and
(ii) certain CDS which are
centrally cleared.

For deferral, the same categories
and technical standards will
apply as for trading venues (see
above).

Trading venues and APAs will be
subject to new requirements to
submit data which has to be of a
certain quality to CTPs. An

ESMA is mandated to draft RTS
in respect of the above.

Scope of the obligation applies to
shares which have an EEA ISIN
and which are traded on a trading
venue, except where those
shares are traded on a third-
country venue in the local
currency or in a non-EEA
currency, or those shares are
carried out between
eligible/professional
counterparties and do not
contribute to the price discovery
process.

The FCA is currently consulting
on improving transparency for
bonds and derivatives. Please
see above in relation to Trading
venues: Post-trade
transparency for non-equities.
The consultation proposals
appear to anticipate that the
will not be relevant for non-equity
transparency.

The new proposals envisage
investment firm real-time
reporting requirements for
category 1instruments, unless
the trade is above the large in
scale threshold.

The new proposals do not
envisage any reporting
obligations for investment firms
for category 2 instruments.

The UK set out a legislative
framework for the regulation of
CTPs (and APAs and ARMs)
which came into force on 5 April
2024, along with FCA rules and
guidance.

A consolidated tape for bonds is
expected to be developed during
2024.

The STO was removed on 29
August 2023.

4
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Transaction reporting On derivatives, the scopeofthe ~ There has not yet been any
(including rek data oleo obligation applies to OTC amendment to the UK MiFIR text
relevant to transparency derivatives transactions either on this, save for including a
obligations) where those derivatives (i) are reference to the new legislative
executed on venue; or (i) are framework for data reporting
executed off venue and are (see Consolidated tape) above.
stbyect i e perceny Onreference data, the FCA's
requirements (see above); or (iii) consultation onimproving
traded on a trading venue (or is derivatives markets proposes
an index or basket composed of introducing a UP! field, which is in
venue). conducted by the Bank of
Additionally, OTC derivatives’ England on UK EMIR.
dsompllesnthet.:aseof consultation paper on improving
transparency requirements) will transparency for bond and
bebasedonglobally-agreed  4or5vatives markets that, where
standards. The Commission is possible, it would try tobe
empowered to adoptdelegated  ;ogigtent in using UPIs across
acts specifying this. UK EMIRand UK MiFIR
Changes are also made witha reporting. Final rules have not yet
view to synchronising data been published.
included in transaction reports
under other EU regulation.
Derivatives trading obligation Scope of the obligationis aligned  The DTO was aligned with the
with the scope of the EMIR UK EMIR clearing obligation in
clearing obligation (includingthe ~ August 2023.
possibility for ESMA to request
suspending the DTO when the
CTO is suspended).
There is also a new power for the
Commission to suspend the
services out from transparency, the portfolio compression carve
transaction reporting, and trading  out should be expanded.
e b e e, FSMA 2023 provides a
Going forward, OTC derivative framework for the FCA to make
transactions resulting from PTRR  rules on this, but no consultation
services will benefit from this has yet taken place.
carve out.
Delegated act(s) will be adopted
specifying what PTRR services
comprise.

Non-discriminatory access to

These requirements will no

ETDs removed from scope in

CCPs and trading venues longer apply for ETDs. October 2021.

Payment for order flow PFOF is explicitly prohibited as No material changes—the FCA's
being incompatible with MiFID position has been consistent
best execution and inducement  since it published its PFOF
requirements. publication in April 2019.
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Execution venue reports (RTS The requirement for execution The UK RTS 27 requirements
27) venues to publish RTS 27 reports  fell away in December 2021.
has been removed. For financial
instruments subject to the share
and derivatives trading
obligations, investment firms
must still inform a client of the
venue where the order was
executed.
Regulated market suspension Regulated markets will be No material changes yet that
powers required to publicly disclosethe  directly track the EU
circumstances that lead to development.
trading being halted or
constrained and on the principles
for establishing the main
technical parameters used to do
so0. ESMA is mandated to draft
RTS on this.
Where a regulated market fails to
exercise its suspension powers,
an NCA now has powers to step
in s0 as to re-establish normal
functioning of the markets.
Commaodity derivatives and Derivatives of emission The UK. government has
emission allowances allowances will be inscope ofthe amended aspects of the
position limits rules. commodity derivatives positions
ESMA is consulting on regime, including the ancillary
amendments tothe RTS and [Ts ~ activties test
position management controls The UK FCA has consulted on
and position reporting. proposals for the new regime
covering (among other things)
the methodology and calibration
of position limits and
accountability thresholds. Final
rules have not yet been
published.
Exemption from authorisation for The DEArestrictionisremoved  No prospective changes yetto
firms only dealing on own so that EU clients accessing an MiFID Article 2(1)(d) as onshored
account in financial instruments EU trading venue through DEA in the UK Regulated Activities
other than commodity are exempt from authorisation. Order.
or emission allowances restriction for NFCs that are
derivatives members or participants in a
regulated market or MTF is
maintained and clarified so that
NFCs dealing on own account
only and that are trading for
hedging purposes or for liquidity
management purposes do not
require authorisation.
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Unbundling of research Allows investment firms to The FCA has consulted on
choose whether to apply proposals to introduce the same
separate or joint payments for payment optionality for
research and execution services.  investment firms, including the
EU firms will be subject to new conditions that would need to be
conduct obligations aimed at met where a firm selects joint
ensuring that conflicts of interest  payments (which are different
are managed. from the EU’s conditions, but aim

to meet the same outcome of
managing the conflict of interest).
Final rules have not yet been
published.
SME Growth Markets Changes to permit asegmentof ~ HM Treasury continues to
an MTF to become a SME explore how to enhance the
Growth Market and extendingto  markets for SMEs.
other trading venues the
possibility of trading a SME
financial instrument, provided
there is no objection by the
issuer.
Benchmarks, RFRs & LIBOR Transition
EU CSDR
2023 2024 2025

et mmn .’ :

CSDR REFIT CSDR REFIT Certain articles of Commission Delegated
formally adopted enters into CSDR REFIT apply  Regulation (EU)
on 27 November force on 16 from 1 May 2024. 2023/1626 applies from
2023. January 2024. 2 September 2024.
CSDR REFIT
published in the
Official Journal on
27 December
2023.
EU PRIIPS REGULATION
2023 2024

From 1 January 2025,
all transferable
securities admitted to
trading or traded on a
trading venue must be
represented in
electronic book-entry
form.

2025

S mmn

Council and European Parliament considering
the Commission’s May 2023 legislative

EU PRIIPs proposals in the Retail Investment Package.

REGULATION

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

PRIIPs Amending Regulation on 20 March
2023.

PRIIPs Amending Regulation adopted
by the Commission in May 2023
expected to apply in 2025.
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SECURITISATION REFORM

2023

2024

LEBA

London
Energy
Brokers'

2025

Draft Securitisation HM Treasury will lay Securitisation Regulations 2023  FCA and PRA will consult on
(AN ELC Regulations 2023 te legislation in  and FCA and PRA rules further changes to their
P I Published 28 2024 with respectto  expected to apply from Q2/Q3  securitisation rules in Q4 2024/Q1

Capital Raising November 2023. due q:hgence 2024. 2025.
requirements for
UL FCAPRA Occupational Pension PRA expected to consultin H2 2024 on
consultations closed Schemes. revised rules on capital requirements for
30 October 2023. securitisation.

DLT, Tokenisation and Cryptoassets

FCA Crypto Roadmap

This outlines planned FCA policy publications for cryptoassets where we are
seeking feedback and the content they are expected to cover.

Financial Stablecoins
Promotions | issuance and
rules golive custody

Q12020 Q42024

Trading platform rules including
location, access, matching and
transparency requirements

Intermediation rules including order
handling and execution requirements

Lending rules including ownership,
access and disclosures

Staking including ownership and
disclosures

Prudential considerations for
cryptoasset exposures

[ or |
m

Q1/Q2 2025

Conduct and firm standards

for all Regulated Activities

Order (RAO) activities

Systems and controls including
Operational Resilience and Financial
Crime

Consumer Duty
Complaints
Conduct (COBS)

Governance including Senior Managers
and Certification Regime [SMCR)

O Q4 2025/
Q32025 Q12026

Not exhaustive; all timelines are subject to
change according to parliamentary time
and/or further steers from government

Final rules
All Policy Statements
published

PS Regime
go-live

Gateway
opens

Q42023

Money Laundering

and di:

Regulations
legislation applies

Admission/rejection

Backing assets

processes Redemption
Disclosures Custody
Liability Recordkeeping

Admissions and
Disclosures

As per DP staking
A bpP

Market Abuse sperbir

As per DP Resolution

+—>

2026
Gateway
readiness

Trading platforms,
intermediation, lending and

Association

Key

Due diligence

National Storage
Mechanism (NSM)

Market abuse
Systems and controls
Information sharing

Inside information
disclosure

Discussion Consultation Policy
I - I o (TP e

EU MICA REGULATI

ON

Reconciliations

Segregation of assets
Use of 3rd parties

Prudential

Intreduction of a new prudential
sourcebook, including capital,
liquidity and risk anagement

Remaining material for
prudential sourcebook
Groups

Reporting

52


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://financialmarketstoolkit.cliffordchance.com/content/dam/cliffordchance/briefings/2022/12/uk-edinburgh-reforms-the-new-securitisation-framework.pdf
https://www.cliffordchance.com/insights/resources/hubs-and-toolkits/talking-tech/en/articles/2020/10/crypto-mica-regulation.html
https://www.cliffordchance.com/insights/resources/hubs-and-toolkits/talking-tech/en/articles/2020/10/crypto-mica-regulation.html
https://www.cliffordchance.com/insights/resources/hubs-and-toolkits/talking-tech/en/articles/2020/10/crypto-mica-regulation.html
https://www.cliffordchance.com/insights/resources/hubs-and-toolkits/talking-tech/en/articles/2020/10/crypto-mica-regulation.html
https://www.cliffordchance.com/insights/resources/hubs-and-toolkits/talking-tech/en/articles/2020/10/crypto-mica-regulation.html
https://www.cliffordchance.com/insights/resources/hubs-and-toolkits/talking-tech/en/articles/2020/10/crypto-mica-regulation.html

European London
Venues & Energy
Intermediaries Brokers'
Association Association

2023 2024 2025
EXBDEDEDIID I

Commission ESMA/EBA EBA and ESMA MICA MICA will apply from Commission to

I on consultation on to finalise, and provisions 30 December 2024 to publish an

EU del d acts Gui 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
[l |Wy o'l closedon6 ITS thatwill 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
MIiCA 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. Treasury expected to responses to DP23/4
bring forward
Reg_ulatory Phase 1: FCA DP23/4 in secondary legislation Phase 2: HM Treasury to lay secondary
UL 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

Al, Digital finance, SupTech, RegTech & FinTech

2023 2024 2025
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.
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EU AlACT provisional
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EU Al Act proposal
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Fintech amending directive
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Bank of England and FCA publish findings from third Al and machine learning survey in UK
financial sector; On 21 November 2024, the Bank of England and the Financial Conduct
Authority released the findings from their third survey on Al and machine learning in the UK
financial services market. This survey, conducted earlier in the year, builds upon previous FCA
studies from 2019 and 2022, aiming to provide a comprehensive overview of Al adoption
across the sector.

e The report highlights that:

o 75% of firms are currently utilising Al technologies;

o An additional 10% of firms plan to implement Al solutions within the next
three years;

o 17% of Al applications involve foundation models, highlighting the integration
of advanced Al systems in financial services; and

o One-third of Al use cases are implemented through external partnerships with
third-party providers.

e Firms identified certain key challenges, including ensuring the safety, security and
robustness of Al models, as well as addressing talent shortages and skill gaps. In
terms of governance, 84% of firms reported having an accountable individual
overseeing their Al frameworks. However, firms also reported the complexity of
accountability structures, with many firms designating multiple responsible parties.

Australia Senate Committee releases report with recommendations for Al regulation; The
Australian Senate Committee has released a report with 13 key recommendations for Al
regulation and strategy in Australia, after considering 245 submissions and holding six
hearings.

e Central to the report is the recommendation for a new “Al Act” to manage high-risk Al
applications, drawing inspiration from the EU and Canada, and suggesting a move
towards domain-specific regulations to better fit within Australia's legal system,
similar to the approaches of the UK and Singapore.

e The report also addresses the concept of Al sovereignty (being the ability of a
country’'s governments, industry and society to use technologies productively and
effectively to meet their needs in the absence of inputs sourced from other countries)
and cautioning against Al nationalism and its impact on global supply chains. It
proposes market incentives and the use of contract law, especially the unfair
contracts term regime, to encourage fair copyright practices and protect data and IP
in Al training.

e Overall, it advocates for a balanced regulatory framework that combines broad and
sector-specific regulations to effectively manage the evolving Al landscape in
Australia.

Hong Kong publishes circular to licensed corporations on the use of generative Al; On 12
November 2024, the Securities and Futures Commission (SFC) of Hong Kong issued a circular
on the use of generative Al language models in financial institutions. While recognising their
potential to improve efficiency in tasks such as client interactions and research, the SFC
highlighted risks including inaccurate outputs, data leakage and over-reliance on Al-generated
responses.
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e The circular outlines key principles for managing these risks, covering areas such as
senior management accountability, model validation, cybersecurity and third-party
provider oversight. Licensed corporations are urged to implement robust controls
and adopt a risk-based approach tailored to their specific use cases.

Germany creates DSK Artificial Intelligence Working Group; On 15 November 2024, the
Conference of Independent Data Protection Authorities in Germany (DSK) announced the
creation of a specialised working group to address data protection requirements for Al systems.

o Thelnitiative aims to develop clear guidelines to ensure Al technologies comply with
existing data protection laws and uphold privacy standards.

e The working group will focus on assessing the risks posed by Al and providing
actionable recommendations for developers and users of Al systems. This step
reflects Germany’'s commitment to proactively managing the challenges of Al in line
with privacy and data protection principles.

FSB releases report on the financial stability implications of Al; On 14 November 2024, the
Financial Stability Board (FSB) published a report on the financial stability implications of Al,
highlighting its rapid adoption and the emerging risks associated with its adoption and use.

e Three of the key action points considered in the report to address potential financial
stability risks from Al adoption are:

o ldentifying data gaps for monitoring developments in Al use: Authorities are
encouraged to use both regular and special surveys, along with (a) reports
from regulated entities and public disclosures, to track the impact of Al on
financial stability, and (b) increasing dialogue with the private sector, including
financial institutions and Al developers.

o Assessing regulatory and supervisory frameworks: Standard setting bodies
(SSBs) and national authorities, including the FSB itself, could consider the
financial stability implications of sector-specific regulatory and supervisory
frameworks on market fairness, particularly relating to the integration of
fintech firms.

o Enhancing regulatory and supervisory capabilities: The FSB, co-ordinating
with the relevant SSBs, could consider facilitating information sharing and the
adoption of best practices across jurisdictions, involving non-financial
authorities where necessary.

techUK publishes paper on the implementation of ethical Al principles; On 77 November 2024,
techUK released a paper on applying the UK's 2023 Al Regulation White Paper, titled ‘A Pro-
Innovation Approach to Al Regulation’, and its ethical principles, being safety, transparency,
fairness, accountability and contestability, using practical tools such as risk assessments,
audits and bias detection.

e The paper highlights international standards (such as the ISO/IEC standards for
technological products, services and processes), transparency tools (e.g. model
cards) and governance mechanisms such as ethics boards and human-in-the-loop
systems. The paper also touches on case studies that showcase successful
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implementations of ethical principles, including bias monitoring in healthcare and
accountability frameworks for safeguarding Al

G20 |eaders issue declaration on addressing global challenges in Al; On 18-19 November
2024, the G20 leaders met in Rio de Janeiro, Brazil to address global challenges under the theme
of "Building a Just World and a Sustainable Planet”. The G20 leaders acknowledged the
transformative potential of Al while emphasising the need for responsible and inclusive
governance frameworks. Key commitments included:

e Safe and ethical Al: Promoting the development and deployment of Al in a human-
centric, transparent and ethical manner, and addressing challenges such as fairness,
accountability, data protection and privacy.

e Pro-innovation regulation: Advocating for governance approaches that balance
innovation with risk management, enabling Al to drive global progress responsibly.

e Global co-operation: Strengthening international collaboration on Al, ensuring
developing countries benefit through capacity building and reduced digital divides.

e Labour market impact: Addressing Al's implications for workers' rights, encouraging
fair integration of Al technologies into workplaces, and promoting digital literacy and
inclusion.

e Futureinitiatives: Welcoming the continuation of Al-focused discussions under South
Africa’'s G20 presidency, including a high-level task force on Al and innovation.

e The declaration underscores the importance of leveraging Al responsibly to foster
sustainable development and global equity

FSB report on financial stability implications of Al; On 14 November, the FSB published a
report outlining recent developments in the adoption of Al in finance and their potential
implications for financial stability.

e The report notes that Al offers benefits from improved operational efficiency,
regulatory compliance, personalised financial products and advanced data analytics.
However, Al may also amplify certain financial sector vulnerabilities and thereby pose
risks to financial stability. According to the FSB, Al-related vulnerabilities with the
potential to increase systemic risk include: (i) third-party dependencies and service
provider concentration; (ii) market correlations; (iii) cyber risks; and (iv) model risk,
data quality and governance.

e In addition, GenAl could increase financial fraud and disinformation in financial
markets. Misaligned Al systems that are not calibrated to operate within legal,
regulatory, and ethical boundaries can also engage in behaviour that harms financial
stability. And from a longer-term perspective, Al uptake could drive changes in market
structure, macroeconomic conditions and energy use that may have implications for
financial markets and institutions.

e Thereport notes that existing regulatory and supervisory frameworks address many
of the vulnerabilities associated with Al adoption. However, more work may be
needed to ensure that these frameworks are sufficiently comprehensive.
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e The report calls on the FSB, standard-setting bodies and national authorities to: (a)
consider how to address data and information gaps to better monitor Al adoption
and assess the related financial stability implications; (b) assess whether current
financial policy frameworks are sufficient to address Al-related vulnerabilities both at
domestic and international level; and (c) enhance regulatory and supervisory
capabilities, for example by sharing information and good practices across border
and sectors as well as leveraging Al-powered tools.

e Pressrelease — / Report —

European Al Office releases first draft of the General-Purpose Al Code of Practice; On 74
November 2024, the European Al Office published the first draft of the General-Purpose Al
Code of Practice (GPAI CoP).

e This draft, prepared by independent experts from four thematic working groups,
marks the first of four drafting rounds that began on 30 September 2024, and will
continue until April 2025. The GPAI CoP aims to translate the key GPAI model
requirements in the Al Act, such as copyright related rules, into specific and
actionable measures.

e The next steps involve discussing the draft during the Code of Practice Plenary with
1,000 stakeholders, including EU Member State representatives and international
observers, who will have the opportunity to provide verbal feedback. On 22
November 2024, key insights from these discussions will be shared with the full
Plenary. In parallel, stakeholders will have until 28 November 2024 to submit any
written feedback, which will be considered for further refinement of the draft

e the GPAI Q&A is here.

European Commission launches consultation on application of Al systems and prohibited
Al practices; On 13 November 2024, the European Commission (Commission) initiated a
consultation process aimed at developing guidelines on the definition of Al systems and
prohibited practices under the EU Al Act (AIA). The purpose of the consultation is to assist
businesses in complying with the provisions in the AlA, ahead of the application of the
relevant provisions on 2 February 2025. This includes:

e Addressing prohibited Al practices, such as harmful manipulation, social scoring,
and certain biometric uses, with an aim to protecting individual autonomy;

e Facilitating consistent and effective enforcement and application of the AIA across
the EU; and

¢ Helping national competent authorities as well as providers and deployers to comply
with the AIA's rules.

e The Commission's Al Office has invited stakeholders, such as Al system providers,
businesses, national authorities, academia, research institutions and civil society, to
submit their practical examples and input. These contributions will feed into the
Commission's guidelines on the definition of Al system and prohibited Al practices
under the AIA, and are expected to be published in early 2025.

e The consultation is open for submissions until 11 December 2024.
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UK ICO releases new report on Al tools in recruitment; On 6 November 2024, the UK
Information Commissioner’s Office (ICO) published a report on the use of Al-powered tools in
recruitment, specifically examining how these tools comply with UK data protection laws.

e Through consensual audits with developers and providers of Al sourcing, screening
and selection tools, the ICO has highlighted benefits in using Al to enhance the
recruitment process, whilst also identifying potential risks to privacy and information
rights for individuals.

e The audits revealed data protection compliance and privacy risk management as
areas requiring the most improvement, alongside key concerns about the lack of
accuracy testing, potential discrimination through search functionalities and the
unlawful processing of personal data without candidates' knowledge.

e Both Al providers and recruiters are encouraged to follow the recommendations in
the report, which include emphasising fair processing of personal information,
providing clear explanations of processing activities, minimising data collection and
conducting privacy impact assessments.

DSIT publishes new report aimed at futureproofing Al products; On 6 November 2024, the
UK's Department for Science, Innovation and Technology (DSIT) published a report titled
"Assuring a Responsible Future for Al". The report provides a comprehensive analysis of the
UK Al assurance market, identifying opportunities for growth and outlining strategies to drive
this emerging industry forward.

e The report highlights the UK government's commitment to mitigating the risks
associated with Al and driving adoption of safe and responsible Al. The report sets
out three targeted actions that will be implemented to increase demand and supply
in the UK market:

1. Develop a one-stop-shop Al Assurance Platform — This platform will aim to
raise awareness of the demand for Al assurance tools and services.

2. Increase the supply of third-party Al assurance — DSIT aims to do this by (i)
working with industry to develop a roadmap towards trusted third-party Al
assurance and (i) collaborating with the Al Safety Institute to advance Al
assurance research, development and diffusion.

2. Enable the interoperability of Al assurance — DSIT's objective is to develop a
Terminology Tool for Responsible Al, to help assurance service providers navigate
the international governance ecosystem.

e |n addition, the DSIT has also launched a consultation for its recently developed Al
Management Essentials (AIME) tool, a self-assessment tool aimed at helping
organisations assess and implement responsible Al management systems and
processes. The consultation states that AIME will provide clarity around practical
steps for establishing a baseline of good practice, as well as distilling key principles
from existing Al regulations, standards and frameworks to provide an accessible
resource for businesses
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Open_Source Initiative publishes parameters for open source Al and machine-learning
systems; The Open Source Initiative (OSI) has published a set of parameters for open source
Al in an effort to ensure that Al systems labelled as “open source” can continue to be accessed
by developers, deployers and end users. The key parameters include allowing users to freely:

Use the Al system for any purpose and without having to ask for permission;

Study how the system works and inspect its components;

Modify the system for any purpose, including to change its output; and

Share the system for others to use with or without modifications, for any purpose.
The announcement also clarifies the preferred form for making modifications to
machine-learning systems, namely:

o Ensuring detailed data information is available to train the system and enable
a skilled person to build a substantially equivalent system;

o Reflecting the complete source code used to train and run the system,
representing (i) the full specification of how the data was processed and
filtered and (ii) how the training was carried out; and

o lIdentifying the ideal model parameters, such as weights or other
configuration settings.

e Whilst the definition does not currently possess any legal enforceability, the OSlI's
aim is to limit the labelling of Al systems as “open” to those that truly allow free and
open access by users

Texas proposes new Al bill; On 8 November 2024, Texas State Representative, Giovanni
Capriglione, announced the proposal of a new Al bill titled “The Texas Responsible Al
Governance Act” (TRAIGA).

e Following the passing of the Colorado Al Act in May 2024, this bill draws inspiration
from the EU Al Act and creates a framework for developers, distributors and
deployers of high-risk Al systems (HRAIS) by establishing a standard of reasonable
care to mitigate risks of algorithmic discrimination.

e The key requirements under TRAIGA include:

o Conducting semi-annual HRAIS impact assessments;

o Carrying out detailed record-keeping and reporting;

o Ensuring Al literacy training and educational outreach (for state agencies and
local governments);

o Ensuring that intentional and substantial modification to a HRAIS triggers
additional responsibilities;

o Disclosing HRAIS to consumers and right to explanation for Al-driven
decisions; and

o Developing an Al risk management policy.

e TRAIGA also proposes the establishment of a new state agency to govern the ethical
and legal use of Al and to provide guidance to state agencies, called the Texas
Artificial Intelligence Council. The bill will now be formally introduced for the 2025
legislative session in Texas.

e |f passed, the bill would come into force from 1 September 2025
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‘Al factory' proposals lodged to create EU network of computing power, data and talent; On
17 November 2024, the European Commission (Commission) announced that it had received
seven proposals for the establishment of Al factories, aimed at enhancing Al innovation across
the EU.

e These Al factories will leverage the EU's network of European High-Performance
Computing (HPC) supercomputers to create a robust ecosystem for training
advanced Al models and developing Al solutions. By integrating computing power,
data and talent, it is expected that the Al factories will significantly boost the
computing resources available for Al in Europe, benefiting startups, industry and
researchers.

e The proposals, submitted by 15 Member States and two associated states, indicate
countries’ strong interest in building Al factories around existing or new
supercomputers, in particular the below nations:

o Finland (with Czechia, Denmark, Estonia, Norway, and Poland);

Luxembourg;

Sweden;

Germany;,

Italy (with Austria and Slovenia);

Spain (with Portugal, Romania, and Turkiye); and

e The next step is for an independent panel of experts to evaluate the proposals, with
the European HPC Joint Undertaking expected to announce the selected Al factories
in December 2024, aiming for a launch in early 2025.

O O O O O

Ofcom warns generative Al providers in UK of responsibilities under Online Safety Act; On 8
November 2024, Ofcom published an open letter to online service providers operating in the UK
on how the UK's Online Safety Act applies to generative Al and chatbots.

e The Act regulates platforms that allow user interaction with Al-generated content,
classifying them as "user-to-user services". It also covers Al tools functioning as
'search services" and those generating pornographic material, requiring age
assurance.

e |t recommends that UK providers conduct risk assessments, manage harmful
content and enable user reporting. The first duties will begin to take effect from
December 2024, once Ofcom has published its final Illegal Harms Risk Assessment
Guidance and Codes of Practice, with key assessments due by mid-March 2025. With
this in mind, Ofcom warns of enforcement actions for non-compliance and
encourages providers to prepare by implementing content moderation and safety
measures

Canada launches Canadian Artificial Intelligence Safety Institute; On 72 November 2024,
Canada announced the establishment of the new Canadian Artificial Intelligence Safety Institute
(CAISI), tasked with enhancing Al safety and encouraging responsible use. T

e he CAISI, which aims to address Al risks such as disinformation, cybersecurity
breaches and election interference, is part of a broader CAD 2.4 billion investment to
support responsible Al development and adoption in Canada.
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e The CAISI will leverage Canada's Al research ecosystem, collaborating with national
and international partners, including the National Research Council and the Canadian
Institute for Advanced Research. The institute will conduct applied and government-
directed research to assess Al risks and develop safety measures, and engage with
other national Al safety institutes around the world.

e The initiative complements Canada's existing Al strategies, including the proposed
Artificial Intelligence and Data Act and the Voluntary Code of Conduct.

Zooming in on Al; Artificial intelligence under financial requlations in the U.S., EU and UK; A
comparative assessment of the current state of play:

Part I; provided a comparative assessment of the approach that the three jurisdictions are
taking to regulating the use of Al in the financial services sector and presented an action plan
for firms to consider.

Part II; considers the scope and extraterritorial application of Al laws and regulation, data
governance issues and related third-party service provider regimes.

Part Ill; assesses the current approach to enforcement, remedies and liability in each jurisdiction.

« Rapid and accelerating developments in artificial intelligence have prompted
governments around the world to consider how Al should be regulated and used
responsibly by businesses, without stifling innovation. This is particularly the case
in the financial sector, where Al has the potential to bring operational efficiencies and
even improved investment performance, but also brings with it risks due to the
inherent unknowns that come with new technology.

« Inthis first of a series of three publications comparing the current regulation of Al'in
the financial sector, we consider at a high level the differing approaches to and
principles of regulation in the United States, the European Union and the United
Kingdom.

+ Al (as now defined) has in reality been widely adopted for many years in the financial
sector, including for text transcription, chatbots and helpdesks and data analytics.
However, there are many potentially novel applications where Al has the ability to
replace roles traditionally performed by humans.

« Governments and regulators are concerned with mitigating risks associated with
Al—for example, ensuring that the use of Al by businesses is safe and transparent
with proper systems and controls. However, approaches in different countries have
differed drastically. While the EU has the most comprehensive Al-specific legislative
measure in the Al Act with detailed regulatory requirements in particular for high-
risk Al systems, the U.S. and U.K. have thus far adopted more of a common law
approach of addressing risks as they arise or become apparent, predominantly
using tools under existing technology-neutral legislation to issue policy
pronouncements, supervise firms using Al and manage any issues.

« Thisis thefirstin a series of three publications, in which we will compare the current
approaches for regulating Al in the financial sector in the United States, the European
Union and the United Kingdom. In this note, we consider at a high level the differing
approaches to and principles of regulation. The second part will look at scope,
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extraterritoriality, data and third-party service providers. The final part will consider
differing approaches to enforcement and remedies as well as liability.

« Firms should carefully monitor developments across these and other relevant
countries and consider for their business the recommendations in the Action Plan
at the conclusion of this note.

Current approaches to regulating the use of Al

- This table summarises at a high level the current approaches to regulating the use
of Al'in the U.S,, the EU and the U.K,, presenting a summary of all of the topics that
will be addressed across the series of notes.

US

EU

UK

Specific Al
legislation,
regulation or
policy

No overarching Al- specific
legislation at the federal level.

Significant legislative activity at
the federal and individual
states level (e.g., standalone Al
laws and comprehensive
privacy laws which apply to
automated processing via Al).

EU Al Act. European
Supervisory Authorities
statements and reports.
European Commission
targeted consultation on
the use of Al in financial
services.

No comprehensive Al-
specific legislation. Al
White Paper (not
binding).

Implementing the UK's
Al Regulatory Principles:
Initial Guidance for
Regulators. *U K.
financial services
regulators strategic
approach to

involving multiple governmental
and regulatory authorities at the
federal and state levels.

prescribed in law by the
Al Act, with lighter
requirements  applying
to limited risk systems.

White House Executive Order; regulating Al
rulemaking and guidance systems.
germane to Al from various
regulatory agencies.

Approach Highly fragmented legislative| Requirements for high- | Approach based on
and regulatory landscape,| risk  systems  fully | common law principles

of only imposing legal
and regulatory
obligations where
necessary to address
identifiable risks.

Responsibility with
sectoral regulators to
use existing powers to
supervise appropriately.

General Approach & Principles
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There is a rapidly changing ecosystem of laws and regulations applicable to the
development and use of Al. In some countries there is broad Al-specific legislation, such as
the EU’s new Al Act, which applies alongside a wide range of existing laws, such as on
intellectual property, data protection and privacy, financial services, antitrust, cybersecurity,
consumer protection and others may apply. However, in most countries, there is no Al-
specific legislation and Al-related matters are governed only by these existing laws.
Countries around the world are currently considering if any of these existing laws require
changes to address the novel questions and challenges raised by Al. Many jurisdictions
have developed general principles for regulating Al, and these enshrine similar rights such
as transparency, fairness and human oversight.

Some countries have also signed the Al Convention, namely, Andorra, Georgia, Iceland,
Israel, Norway, the Republic of Moldova, San Marino, the United Kingdom, the United States
of America and the European Commission. The Al Convention, which is the first legally
binding international agreement on Al, will enter into force once there are five ratifications.
It sets fundamental principles for activities within the lifecycle of Al systems, prescribes
remedies, procedural rights and safeguards and requires risk and impact management.
Many of the principles align with those in the EU’s Al Act, such as transparency, oversight,
accountability, data privacy, reliability and safe innovation. The Al Convention apples to both
public authorities and public actors. In its application to the private sector, parties to the Al
Convention may opt for it to apply directly or implement their own measures.

U.S.

In the United States, there are currently no comprehensive Al-specific laws at the federal
level, though there have been more limited laws passed in this space, including laws to
coordinate the U.S. government’s use of Al and state Al laws. As a result, and consistent
with the financial regulatory approach in the U.S,, there are efforts at the federal and state
levels to both apply and enforce existing laws and regulations to Al and to develop new rules
where there are gaps in the existing regulatory landscape. U.S. agencies have already begun
enforcement efforts, including related to socalled “Al washing” and Al disgorgement for
improperly collected data, and indicated an increased enforcement focus on Al and other
emerging technologies. We discuss enforcement and fines in the third part of this series.

The federal and state governments are focused on mitigating risks arising from both the
public and private sector’s use of Al, including those related to privacy, fair use and ensuring
appropriate disclosures to the public. In addition, reflective of geopolitical pressures, a core
emphasis is national security and ensuring that Al technology is not weaponized against
the U.S. in either a military or commercial sense—both as regards outbound investment and
exports through restrictions on sensitive technologies, including Al, and in-bound
investment from the Committee on Foreign Investment in the U.S. We discuss the latest
developments in our August note, “Sanctions and export controls expand further.

A plethora of bills have been introduced in various Congressional committees with bi-
partisan support, and the House and Senate have set up bipartisan task forces, working
groups, and congressional hearings to better understand Al policy priorities and further
coordinate legislative efforts.
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Most recently, on May 15, 2024, a bipartisan Senate working group issued a report entitled
Roadmap for Artificial Intelligence Policy (the “Roadmap”), which addressed eight key policy
areas: (1) supporting U.S. innovation in Al; (2) Al and the workforce; (3) high impact uses of
Al; (4) elections and democracy; (5) privacy and liability; (6) transparency and explainability;
(7) intellectual property and copyright; and (8) safeguarding against Al risks.

Notably for the financial services sector, the roadmap calls for the creation of a
comprehensive federal data privacy framework related to Al that can be applied across
multiple sectors. The roadmap specifies that this data privacy framework should include
provisions addressing data minimization, data security, consumer data rights, consent and
disclosure, and data brokers. The roadmap encourages relevant Senate committees to
develop legislation that ensures financial service providers are using accurate and
representative data in their Al models. The roadmap also supports a regulatory gap analysis
in the financial sector—which was also proposed by the bipartisan Artificial Intelligence
Advancement Act introduced in the Senate in October 2023.

In the absence of comprehensive Congressional action on Al, the Biden Administration has
sought to take the lead by issuing a broad-ranging Executive Order on Al in October 2023—
Executive Order 14110, entitled “Safe, Secure, and Trustworthy Development and Use of
Artificial Intelligence.” Executive Order 14110 directs over 50 federal entities to engage in
more than 100 specific actions to implement the guidance set forth across eight
overarching policy areas: (1) safety and security; (2) innovation and competition; (3) worker
support; (4) Al bias and civil rights; (5) consumer protection; (6) privacy; (7) federal
government’s usage of Al; and (8) international leadership. Executive Order 14110 highlights
areas of focus for the enforcement of existing regulations and directs agencies to conduct
studies, publish reports and develop guidance around Al. See A&QO Shearman on Tech,
“Biden Administration Issues Broad Executive Order to Regulate and Advance

Artificial Intelligence”

Under the direction of Executive Order 14110, the U.S. Department of the Treasury issued a
public report on best practices for financial institutions to manage Al-specific cybersecurity
risks (the “Treasury Report”). The Treasury Report is a digest of Al use cases, threat and risk
trends, governance and cybersecurity best practice recommendations, and challenges and
opportunities for financial institutions, incorporating 42 in-depth interviews with various
industry stakeholders. The Treasury Report outlines the current regulatory landscape
applicable to the use of Al in cybersecurity and fraud management by financial services
firms. These regulatory expectations, in turn, closely track best practices shared by
participating financial institutions for mitigating Al-related cyber and fraud risks. These best
practices include incorporating Al risk management within existing enterprise risk
management programs; mapping data supply chains; proper due diligence of vendors;
maintaining high levels of cybersecurity, especially around data; and having the right risk
tolerance for both the specific use case and the overall risk appetite of the firm.

Other U.S. federal agencies have also begun to interpret and provide guidance on how
existing laws and regulations apply to Al and consider new rules for Al within their respective
jurisdiction. Such agency efforts to address Al may be forestalled in light of the U.S.
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Supreme Court's June 2024 decision in Loper Bright Enterprises v. Raimondo to overturn a
long-standing doctrine that instructed courts to defer to reasonable interpretations made
by administrative agencies. It is likely that any agency rulemaking on Al will be closely
scrutinized both by the public and by courts. These agency efforts include:

Securities and Exchange Commission (SEC)

Gary Gensler, the Chair of the SEC, made public statements concerning the use and
potential risks of Al technologies in the securities industry, and specifically identified four
key areas of concern: (i) the potential for conflicts of interest; (ii) the potential for fraud and
deception; (i) the impact on privacy and intellectual property issues; and (iv) the impact on
financial stability. This speech was soon followed by the SEC’s new proposed rulemaking
on “predictive data analytics” that would among other things, require broker-dealers and
investment advisers to eliminate or neutralize the effect of certain conflicts of interest
associated with their use of Al and other technologies. It seems unlikely to be finalized in
the near future, as the SEC has announced that it is likely to re-propose the rule.

The SEC has also proposed rules addressing outsourcing of certain covered functions by
investment advisers and cybersecurity risk management rules for investment advisers and
broker-dealers. For example, in May 2024, the SEC finalized amendments to Regulation S-P,
which governs how certain financial institutions treat consumers’ non-public personal
information. The amendments were intended to help protect investors’ privacy from the
“‘expanded use of technology and corresponding

risks.”

In the absence of final Al-specific rules, the SEC's efforts indicate that it is considering using
existing regulatory provisions to address risks the SEC perceives with respect to Al.
Investment advisers and broker-dealers are required to implement policies and procedures
designed to prevent violations of the federal securities laws. Furthermore, under SEC rules
such as Regulation S-P and Regulation SID, broker-dealers, investment advisers and
investment companies must take certain steps to safeguard customer information and
appropriately respond to red flags related to possible identity theft.

«  Commodity Futures Trading Commission (CFTC)

The CFTC issued a request for public comment on a wide range of Al-related questions in
January 2024. In May 2024, the CFTC's Technical Advisory Committee recommended that
the CFTC develop an Al Risk Management Framework governing the use of Al in financial
markets. In developing the framework, the committee said the CFTC should hold public
roundtables, conduct a “gap analysis” of existing regulations, and generally aim to align with
other financial regulators and the National Institute of Standards and Technology. The
committee highlighted use cases and related risks for Al concerning trading and
investment; customer communications, advice and service; risk management; regulatory
compliance; and back office and operations.
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In accompanying statements, Commissioners Kristin Johnson and Caroline Pham
emphasized identifying existing CFTC regulations that may address Al-related risks, for
example by looking at the existing approach to risks and controls in algorithmic trading. The
CFTC has not proposed any Alspecific rulemaking.

In June 2023, the CFTC formed the new Cybersecurity and Emerging Technologies Task
Force within the CFTC Division of Enforcement, which will address “cybersecurity issues
and other concerns related to emerging technologies (including artificial intelligence).”

« Banking Regulators

On June 6, 2023, the Federal Reserve, Federal Deposit Insurance Corporation and Office of
the Comptroller of the Currency released final Interagency Guidance on banking
organizations’ management of risks associated with third-party relationships which, while
not specific to Al, is highly relevant, and is discussed further in part two of this series. The
federal banking regulators have not otherwise released any guidance or rulemaking specific
to Al. However, general principles of safety and soundness apply to any use of Al

« Consumer Financial Protection Bureau (CFPB)

The CFPB has produced guidance, reports, and proposed rules related to the use of Al in
certain contexts, mostly related to consumer credit. For example, it has issued guidance
noting that creditors that use Al or complex algorithms in aspects of the credit decisioning
must still provide a notice to consumers that discloses the specific reasons for taking
adverse action, and that creditors must be able to explain the specific reasons for their credit
decisions, including when using Al. The CFPB has also published a report highlighting the
potential issues and consumer harm arising from the use of Al chatbots.

+ Federal Trade Commission (FTC)

Where companies do not collect personal data in accordance with the law, and they use
illegally collected personal data to train Al, the FTC has in some cases required not just the
deletion of the ill-gotten data but also the destruction of the Al that was trained using this
data. This penalty has been imposed in six cases to date. The FTC has not issued guidance
regarding when it may impose this disgorgement remedy.

Additionally, numerous individual states have passed or are considering stand-alone Al laws
as well as comprehensive privacy laws which apply to automated processing via Al.
According to the National Conference of State Legislatures, at least 45 states and
Washington D.C. introduced Al bills this year, and over 30 states have adopted resolutions
or enacted legislation pertaining to Al. State stand-alone Al laws (such as in Colorado or
Utah) include regulations on generative Al decisioning (without meaningful human
oversight in decision-making), in critical areas such as provision of health care services,
provision of insurance, education admissions, employment decisions, and provision of
loans and other financial services. Notably, California is considering an Al regulation bill,
which—if signed into law—would require powerful Al models to undergo safety testing prior
to being released to the public and would authorize the state's attorney general to hold
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developers liable for serious harms caused by their Al models. We discuss California’s draft
Safe and Secure Innovation for Frontier Artificial Intelligence Models Act in “Zooming in on
Al — #3: California SB 1047 — The potential new frontier of more stringent Al regulation?”.

Furthermore, many states now have some type of data protection law or privacy law.
Comprehensive state privacy laws regulate automated processing and require notice and,
in certain cases, consent. If sensitive information is processed by Al or if sensitive
information is used to train Al, some states require data privacy impact assessments prior
to commencing use of the Al tool.

Given the current ad hoc approach of addressing Al risks as they arise, the evolving
landscape may make compliance for firms with U.S. operations or a U.S. nexus particularly
challenging, and firms should closely monitor developments in this area and take into
consideration the recommendations in the Action Plan laid out below.

EU

The EU has been the first to develop Al-specific legislation, with the Al Act setting legal
requirements specifically for Al systems, focusing on high-risk Al systems. The Al Act is the
most comprehensive attempt at regulating the technology undertaken by any legislature
globally. The Al Act defines four main players in the Al sector—deployers, providers,
importers and distributors. A single entity in this sector might fall within several of these
categories. The Al Act also defines different types of Al systems according to the level of
risk involved in the use of those systems. How practical this approach remains to be seen.
We discuss the different obligations applying to providers and deployers in “Zooming in on
Al — #4: What is the interplay between “Deployers” and “Providers” in the EU Al Act?”.

The EU Al Act entered into force on 1 August 2024, and will for the most part apply directly
across the EU from 2 August 2026. Certain provisions will apply earlier, for example, the
prohibition on certain “unacceptable” Al systems will apply from 2 February 2025, GPAI
models must comply from 2 August 2025 and the provisions on high-risk systems will apply
from 2 August 2027. We set out more details on when various aspects of the Al Act will
apply in, “Zooming in on Al: When will the Al Act apply?”

In the meantime, the European Commission has launched the Al Pact, which encourages
industry to voluntarily start implementing the requirements of the Al Act before they are
legally applicable. The Commission has conducted a targeted consultation on the use of Al
in the financial services sector.

The approach of the Al Act to mitigating Al risks is discussed in, “Seizing the Al opportunity
in Europe” and “EU Al Act: Key changes in the recently leaked text” U.K.

The U.K. has not yet adopted any Al-specific legislation. However, that may change under
the new Labour government whose manifesto committed to introducing binding
requirements on developers of the most powerful Al models (equivalent to what the EU Al
Act defines as highly capable GPAI). This was reiterated in the post-election King's Speech,
which sets the legislative agenda for the next 12 months. In the meantime, the U.K.
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continues to rely on existing laws, which are generally technology-neutral, and regulatory
pronouncements or guidance in some sectors. Matters are largely left to sector-based
regulators, who must interpret and apply to their sectors the government's Al principles.
Regulators are encouraged to be transparent about the actions that they are taking.

The previous government's strategy, set out in “A pro-innovation approach to Al regulation;’
was presented as a “context-based” approach that focused on where and how Al is used.
The approach is founded on common law principles of only imposing legal and regulatory
obligations where necessary to address identifiable risks. It was also based on the five
principles (set out in the above summary table), with a preferred approach of initially not
putting those into statute. Certain regulators were requested to update their strategic
approach to Al, including the financial services regulators. Regulators are also encouraged
to develop their policy approach as needed, to issue guidelines and to use technical
standards to assist Al developers and deployers to implement the principles. There is no
indication that policy will change on these matters with the change of government. The
previous government had also established an Al Safety Institute to carry out research on Al
safety and develop and conduct evaluations on advanced Al systems. The House of Lords
has indicated that it wishes the Al Safety Institute to be put on a statutory footing, although
no bill has been proposed for this.

The financial services regulators’ approach to regulating Al used or intended to be used in
the financial services sector is technology-agnostic, principles-based and outcomes-
focused. Before the change in government, the U.K. financial services regulators described
how the previous government's Al principles fit with their rules, high-level principles and
expectations, and how those apply to regulated firms using Al. These include:

«  Safety, security and robustness

The Financial Conduct Authority’s (FCA's) Principles for Business apply. For example, firms
must conduct their business with due skill, care and diligence (Principle 2) and take
reasonable care to organise and control their affairs responsibly, effectively and with
adequate risk management systems (Principle 3). Some of the Threshold Conditions apply
— these are the minimum conditions a licenced firm must satisfy to obtain and maintain its
licenced status. For example, a firm's business model must be suitable, compatible with the
firm's affairs being conducted in a sound and prudent manner and consider the interests of
consumers and the integrity of U.K. financial system. In the area of operational resilience,
firms must be able to respond to, recover, learn from and prevent future operational
disruptions.

« Appropriate transparency and explainability

High-level requirements and principles relating to the information firms must provide to
consumers apply, including the Consumer Duty for retail business, and for wholesale
business, the principle requiring firms to communicate information in a way that is clear, fair
and not misleading (Principle

7).
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« Fairness, which includes data protection

Various Principles apply, such as the Consumer Duty under which firms providing retail
services or products, must act to deliver good outcomes for retail customers, and ensure
this is reflected in their strategies, governance and leadership. For wholesale business,
treating customers fairly (Principle 6) applies. For all firms, the principles of managing
conflicts of interest (Principle 8) and respecting the customer relationship of trust (Principle

9) apply.
« Accountability and governance

The FCA's Principles apply, in particular on management and control. The requirements for
firms to have senior management arrangements, systems and controls as well as the Senior
Manager and Certification Regime apply.

« Contestability and redress
For example, firms are required to have complaints handing procedures and policies.

The FCA notes that a more proactive approach to supervision is warranted where a firm
uses Al systems. It has said that it would adapt by placing a strong focus on testing,
validation and explainability of Al models, vigorous accountability principles, and openness
and transparency. The regulators are monitoring the situation, including wider technology
trends such as quantum computing, and future adaptations have not been ruled out.

The Bank of England’s Financial Policy Committee is engaged in considering how Al
innovations may impact financial stability. The risks here include magnifying herding or
broader procyclical behaviours, increasing cybersecurity risk and intensifying
interconnectedness.

The U.K. ICO last year updated its guidance on Al and Data Protection to provide great clarity
on fairness requirements.

Action Plan

A significant concern for companies adopting Al systems is how to control against
unwanted outcomes, since the Al has the potential to operate unexpectedly in future or
unknown factual situations. Linked to that is the question of where responsibility lies for Al
and the actions required by registered individuals in senior management positions and legal
entities. Companies can take steps to promote appropriate use of Al, including the following
measures, which are broadly consistent with regulatory guidance and the EU’s Al Act. For
companies using or intending to use Al systems in the EU market, an early review is
recommended to ensure compliance with the relevant requirements of the Al Act.
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ACTION PLAN

Prepare Undertake a Assess how Establisha
and mapping Alis used by monitoring
socialise exercise third-party and review
internally service process
anAl providers
policy

Develop an Adopt and Conduct an

Al framework implement audit of all

and measures to existing

governance manage the commercial

structure risks agreements

(i) Prepare and socialise internally an Al policy, that embeds the core principles of
fairness and transparency with concepts of human oversight, explainability, security
and safety. An Al policy should be modular with multiple layers to ensure
accessibility and usefulness across the wide range of audiences.

(i) Develop an Al framework and governance structure that sets out clearly roles and
responsibilities across the lifecycle of each Al system. If appropriate, establish a
separate Al policy and compliance team. The framework should be orientated
around specific use cases for Al systems and be interdisciplinary, combining the
business, compliance, operations, infosec, IT and in-house legal in a single forum.
U.K. financial services firms are required to have strong governance oversight with
the board promoting robust risk management, and clear organisational structures
that demonstrate transparent and consistent lines of responsibility.

(i) Undertake a mapping exercise of the Al systems in use and intended to be used (i.e.,
an Al inventory), and where it will be used and or placed, including third-party
systems. Assess the potential risks involved for each Al system, including the level
of risk, and map those against the relevant regulatory and legal requirements. This
will include determining the firm's role, taking into account a jurisdiction’s definitions
and requirements. Document how each risk from an Al system will be controlled and
mitigated. U.K.-incorporated banks, building societies and PRA-regulated
investment firms approved to use an internal model for calculating their regulatory
capital requirements must satisfy the Prudential Regulation Authority’s (PRA'S)
Model Risk Management (MRM) Principles. The PRA is clear that the MRM
Principles, which came into effect in May 2024, apply to Al models, including the
requirement to provide a comprehensive model inventory. All U.S. companies,
including those operating in the financial services sector, should consider
enhancements to their compliance program to address the risks associated with the
risks of Al.

(iv) Adopt and implement measures to manage the risks. It may be helpful to do so
thematically in the following three risk management pillars.

o UseCase+
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o Clearly define the use case because it will drive the risks. For example, a
system that is involved in pricing brings additional risks relating to price
collusion that will not be relevant in other use cases, whereas a customer-
facing chatbot that directly interacts with customers about financial
products raises privacy and ethical issues that will not be relevant to, say,
using Al to generate software. Assess whether using Al will result in a better
outcome than the existing solution, taking into account relevant factors such
as efficiency, cost, accuracy and security.

Operational

o Implement operational steps to align and integrate Al into a business. This
includes security measures (e.g. BYOK/encryption), configuration of the
model and user profiles, and privacy enhancing technologies. The
interdependencies between legal, operational and security stakeholders is
greater than in non-Al based technology deployment. o Contractual

o Contract terms help to mitigate legal risk, both in the contract between the
organisation deploying an Al model and the model provider, as well as in
contracts between an organisation and its customers. In negotiations with
foundation model providers, there are likely to be red lines for each
organisation, such as risk allocation or customer data/trade secrets not
being exposed or used to train the models for others.

i. This note generally assumes that you are deploying Al in your business, but not
developing models. Where businesses develop (e.g. training or customising, via
finetuning or retrieval augmented generated (or RAG)) the risks change—and, in
most cases, increase.

ii. Assess how Al is used by third-party service providers, and the impact of its use
on the recipient’s business and clients. Consider the impact of any specific legal
regulatory requirements.

iii.  Conduct an audit of all existing commercial agreements to identify those
requiring updates to address Al-specific risks. These will include, as a minimum,
all service agreements and technology access agreements. Update and revise
these agreements as necessary to include Al-specific protections relating to
privacy, data usage rights, IP infringement, IP ownership, liability and indemnity
clauses, compliance with laws and the recipient's Al policies. Ensure that
regulators also have access.

iv.  Establish a monitoring and review process to ensure ongoing risk mitigation and
compliance.

Part Il; Scope; This note examines:

The scope of applicable laws and regulations;
Extraterritorial application of Al laws and regulations;
Data governance; and

Third-party service provider regimes. U.S.

PwnNeE

There is no current, comprehensive Al-specific legislation at the federal level. The enacted
state comprehensive privacy laws all have gating tests with two to three prongs that
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generally rate to a company’s annual revenue, the number of data subjects the company
collects data from, and whether (and how much) personal data the company sells. In most
cases, if a company meets the gating test, they are subject to the law, irrespective of state
of incorporation or geographic location of the company. Companies subject to certain
federal privacy laws, including the Gramm Leach Bliley Act, may not be subject to the
comprehensive state privacy laws due to federal pre-emption.

State Al laws generally regulate companies’ use of generative Al for automated decision-
making (i.e., without significant human oversight, such as a designated internal reviewer),
in critical or legal functions (such as access to healthcare/health services, educational
opportunities, insurance, and loans and other financial services). Generally speaking, any
company (irrespective of where it is incorporated or domiciled), using generative Al in such
amanner to make decisions about residents of a state with an enacted Al law will be subject
to the law. The stand-alone laws generally do not have gating tests like the comprehensive
privacy laws, and are generally not likely to be pre-empted by federal privacy laws.

Certain state laws require deployers of high-risk systems to, among other things: implement
a risk management policy; complete an impact assessment, notify consumers if the high-
risk system makes a consequential decision concerning that consumer; post a publicly
available statement summarizing the types of high-risk systems that the deployer currently
deploys, how the deployer manages any known or reasonably foreseeable risks of
algorithmic discrimination that may arise from deployment of each of these high-risk
systems, and the nature, source and extent of the information collected and used by the
deployer.

EU

The EU Al Act is a stand-alone measure that will apply to various entities, depending on their
role:

Provider A natural or legal person that develops, or has developed, an Al
system or general-purpose Al (GPAI) model and places it on the
market or puts it into service under its own name or trademark,
either for payment or free of charge (e.g., Open Al). Product
manufacturers may be considered to be a Provider in certain
situations.

Deployer An individual or legal person using an Al system under its
authority, except where the Al system is used in the course of a
personal non-professional activity. E.g., where a ChatGPT is used
internally in a company, the company is the Deployer.

Importer An EU individual or company that places on the EU market an Al
system that has the name or trademark of a third-country
individual or company.

Distributor An individual or company in the supply chain, other than the
provider or importer, that makes an Al system available on the EU
market.
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Authorised A natural or legal EU person who has received and accepted a
written mandate from a provider of an Al system or GPAI model to
representative of a non- | perform and carry out on its behalf the obligations and procedures
under the Al Act.

EU provider

Al systems

The Al Act defines an Al system as “a machine-based system that is designed to operate
with varying levels of autonomy and that may exhibit adaptiveness after deployment, and
that, for explicit or implicit objectives, infers, from the input it receives, how to generate
outputs such as predictions, content, recommendations, or decisions that can influence
physical or virtual environments”.

The Al Act has four risk categories for Al systems. It is possible that the Al risk category
may change over time, depending on the intensity of use that is being made of the Al system
or on the number of end-users.

« Minimal risk - Al systems are free from regulatory obligations under the Al Act.

« Limitedrisk - Al systems are essentially subject to transparency obligations, for example,
disclosing that the content was Al-generated so users can make informed decisions on
further use.

+ High risk - Al systems are subject to more onerous obligations, such as:

« Risk management systems must be established, implemented, documented and
maintained.

+ Detailed technical documentation that provides clear and comprehensive explanations
of how the Al system is in compliance with the Al Act.

« Designing and developing of the Al system must ensure so that their operation is
sufficiently transparent to enable deployers to interpret the system’s output and use it
appropriately, including instructions for use.

« Training, validating and testing of high-quality data sets that are subject to appropriate
data governance and management practices.

« Developing an Al system to an appropriate level of accuracy, robustness, and
cybersecurity, and ensuring the Al system can perform consistently in those respects
throughout their lifecycle.

« Ensuring the Al system is capable of being subject to human oversight, which must be
commensurate to the risks, level of autonomy and context of use of the Al system.

» Quality management systems to be established. These will include an accountability
framework setting out responsibility of senior management and staff for all aspects,
strategy for regulatory compliance, handling communications with regulatory authorities
and others, record keeping, resource management, systems and procedures for data
management, technical specifications and standards, examination, test and validation
procedures, techniques, procedures and systematic actions to be used for the design,
development, quality control and quality assurance of the Al system and the risk
management system, post-market monitoring system and procedures for serious
incident reporting.
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» Unacceptable risk - Al systems that are prohibited because they have harmful effects on
users. These prohibited systems are deemed to be “unacceptable,” and include, for
example, cognitive behavioural manipulation, the untargeted scraping of facial images
from the internet or CCTV footage, emotion recognition in the workplace and educational
institutions, social scoring and biometric categorisation to infer sensitive data.

The EU Al Act specifically exempts certain types of Al systems from its scope. For example,
Al systems used for military, defence or national security purposes, or for the sole purpose
of scientific research and development, are exempt from the obligations in the Al Act. In
addition, Al systems released under free and open source licences are also exempt, unless
they are high-risk Al systems, prohibited or limited risk Al systems.

GPAlI models

The Al Act defines a GPAI model as “an Al model, including where such an Al model is trained
with a large amount of data using self-supervision at scale, that displays significant
generality and is capable of competently performing 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, except Al models that are used for research,
development or prototyping activities before they are placed on the market”.

A separate approach is adopted for GPAI models, which will be subject to transparency
obligations and the requirement to protect copyright. GPAI models with high capabilities
(systemic risks) will also be subject to risk assessment and mitigation requirements. The
systemic risks are different to those in the financial services sector and will usually pertain
to the size of the GPAI system, with regards to its computing power, importance in the
market (i.e. number of end-users), or the risks it poses for a given sector. Businesses
developing or adapting these models will need to keep a record of how their systems are
trained, including what type of data was used, whether any of that data was protected and
what consents they had in place to use it. They will also be required to inform end users that
they are interacting with an Al system rather than a human being.

One of the key issues for financial institutions will be to determine their status under the EU
Al Act and the associated requirements each time they are using, deploying or distributing
Al models or solutions. For providers and deployers of high-risk Al systems that are
regulated financial institutions subject to internal governance, arrangements or processes
requirements under the EU’s financial services legislation, limited derogations apply, and
they are able to integrate the record-keeping and log keeping arrangements with those
under EU financial services law. Which financial institutions will benefit from the derogations
is not entirely clear since the term “financial institution” is not defined in the Al Act. According
to the Act's recitals, the term includes credit institutions regulated under the Capital
Requirements Directive (CRD), insurance and re-insurance undertakings and insurance
holding companies under Solvency I, insurance intermediaries under the Insurance
Distribution Directive, and "other types of financial institutions subject to requirements
regarding internal governance, arrangements or processes established pursuant to the
relevant Union financial services law to ensure consistency and equal treatment in the
financial sector”
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At EU level, the European Supervisory Authorities have issued many statements and
guidelines on the interaction of the financial services legislative requirements and the use
of Al by regulated firms. For example, the latest guidance from the European Securities and
Markets Authority (ESMA) considers how regulated investment firms providing retail
investment services can comply with their obligations under the Markets in Financial
Instruments Regulation and Directive package (MiFID Il), in particular, organisational
requirements, conduct of business requirements and acting in the best interest of the client.
UK.

Given the sectoral-focused approach in the U.K, the scope of regulatory policies and
statements on Al matches the regulatory perimeter of sectoral regulators. The government
has asked sectoral regulators to identify gaps relevant to Al in regulatory powers and remits.
There have been calls for financial services firms to have a named and FCA-registered
senior manager who is directly responsible for a firm's use of Al systems. However, industry
has argued that existing governance frameworks already cover their use of technology.

Regulators in different sectors have established specific forums. For example, the Al and
Digital Regulations Services in the health sector, and the Digital Regulation Cooperation
Forum comprised of the Competition and Markets Authority, the Information
Commissioner’s Office, the Office of Communications and the Financial Conduct Authority
(FCA). The FCA, Bank of England and

Prudential Regulation Authority (PRA) continue to collaborate on supervising regulated
firms’ use of Al, and the Bank of England has recently issued a call for applications to join
its new Al Consortium on the development, deployment and use of Al in the financial
services sector.

As mentioned in our first note in this series, there is the potential for foundation models
(high capacity GPAI), to become subject to legislative action. If taken forward, this would
impact a small group of developers of the most powerful systems.

Data  governance /
processing U.S.

In the U.S,, federal agencies and state attorney generals and state regulatory bodies will
enforce the laws noted throughout the notes in this series. It is recognized that such
protections are critical in financial services, as well as other areas, where consumer harm
would be significant. Biden's Executive Order 14110 encourages regulatory agencies to use
their authorities to protect consumer privacy and to consider introducing rules or
clarifications and guidance as to how existing rules apply to Al systems.

Additionally, state privacy laws may also apply. For example, the California Consumer
Privacy Act regulates the collection and use of personal information, and several efforts in
California aim to amend the Act to specifically address the automated processing of such
personal information by Al.

EU
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The Al Act provides that EU laws on data protection and privacy apply to personal data
processing using Al. The Al Act does not affect the rights and obligations contained in the
General Data Protection Regulation (GDPR), including the GDPR principles of lawfulness,
fairness and transparency; purpose limitation; data minimisation; accuracy, storage
limitation; integrity and confidentiality; and accountability. It is therefore crucial for a
company to determine the legal basis for its data processing and to document (e.g., in its
data protection impact assessment) its approach, as regards staff training, transparency
and data subject rights. If Al systems process personal data for automated decision-
making, companies must comply with additional requirements under the GDPR and must
often obtain consent.

There is a limited exception for processing special categories of personal data (e.g., health
data), for high-risk Al systems that involve the training of Al models with data. The exception,
which is subject to several conditions being satisfied, is only available where it is strictly
necessary for bias detection and correction.

The specific rights of individuals established in GDPR also apply. These include the right to
be forgotten (erasure of data), and the right not to be subject to decisions based only on
automated processing, such as profiling which has legal effects for or significantly affects
the individual.

The European Data Protection Supervisor's June 2024 guidance on generative Al provides
practical advice on processing personal data while using generative Al to ensure
compliance with the EU's data protection framework. The guidelines notably cover the
involvement of the Data Protection Officer at each step of the lifecycle of the generative Al
system, tips on how to perform a data protection impact assessment, considerations on
how to apply the data minimization when training the model, etc. U.K.

The U.K. General Data Protection Regulation (U.K. GDPR) and the Data Protection Act 2018
will apply to any data control or processing in the context of an Al system. U.K. GDPR and
the EU GDPR remain essentially identical, so the discussion immediately above for the EU
applies essentially equally.

Over the course of 2024, the Information Commissioner’s Office (ICO) has engaged in a
series of consultations on the application of U.K. data protection laws to generative Al
covering issues such as the lawful basis for training generative Al models and the
expectations for complying with data subject rights. The ICO intends to use responses to
the consultations to update its guidance on Al. The ICO updated its guidance on Al and Data
Protection in 2023 to provide great clarity on fairness requirements. Extraterritoriality U.S.

The U.S. has a long history of extraterritorial application of its laws and regulations, including
those on corruption, economic sanctions, export controls, taxes, etc. The U.S. has already
imposed restrictions on Al that will have an extraterritorial effect, such as limitations on the
exports of emerging technologies like Al. See also the description above in “Scope.”

EU
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The EU Al Act will apply to providers regardless of whether the provider is physically present
or established within the EU or in a third country. Providers established outside of the EU
must appoint an EU representative in writing. The EU representative must terminate a
mandate if it “considers or has reason to consider” that the provider is acting contrary to its
obligations under the Al Act. This requirement is similar to that in the EU GDPR which
requires third-country data processors and controllers within scope of the GDPR to appoint
an EU representative.

The Al Act will also apply to providers and deployers of Al systems that are located or
established outside of the EU, where the output produced by the system is used in the EU.
In this situation the Al system is not placed on the market, put into service or used in the
EU, only the output of the Al system is used in the EU. For example, a U.S. financial institution
uses an Al system to develop curated research for customer investment opportunities and
sends the results to its German subsidiary that provides that research to its clients.

EU GDPR has an extraterritorial reach that could impact firms using or deploying Al systems.
GDPR would apply if a company targets individuals in the EU by offering products or
services or if a company monitors the behaviour of an EU person where the behaviour
occurs in the EU.

EU financial legislation can be complex to navigate on a cross-border basis. Most
investment business can be provided to EU customers only on a so-called 'reverse
solicitation' basis (i.e., on a 'they called us' basis). This is discussed further by Shearman &
Sterling, now A&O Shearman, in “On the existence of a pan-European reverse solicitation
regime under MiFID I, and importance on a 'Hard' Brexit." Reverse solicitation will also apply
from 11 January 2027 to banking business, in general. We discuss these new requirements
in “New licensing requirements for cross-border lending into Europe.” U.K.

As for applicable sector regulations’ U.K. financial services legislation provides that a firm
may not conduct regulated activities in the U.K. unless a firm is licensed or otherwise
exempt. One of those exemptions allows third-country firms to provide services in the U.K.
without obtaining a licence under the overseas persons exclusion. This is a complex
regulatory exclusion, which generally can apply to cross-border wholesale business into the
U.K. from abroad. Financial promotions (communication of an invitation or inducement to
engage in investment activity) are prohibited unless the person making the communication
is licensed or the communication is approved by a licensed firm. However, there is an
exemption for communications to persons receiving the communication outside of the U.K.
or which is directed only at persons outside the U.K. In general, these provisions would apply
in the same way to financial services firms making use of Al systems when those are
provided on a cross-border basis to U.K. customers.

U.K. GDPR has a similar extraterritorial impact as that of the EU’'s GDPR. In “Your 2023
Wrapped: UK

Al and data protection edition,” Allen & Overy, now A&O Shearman, discuss the impact of the
2023 Clearview decision for firms outside the U.K. whose activities involve monitoring the
behaviour of U.K. persons. Third-party providers U.S.
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Executive Order 14110 calls for implementing an Al risk management framework, including
mapping the data supply chain to track data provenance, lineage, transformation, and
integration. The Executive Order also suggests that financial institutions should expand their
typical third-party due diligence and monitoring to account for Al-specific factors (such as
data privacy, data retention policies, Al model validation, and Al model maintenance), and
ask their vendors if they rely on other vendors for data or models and if so, how they manage
and account for these factors.

U.S. agencies have also issued guidance and proposed rules, which could clarify reliance on
third-party providers that use Al.

+  Securities and Exchange Commission (SEC): On 26 October 2022, the SEC proposed
a new Rule 206(4)-11 and amendments to Rule 204-2, as well as amendments to
Form ADV, regarding the use of third-party service providers by investment advisers
required to be registered under the Investment Advisers Act of 1940. In an
accompanying statement, SEC Chair Gary Gensler said the rule is “designed to
ensure that advisers' outsourcing is consistent with their obligations to clients.” The
proposed rule is designed to prohibit advisers from outsourcing “covered functions”
to service providers without meeting certain minimum requirements, including due
diligence, monitoring, recordkeeping and reporting to the SEC. However, the rule has
yet to be finalized.

+  Broker-dealers which are Financial Industry Regulatory Authority (FINRA) members
are also covered by FINRA rules, such as FINRA Rule 3110, which requires firms to
adequately supervise the activities of its associated persons and vendors (including
supervising activities related to Al applications), FINRA Rule 2210 governing
communications, FINRA Rule 4510 regarding recordkeeping and FINRA Rule 2010
governing general conduct of business. FINRA has provided guidance on to broker-
dealers regarding their use of Al and the applicability of various rules.

« Banking Regulators: On 6 June 2023, the Federal Reserve, Federal Deposit Insurance
Corporation and the Office of the Comptroller of the Currency released final
Interagency Guidance on banking organisations’ management of risks associated
with third-party relationships which, while not specific to Al, is highly relevant. This
Interagency Guidance replaces each agency's existing, separate third-party risk
management guidance. The Interagency Guidance states that sound third-party risk
management should take into account the level of risk, complexity, and size of the
banking organization and the nature of the third-party relationship, and emphasizes
that a banking organization is ultimately responsible for conducting its activities,
including activities conducted through a third party, in a safe and sound manner. In
particular, the Interagency Guidance notes that banking organizations should apply
“‘more comprehensive and rigorous oversight and management of third-party
relationships that support higher-risk activities, including critical activities.” Such
“critical activities” are activities that could cause a banking organization to face
significant risk if the third party fails to meet expectations; have a significant impact
on customers; or have a significant impact on the banking organization's financial
condition or operations.

EU
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Recently, the EU’s financial services framework has been fortified by the Digital Operational
Resilience Act (DORA), which applies from 17 January 2025, as regards the information and
communication technology (ICT) security of financial services firms. DORA applies directly
to various types of regulated EU financial entities, and indirectly applies to any ICT third-
party service provider which is a service provider to an in-scope EU regulated entity. DORA
also introduces an oversight framework for critical IT service providers to financial services
firms. Entities designated as critical ICT service providers under the oversight framework
will be subject to direct regulation by the most relevant European Supervisory Authority.
DORA also introduces detailed requirements for the contractual arrangements between EU
financial entities and their ICT third-party service providers. These include, for example, pre-
contract obligations on EU financial entities relating to the risk assessment of potential ICT
third-party service providers, the requirement that financial entities may only use the
services of ICT third-party service providers that comply with appropriate information
security standards and detailed requirements for termination arrangements.

EU GDPR imposes obligations on both data controllers and data processors. Where a
company (the controller) hires a third-party provider to undertake the controller's data
processing, both entities will be subject to GDPR. The same will apply to an Al company that
processes data on behalf of a company to which it is providing its services or products.

The EU financial services framework sets out requirements for regulated financial services
firms to manage the risks arising from outsourcing functions to third-party service
providers. For example, there are requirements in legislation applicable to credit institutions
(CRR and CRD), to investment firms (MiFID II), and to payment institutions and electronic
money institutions (the Payment Services Directive and the e-money Directive). In 2019, the
European Banking Authority issued outsourcing guidelines that apply to banks and large
investment firms. ESMA issued guidelines in 2021 on outsourcing to cloud service
providers, which apply across its broad markets and securities remit. U.K.

The Financial Services and Markets Act 2023 introduced a new regime for the regulation of
service providers to regulated financial services institutions and financial market
infrastructure. HM Treasury is empowered to designate service providers as critical third-
party providers (CTPs) if their failure would pose a threat to financial stability or confidence
in the U.K. financial system. A designated CTP will become subject to direct regulation by
the Bank of England, the PRA and the FCA. No designations have been made yet, and the
regulators have not yet published their final rules.

The CTP regime is similar to the EU’'s DORA as regards critical service providers, with similar
conditions for designation and the clear stipulation that regulated entities will retain
responsibility for managing the risks arising from their use of third-party providers. However,
the U.K. regime for critical service providers is broader in that it is not limited to ICT service
providers. In contrast, DORA is broader in introducing detailed requirements for all IT
providers to regulated entities, while in the U.K. the situation with non-critical providers
remains governed only by outsourcing rules. Both DORA and the U.K. CTP regime will apply
to service providers regardless of where they are located. The U.K. will not generally require
the establishment of a U.K. subsidiary. In contrast, DORA will require an ICT third-party
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service provider to establish an EU subsidiary if they are providing services that affect the
supply of financial services in the EU.

The U.K. FCA has confirmed that the adoption of Al by the financial services sector may
result in third-party Al service providers becoming critical to the financial sector and that
any systemic Al providers could fall into the new critical third-party regime. In, “The UKs New
Regime for Critical Third Party Supervision” Shearman & Sterling, now A&O Shearman,
discusses the implications of the U.K's new CTP regime.

There are existing requirements for U.K. regulated financial services firms to address
potential risks when their firm’s critical or important functions are outsourced to third-party
service providers. The outsourcing of such a function must meet certain conditions, such
as not resulting in any delegation of responsibility of senior management and not changing
the relationship and obligations a firm has towards its clients. According to those
requirements, even if a U.K. regulated firm outsourced a critical or important function to an
Al company, the regulated firm would remain responsible for all of its regulatory obligations,
including the Al services and products.

As with EU GDPR, the UK. data protection framework will capture an Al company that
processes data in its provision of services to a customer.

Part [l;
Enforcement
U.S.

The U.S. has not established a specific Al regulatory enforcement regime, but that does not
mean that enforcement will not be very active in the meantime.

U.S. agencies are not waiting and have already begun to apply existing laws and regulations
to investigate and bring actions where financial services participants misuse or make false
claims regarding Al. For example:

« The Securities and Exchange Commission (SEC) has launched a number of
initiatives and specific enforcement actions focused on disclosures concerning Al
technology that do not fairly or accurately describe the design or use of the
technology, or so-called “Al-washing,” for corporate issuers as well as broker-dealers
and investment advisers. In March 2024, the SEC announced settlements against
two investment advisers for allegedly making false and misleading statements
about their purported use of Al, including claims that Al was used to inform
investment decisions. In June 2024, the SEC filed a complaint against a founder and
former CEO of a defunct Al recruitment startup alleging material misrepresentations
about the business, including its use of Al technology, citing claims that the
company’s product used “seven different Al algorithms” and “machine learning to
improve the matching process as candidates select the roles, they're interested in”
In addition, in October 2024, the SEC announced a settlement with yet another
investment adviser and two of its principals for allegedly making false claims about
having an Al-driven platform for trading securities. These cases have all focused on
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disclosures, but the SEC is equally focused on controls regarding Al; the SEC's
Division of Examinations’ Examination Priorities for 2024 include an express focus
on “automated investment tools, artificial intelligence, and trading algorithms or
platforms, and the risks associated with the use of emerging technologies and
alternative sources of data’”

+  The Commodity Futures Trading Commission (CFTC) has brought fewer cases, but
itisno less focused on Al. In June 2023, it formed a new Cybersecurity and Emerging
Technologies Task Force within the CFTC Division of Enforcement, which will
address “cybersecurity issues and other concerns related to emerging technologies
(including artificial intelligence).”

« The Federal Trade Commission has also entered the fray, primarily from a consumer
protection perspective to date. It has required certain companies to destroy illegally
obtained personal data and the Al system which was trained using this data but
could easily expand its focus.

« The Department of Justice has also said that it may seek tougher sentences where
any criminal offense is undertaken using Al as it could be deemed to be a
“sophisticated means,” which is an aggravating factor under the U.S. sentencing
guidelines.

Each state can likewise bring Al cases, and many of state Attorneys General are almost
certain to try to investigate any potential misuse of Al under existing consumer protection
laws.

Due to the lack of comprehensive federal Al legislation, remedies arising from any harms
derived from Al would need to be sought under existing federal and state legislation, but the
U.S. class action system gives private plaintiffs (and their lawyers) means to seek access
to certain information or damages under existing state consumer protection laws.

EU

The Al Act stipulates a decentralized enforcement framework. EU Member States must
designate at a national level an authority to monitor compliance with the Al Act and to take
enforcement and sanctioning action for breaches. For licenced financial institutions, the
market surveillance authority under the Al Act is the designated national competent
authority under EU financial services laws. The Al Act will apply to a developer of an Al
systems that places the system on the market and to deployers of Al systems. It will also
apply to importers and distributors. More detail on the scope of the Act is in Zooming in on
Al - #6. In addition to the powers under the Al Act, all market surveillance authorities will
also have the powers under the EU Market Surveillance Regulation. Examples of these
powers include powers to require information or documents to be provided, the power to
carry out on-site inspections, to carry out investigations and the power to require in-scope
entities to take certain action and the power to impose financial penalties.

The Al Act establishes maximum levels of fines, which are:

+ Breach of the ban on prohibited practices: EUR35 million or if a company, the higher
of that and 7% of its total worldwide annual turnover in the preceding financial year.
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« Breach of obligations by providers, deployers, authorised representatives, importers
and distributors, including transparency obligations for limited risk Al: EUR15m or if
a company, the higher of that and 3% of its total worldwide annual turnover in the
preceding financial year.

«  Providingincomplete, misleading or incorrect information: EUR7.5m or if a company,
the higher of that and 1% of its total worldwide annual turnover in the preceding
financial year.

« Negligent or intentional breaches by general-purpose Al providers: the higher of
EUR15m and 3% of the provider's total worldwide annual turnover in the preceding
financial year.

The European Commission is able to levy such penalties starting one year after the relevant
provisions apply.

Individuals and legal entities have a right under the EU Al Act to make a complaint to the
relevant market surveillance authority regarding any alleged infringement of the Al Act. This
does not affect their rights under other administrative or judicial remedies. This differs from
the position under EU financial services laws—consumer remedies against financial
services companies are generally a matter of member state law and are not subject to
material harmonisation at an EU level.

Data processors and data controllers may also be subject to fines under the General Data
Protection Regulation (GDPR), and EU data protection authorities have already taken
enforcement action against companies infringing the data protection laws while using Al.
Individuals alleging infringement of their rights under GDPR may lodge a complaint with the
relevant supervisory authority or to a judicial remedy through the courts.

The financial services national competent authorities of EU member states are equipped
with powers to tackle breaches of their rules and other regulatory requirements arising
under EU legislation such as the Capital Requirements Regulation and the Markets in
Financial Instruments package, known as MiFID II. These include, for example, product
intervention rules under MiFID I, amending capital buffers under the Capital Requirements
Directive, as well as written notices, financial penalties and withdrawal licences. Regulated
financial services firms may see regulatory enforcement action under EU financial services
laws if a firm's use of an Al system does not comply with those requirements. U.K.

The U.K. has not established a standalone Al regulatory enforcement regime.

For failings relating to data processing and protection, the Information Commissioner's
Office (ICO) may take various steps, including but not limited to:

+ Require information to be provided to it.

« Require a controller or processor to submit to an assessment as to data protection
compliance.

« Require certain steps to be taken, or are refrained from being taken.
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« Impose fines, for which there are two levels of maximum fine, depending on the
statutory provision infringed, referred to as the standard maximum amount and the
higher maximum amount. These are:

« The standard maximum amount is up to 2% of the undertaking’s total worldwide
annual turnover in the preceding financial year.

«  Thehigher maximum amount is up to 4% of the undertaking’s total worldwide annual
turnover in the preceding financial year.

The ICO has taken action against financial institutions, and other entities (including with
regards to an Al chatbot) for breaches of the requirements, including issuing fines and
requiring firms to submit to a data controller compliance assessment. Individuals may
lodge a complaint with the U.K. ICO, alleging infringement of the U.K. General Data
Protection Regulation (U.K. GDPR). Individuals may also seek redress in the courts where
they believe that their rights have been infringed due to noncompliant data processing.

The financial service regulators have not issued any specific guidance on their approach to
enforcement around the use of Al. Financial companies should be mindful that their use of
any technology, including Al, may amplify risks in their activities. The financial services
regulators have several tools to address non-compliance with their rules and expectations,
including publishing a statement, imposing financial penalties and suspending or cancelling
a firm's licence or imposing a condition on the licence.

Regarding the government’s “accountability and governance” principle, under the Senior
Managers regime, technology systems, including Al systems, are within the responsibility
of the Chief Operations function, and the Chief Risk function is responsible for overall
management of the risk controls of a financial company. Financial companies must also
have a senior manager responsible for each business, activity or management function, and
where Al is used, the senior manager may also be subject to regulatory action if there is a
regulatory breach in his/her area of responsibility and, the senior manager did not take
reasonable steps to prevent the breach. These measures also support the “safety, security,
robustness” principle.

The existing regulatory rules require regulated financial firms to have and maintain
complaints handling procedures to ensure that complaints are dealt with fairly and
promptly. According to the Financial Conduct Authority, this would include complaints about
Al decisions in the context of the provision of financial services, or the failure to provide
those services. Customers unsatisfied with the outcome of a firm's internal complaints
investigation may refer a matter to the Financial Ombudsman Service (FOS) for independent
review. The FOS is empowered to order redress in appropriate circumstances. Remedies
may also be available through voluntary or mandatory financial company redress schemes
and for investment losses on the insolvency of a regulated firm, through the Financial
Services Compensation Scheme.

Lia
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u.
S.

There is no Al-specific liability legislation at the federal level. However, as noted above,
existing federal and state laws can often be used to assign liability to the misuse of or false
claims regarding Al. Moreover, in an effort to broaden the protections provided, various
states have begun to pass statutes to establish liability for specific actions regarding Al. For
instance, the Colorado Al Act, which will take effect in February 2026, imposes various
obligations for developers and deployers of high-risk Al systems and authorises Colorado’s
attorney general to bring enforcement actions for violations of the Act, including through
fines or injunctive relief.

Allen & Overy, now A&O Shearman, discuss issues relating to liability, including whether

existing laws and standards are appropriate, and how to attribute fault, in note, “Legal
liability of Al: Dealing with minds immeasurably superior to ours”

EU

The EU's proposed Al Liability Directive, which seeks to adapt non-contractual civil liability
rules to

Al is yet to be finalised. The aim is to introduce measures that reduce the usual burden of
proof standard through the use of disclosure (in the Al Act) and rebuttable presumptions to
make it easier to succeed in damages claims.

The EU is also proposing to replace its existing Product Liability Directive with a new EU
Directive on Liability for Defective Products, which will apply to Al (as well as other
standalone software). The new Directive is not yet law. The new Directive will give individuals
a right to claim compensation for damages from manufacturers or products, or parts
thereof, that are placed on the EU market or put into service in the EU. It would be on a strict
liability basis.

Individuals have a right, for material or non-material damages arising from an infringement
of EU GDPR to compensation from the controller and data processor. Damages cover
pecuniary and nonpecuniary losses. U.K.

A data controller and data processor may be liable to compensate an individual for losses
suffered as a result of material damage or non-material damage (e.g., distress) arising from
an infringement of the requirements in U.K. GDPR.

Al companies (including where a U.K. regulated financial services firm uses its own data to
fine-tune or otherwise customise an Al model) may also be subject to liability arising from
breach of contractual terms or pre-contractual misrepresentation and may also be liable for
damages under product liability laws, such as the Consumer Protection Act 1987 or
common law negligence claims. There is also the potential for defamation claims to the
extent that output from an Al model is published to third parties.
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Contravention by a regulated financial institution of a regulatory requirement may be
actionable by an individual who suffers loss as a result of the contravention, although that
right of action is disapplied by the regulators for many rules (including many systems and
controls requirements, upon which most Al-related regulatory pronouncements are based).
Contravening a rule is not a criminal offence (unless it constitutes committing a crime as
established in legislation), and subject to certain exceptions, contravention does not render
a contract void or unenforceable.

Sanctions

US hits Russia’'s Gazprombank with sanctions; Move in effect bans state-owned bank from global
financial system in blow to payments for Moscow’s war effort. The US said Russia had used

Gazprombank as a conduit to buy military equipment for the war in Ukraine.

The US has imposed sanctions on Gazprombank, one of the few major Russian lenders
not already blacklisted over Moscow's invasion of Ukraine, in a move aimed at restricting
the Kremlin's ability to finance its war effort. The listing announced on Thursday in effect
bans state-owned Gazprombank, the main conduit for Russian energy payments, and its
six international subsidiaries from the US-dominated global finance system.
Russia has used Gazprombank as a conduit to buy military equipment for the war in
Ukraine, as well as to pay soldiers and compensate the families of those killed in action,
according to the US. “This sweeping action will make it harder for the Kremlin to evade US
sanctions and fund and equip its military,” US Treasury secretary Janet Yellen said. “We will
continue to take decisive steps against any financial channels Russia uses to support its
illegal and unprovoked war in Ukraine.”
The UK and Canada both imposed sanctions on Gazprombank in the early weeks of the
war in 2022. The US had previously avoided following suit largely so that European
countries could continue to pay for Russian gas supplies. During the war, however, the EU
has sharply reduced its reliance on Russian pipeline gas from 40 per cent to less than 8 per
cent of the bloc’s energy mix.
The fresh sanctions come as contracts for Russian gas transit through Ukraine to
European countries including Slovakia and the Czech Republic expire on January 1. After
the Nord Stream pipelines connecting Germany to Russia via the Baltic Sea were blown up
in 2022, this became one of only two routes by which Russian pipeline gas is exported to
Europe.
Kyiv has refused to negotiate an extension of the transit contracts, meaning that the
remaining Russian supplies will dry up and will no longer have to be paid for. “The
agreement with Russia will not be renewed, period, end of story,” Ukrainian President
Volodymyr Zelenskyy said in August.
However, according to an S&P report from October, Russia continues to sell nearly 70 per
cent of its liquefied natural gas to Europe, though these volumes are significantly lower
than pipeline supplies. While the US and UK have banned Russian LNG, the EU sourced 20
per cent of its LNG from Russia. The Financial Times reported that Germany has recently
decided to reject Russian gas cargoes, indicating a potential shift in this balance.
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e Gazprom, Russia’s state gas export monopoly, also cut supplies to Austria earlier this
month after a court ruled it owed energy company OMV €230mn. The US sanctions will
close one of Russia’s few remaining windows to international banking by barring
Gazprombank from transacting in dollars.

e Washington is also seeking to discourage foreign banks from doing business with Russia
by threatening secondary sanctions against those that process transactions for Russia’s
war machine.

e As part of that effort, the US warned banks in third countries they risked sanctions if they
signed up to Russia’s System for Transfer of Financial Messages, a Kremlin-backed
alternative to the Swift banking messaging system. The Treasury said it viewed joining the
Russian payments system “as a red flag and is prepared to more aggressively target
foreign financial institutions that take such action”.

e The US also imposed sanctions on more than 50 small Russian banks and 40 securities
registrars, and 15 technocrats it said were involved in “abusing the international financial
system to pay for the technology and equipment it needs to sustain its illegal and unjust
war against Ukraine”.

e The push has hit Russia’s imports by deterring counterparties in neutral countries and
forcing banks to process transactions through complex networks of intermediaries. In
September, Russia’s economy ministry revised its forecast for imports in 2024 down by 9
per cent to $295bn from its April prediction of $324bn. Russia’s central bank said this
month that the payments sanctions had created a “significant” rise in costs and difficulties
supplying raw materials by making it difficult for importers to settle transactions.

Press Releases; Treasury Sanctions Gazprombank and Takes Additional Steps to Curtail Russia’s
Use of the International Financial System; November 21, 2024; Treasury imposes sanctions on
dozens of Russian banks, securities registrars, and finance officials; OFAC issues alert warning of
risks of joining Russia’s System for Transfer of Financial Messages

e U.S. Department of the Treasury’s Office of Foreign Assets Control (OFAC) took another
major step in implementing commitments made by G7 leaders to curtail Russia’s use of
the international financial system to further its war against Ukraine. OFAC's action includes
the designation of Gazprombank, more than 50 internationally connected Russian banks,
more than 40 Russian securities registrars, and 15 Russian finance officials. OFAC is also
issuing an alert describing sanctions risks related to Russia’s System for Transfer of
Financial Messages (SPFS), which the Kremlin created and uses to evade sanctions.

e “Today's sanctions targeting Russia’s largest remaining non-designated bank, as well as
dozens of other financial institutions and officials in Russia, will further diminish and
degrade Russia’s war machine. This sweeping action will make it harder for the Kremlin to
evade U.S. sanctions and fund and equip its military,” said Secretary of the Treasury Janet
L. Yellen. “We will continue to take decisive steps against any financial channels Russia
uses to support its illegal and unprovoked war in Ukraine.”

¢ GAZPROMBANK

e OFAC is designating Gazprombank Joint Stock Company (Gazprombank) alongside its six
foreign subsidiaries. Gazprombank is a conduit for Russia to purchase military materiel for
its war effort against Ukraine. The Russian government also uses Gazprombank to pay its
soldiers, including for combat bonuses, and to compensate the families of Russian
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soldiers killed fighting Putin’s brutal war against Ukraine. Australia, Canada, New Zealand,
and the United Kingdom have previously sanctioned Gazprombank.

e | uxembourg-based bank GPB International SA, Hong Kong-based GPB Financial Services
Hong Kong Limited, Cyprus-based GPB Financial Services Limited and GPB-DI Holdings
Limited, Switzerland-based Gazprombank (Switzerland) Ltd, and South Africa-based GPB
Africa and Middle East Pty Ltd are wholly owned subsidiaries of Gazprombank.

e Gazprombank is being designated pursuant to Executive Order (E.O.) 14024 for operating
or having operated in the financial services sector of the Russian Federation economy.
GPB International SA, GPB Financial Services Hong Kong Limited, GPB Financial Services
Limited, GPB-DI Holdings Limited, Gazprombank (Switzerland) Ltd, and GPB Africa and
Middle East Pty Ltd are being designated pursuant to E.O. 14024 for being owned or
controlled by, or for having acted or purported to act for or on behalf of, directly or
indirectly, Gazprombank. All entities owned 50 percent or more, directly or indirectly, by
Gazprombank or the six designated Gazprombank subsidiaries, are subject to blocking,
even if not identified by OFAC.

e Concurrently with this action, OFAC is issuing two new general licenses (GL) authorizing
U.S. persons to wind down transactions involving Gazprombank, among other financial
institutions, and to take the necessary steps to divest from debt or equity issued by
Gazprombank. OFAC is also amending Russia-related GL 53 to ensure that diplomatic
banking activities involving Gazprombank are not disrupted. OFAC continues to maintain
a variety of authorizations, including GLs authorizing transactions related to agricultural
commodities, medicine, medical devices, certain transactions in support of non-
governmental organizations, the official business of third-country diplomatic missions
located in the Russian Federation, and certain transactions and official business of certain
international organizations and entities.

e SYSTEM FOR TRANSFER OF FINANCIAL MESSAGES

e OFAC is alsoissuing an alert underscoring the sanctions risk for foreign financial
institutions that join Russia’s System for Transfer of Financial Messages (commonly
known by its Russian acronym, SPFS, short for Sistema Peredachi Finansovykh
Soobshcheniy). SPFS is part of the financial services sector of the Russian Federation
economy because of its role facilitating communication between financial institutions
engaged in Russia’s financial system. This means that any foreign financial institution that
joins or has already joined SPFS may be designated for operating or having operated in the
financial services sector of the Russian Federation economy pursuant to E.O. 14024.
Russia has used and promoted SPFS, designed as an alternative to Society for Worldwide
Interbank Financial Telecommunication (SWIFT) network, to maintain international
financial connectivity, evade sanctions, and fund its war effort. OFAC views joining SPFS
after publication of this alert as a red flag and is prepared to more aggressively target
foreign financial institutions that take such action. OFAC also urges stakeholders to review
their exposure to institutions that have joined SPFS, as such banks may be conduits for
Russian sanctions evasion.

o DOZENS OF RUSSIAN BANKS

e Further curtailing Russia’s connections to the international financial system, OFAC is
designating more than 50 small-to-medium Russian banks to prevent Russia from abusing
the international financial system to pay for the technology and equipment it needs to
sustain its illegal and unjust war against Ukraine. Foreign financial institutions that
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maintain correspondent relationships with these banks should be aware that continuing to
do so entails significant sanctions risk.

For more information about these targets, please see Annex 1 below.

RUSSIAN SECURITIES REGISTRARS

OFAC is aware that Russia has attempted to evade or avoid OFAC sanctions on

the National Settlement Depository by requiring, via Presidential Decree 840, the transfer of
certain securities to local Russian securities registrars. Today, OFAC is designating more
than 40 such registrars. OFAC has also updated FAQ 1197 to provide further guidance on
securities held at or otherwise involving these registrars.

For more information about these targets, please see Annex 2 below.

CBR OFFICIALS

In September 2022, OFAC designated Central Bank of the Russian Federation (CBR)
Governor Elvira Naibullina and First Deputy Governor Olga Skorobogatova. At the time,
Treasury noted that Russia’s financial technocrats have, directly and indirectly, supported
the Kremlin's unprovoked war against Ukraine. Today, OFAC is designating 11 additional
CBR officials, including those involved in maintaining Russia’s international financial
connectivity or promoting alternate financial pathways that Russia can exploit to pay for
much-needed equipment and technology.

For more information about these targets, please see Annex 3 below.

VTB SHANGHAI AND SBERBANK NEW DELHI STAFF

Today's action also includes designations of key Russian staff members at U.S.-
designated VTB Bank Public Joint Stock Company’s branch in Shanghai, China (VTB
Shanghai) and U.S.-designated Public Joint Stock Company Sberbank of Russia’s branch
in New Delhi, India (Sberbank New Delhi).

The following Russian nationals are being designated pursuant to E.O. 14024 for operating
or having operated in the financial services sector of the Russian Federation economy:
Andrei Anisimov is Sberbank New Delhi’'s Deputy Managing Director.

Elena Fedkina is a VTB Shanghai Relationship Manager.

llya Lishenko is VTB Shanghai's Senior Relationship Manager.

Roman Logov is VTB Shanghai's Deputy General Manager.

Since February 2022, OFAC has designated dozens of Russia-based staff at Russian banks
and continues to investigate Russian and third-country nationals working at foreign
branches, representative offices, and subsidiaries of Russian banks for designation
pursuant to E.O. 14024.

~ ~

ANNEX 1: DOZENS OF RUSSIAN BANKS

The following Russia-based financial institutions and individual are being designated pursuant to
E.O. 14024 for operating or having operated in the financial services sector of the Russian
Federation economy:

Aktsionernoe Obshchestvo Bank Agroros is a bank headquartered in Saratov, Russia.
Bank Iturup LLC is a bank headquartered in Yuzhno-Sakhalinsk, Russia.
BBR Bank Joint Stock Company is a bank headquartered in Moscow, Russia.
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BCS Bank AO is a bank headquartered in Moscow, Russia.

Bratsky Narodny Bank JSC is a bank headquartered in Bratsk, Russia.

Centrocredit Bank is a bank headquartered in Moscow, Russia.

Commercial Bank Energotransbank Joint Stock Company is a bank headquartered in
Kaliningrad, Russia.

Commercial Bank Khlynov Joint Stock Company is a bank headquartered in Kirov, Russia.
Commercial Bank Kremlyovskiy is a bank headquartered in Moscow, Russia.

Commercial Joint Stock Bank Viking is a bank headquartered in Saint Petersburg, Russia.
Corporate Finance Bank LLC is a bank headquartered in Moscow, Russia.

Evrofinance Mosnarbank is a bank headquartered in Moscow, Russia. Evrofinance
Mosnarbank was previously designated pursuant to E.O. 13850.

Fora Bank Joint Stock Commercial Bank is a bank headquartered in Moscow, Russia.
Garant Invest Bank Joint Stock is a bank headquartered in Moscow, Russia.

Interstate Bank is a bank headquartered in Moscow, Russia.

Joint Stock Commercial Bank National Reserve Bank Joint Stock Company (NRB)is a bank
headquartered in Moscow, Russia. Daniel Haindl (Haindl) is the Senior Vice President of
NRB. In his role at NRB, Haindl has been involved in a sanctions evasion scheme.

Joint Stock Commercial Bank Slavia Joint Stock Company is a bank headquartered in
Moscow, Russia.

Joint Stock Commercial Mortgage Bank Akibank Public Joint Stock Company is a bank
headquartered in Naberezhnye Chelny, Russia.

Joint Stock Company Auto Finance Bank is a bank headquartered in Moscow, Russia.
Joint Stock Company Bank Accept is a bank headquartered in Novosibirsk, Russia.

Joint Stock Company Bank Dom RF is a bank headquartered in Moscow, Russia.

Joint Stock Company Bank Finservice is a bank headquartered in Moscow, Russia.

Joint Stock Company Bank United Capital is a bank headquartered in Saint Petersburg,
Russia.

Joint Stock Company Coalmetbank is a bank headquartered in Chelyabinsk, Russia.
Joint Stock Company Commercial Bank Ural FD is a bank headquartered in Perm, Russia.
Joint Stock Company Guta Bank is a bank headquartered in Moscow, Russia.

Joint Stock Company NS Bank is a bank headquartered in Moscow, Russia.

Joint Stock Company Public Trust Bank is a bank headquartered in Moscow, Russia.
Joint Stock Company Royal Credit Bank is a bank headquartered in Vladivostok, Russia.
Joint Stock Company Severgazbank is a bank headquartered in Vologda, Russia.

Joint Stock Investment Commercial Bank Eniseisk United Bank is a bank headquartered in
Krasnoyarsk, Russia.

JSC Exi Bank is a bank headquartered in Saint Petersburg, Russia.

JSCB Energobank is a bank headquartered in Kazan, Russia.

Kamsky Commercial Bank is a bank headquartered in Naberezhnye Chelny, Russia.
Limited Liability Company Bank Orange is a bank headquartered in Saint Petersburg,
Russia.

Limited Liability Company Bank Round is a bank headquartered in Moscow, Russia.
Limited Liability Company Krona Bank is a bank headquartered in Irkutsk, Russia.
Business Bank headquartered in Moscow, Russia.MB Bank, also known as Mir Business
Bank, is the Russia-based wholly-owned subsidiary of Iran’s Bank Melli Iran. MB Bank
was previously designated previously designated pursuant to E.O. 13224 and E.O. 13582.
National Standard Bank Joint Stock Company is a bank headquartered in Moscow, Russia.
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New Moscow Bank is a bank headquartered in Moscow, Russia.

NK Bank Joint Stock Company is a bank headquartered in Moscow, Russia.

Primorsky Territorial Commercial Bank Society with Limited Liability is a bank
headquartered in Vladivostok, Russia.

Public Joint Stock Commercial Bank Derzhava is a bank headquartered in Moscow,
Russia.

Public Joint Stock Company Bank Alexandrovsky is a bank headquartered in Saint
Petersburg, Russia.

Public Joint Stock Company Bank Sinara is a bank headquartered in Yekaterinburg, Russia.
Public Joint Stock Company Finstar Bank is a bank headquartered in Saint Petersburg,
Russia.

Public Joint Stock Company Metkombank is a bank headquartered in Kamensk-Uralskiy,
Russia.

Public Joint Stock Company National Bank Trust is a bank headquartered in Moscow,
Russia.

Public Joint Stock Social Commercial Bank of Primorye Primsotsbank is a bank
headquartered in Vladivostok, Russia.

Rossita Bank is a bank headquartered in Moscow, Russia.

Russian Public Joint Stock Commmercial Roads Bank is a bank headquartered in Moscow,
Russia.

Russian Universal Bank is a bank located in Moscow, Russia.

Vitabank PJSC is a bank headquartered in Podolsk, Russia.

Waybank JSC is a bank headquartered in Moscow, Russia.

ANNEX 2: RUSSIAN SECURITIES REGISTRARS

The following Russia-based financial institutions function as registrars and are being designated
pursuant to E.O. 14024 for operating or having operated in the financial services sector of the
Russian Federation economy:

Aktsionernoe Obshchestvo Agentstvo Regionalnyi Nezavisimyi Registrator is a registrar
based in Tula, Russia, and Lipetsk, Russia.

Aktsionernoe Obshchestvo Mezhregionalnyi Registratorskii Tsentr is a registrar based in
Moscow, Russia.

Aktsionernoe Obshchestvo Natsionalnaya Spetsializirovannaya Finansovaya Kompaniya is
a registrar based in Novosibirsk, Russia.

Aktsionernoe Obshchestvo Nezavisimaya Registratorskaya Kompaniya RO.S.T. is a
registrar based in Moscow, Russia.

Aktsionernoe Obshchestvo Professionalnyi Registratsionnyi Tsentr is a registrar based in
Moscow, Russia.

Aktsionernoe Obshchestvo Registrator Kapital is a registrar based in Yekaterinburg,
Russia.

Aktsionernoe Obshchestvo Spetsializirovannyi Registrator Kompas is a registrar based in
Novokuznetsk, Russia.

Aktsionernoe Obshchestvo Surgutinvestneft is a registrar based in Surgut, Russia.
Aktsionernoe Obshchestvo Vedenie Reestrov Kompanii is a registrar based in
Yekaterinburg, Russia.
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o Aktsionernoe Obshchestvo Independent Specialized Depository is a registrar based in
Moscow, Russia.

e AO Reestris aregistrar based in Moscow, Russia.

o Aktsionernoe Obshchestvo Registratsionnaya Kompaniya Tsentr Invest is a registrar
based in Irkutsk, Russia, and Moscow, Russia.

o Aktsionernoe Obshchestvo Depozitarnaya Kompaniya Region is a registrar based in

Moscow, Russia.

Evroaziatskii Registrator is a registrar based in Kazan, Russia.

AO Spetsializirovannyi Depozitarii Infinitum is a registrar based in Moscow, Russia.

Joint Stock Company Aktiv is a registrar based in Saint Petersburg, Russia.

Joint Stock Company Industria Reestr is a registrar based in Moscow, Russia.

Joint Stock Company RDC Paritet is a registrar based in Moscow, Russia.

Joint Stock Company Registrator Intraco is a registrar based in Perm, Russia.

Joint Stock Company Registry Society Status is a registrar based in Moscow, Russia.

JSC DRAGA is a registrar based in Moscow, Russia, and Saint Petersburg, Russia.

JSC Republican Specialregistrar Yakut Fund Center is a registrar based in Yakutsk, Russia.

JSC RT Registrar is a registrar based in Moscow, Russia.

JSC Service Reestr is a registrar based in Moscow, Russia.

JSC Noviy Registrator is a registrar based in Moscow, Russia.

Korporativhaya Registratorskaya Kompaniya is a registrar based in Moscow, Russia.

Limited Liability Company Depositary and Corporate Technologies is a registrar based in

Moscow, Russia.

o Limited Liability Company Special Depository Partner is a registrar based in Moscow,
Russia.

o Limited Liability Company Specialized Depository Company Garant is a registrar based in
Moscow, Russia.

o Moskovskii Fondovyi Tsentr is a registrar based in Moscow, Russia.

e National Custodial Company Stock Closed Corporation is a registrar based in Moscow,
Russia.

e Obshchestvo S Ogranichennoy Otvetsvennostyu Oboronregistr is a registrar based in

Moscow, Russia.

00O Partner is a registrar based in Cherepovets, Russia.

00O Reestr RN is a registrar based in Moscow, Russia.

00O Registrator Garant is a registrar based in Moscow, Russia.

Registrator KRTS is a registrar based in Krasnodar, Russia.

Spetsializirovannyi Depozitarii Depo Plaza is a registrar based in Moscow, Russia.

Spetsializirovannyi Registrator Rekom is a registrar based in Staryy Oskol, Russia.

Tsentr Ucheta i Registratsii is a registrar based in Saint Petersburg, Russia.

Yuzhno Regionalnyi Registrator is a registrar based in Rostov-na-Donu, Russia.

Zakrytoe Aktsionernoe Obshchestvo Pervyi Spetsializirovannyi Depozitarii is a registrar

based in Moscow, Russia.

ANNEX 3: CBR OFFICIALS

The following Russian nationals are officials at the Central Bank of the Russian Federation (CBR),
which is subject to Directives 1 and 4 of E.O. 14024, and are being designated pursuant to E.O.
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14024 for operating or having operated in the financial services sector of the Russian Federation
economy:

e Alla Bakina (Bakina) is the Director of the National Payment System Department of the
CBR and is responsible for modernizing CBR payment systems. Bakina is involved in
expanding the reach of Russia’s System for Transfer of Financial Messages (SPFS) and
Faster Payments System (SBP).

e Vladimir Chistyukhin has been a First Deputy Governor of the CBR since 2022 and a
Member of the Board of Directors of the CBR since 2023.

o Elizaveta Danilova is Director of the Financial Stability Department at the CBR and has
been a Member of the Board of Directors of the CBR since 2023.

e Gulnara Khaidarshina is the Director of the Department for Cooperation with International
Organizations at the CBR.

o Mikhail Anatolyevich Kovrigin is the Director of the International Settlements Department
at the CBR.

o Ekaterina Lozgacheva has been the Director of the Financial Market Strategy Department
of the CBR since 2023 and previously served in other positions at the CBR dating back to
2011.

e Alexandr Morozov has been the Director of the Research and Forecasting Department at
the CBR since 2015.

o Olga Vasilyevna Polyakova has been a Deputy Governor of the CBR since 2016 and a
Member of the Board of Directors of the CBR since 2021.

« Kirill Pronin (Pronin) is the Director of the Financial Market Infrastructure at the CBR.
Pronin was previously Director of the CBR's Department of Financial Technologies.

e Bogdan Shablya is head of the CBR'’s Financial Monitoring and Currency Control
Department and has worked at the CBR for more than 25 years.

e Dmitry Tulin is a First Deputy Governor of the CBR and has been a Member of the Board of
Directors of the CBR since 2020.

SANCTIONS IMPLICATIONS

As a result of today’s action, all property and interests in property of the persons above that are in
the United States or in the possession or control of U.S. persons are blocked and must be reported
to OFAC. In addition, any entities that are owned, directly or indirectly, 50 percent or more by one
or more blocked persons are also blocked. All transactions by U.S. persons or within (or transiting)
the United States that involve any property or interests in property of designated or blocked
persons are prohibited unless authorized by a general or specific license issued by OFAC, or
exempt. These prohibitions include the making of any contribution or provision of funds, goods, or
services by, to, or for the benefit of any blocked person and the receipt of any contribution or
provision of funds, goods, or services from any such person. Non-U.S. persons are also prohibited
from causing or conspiring to cause U.S. persons to wittingly or unwittingly violate U.S. sanctions,
as well as from engaging in conduct that evades U.S. sanctions. OFAC’s Economic Sanctions
Enforcement Guidelines provide more information regarding OFAC'’s enforcement of U.S.
sanctions, including the factors that OFAC generally considers when determining an appropriate
response to an apparent violation.
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In addition, foreign financial institutions that conduct or facilitate significant transactions or
provide any service involving Russia’s military-industrial base run the risk of being sanctioned by
OFAC. For additional guidance, please see the updated OFAC advisory, “Updated Guidance for
Foreign Financial Institutions on OFAC Sanctions Authorities Targeting Support to Russia’s
Military-Industrial Base,” as well as OFAC Frequently Asked Questions (FAQs) 1146-1157.

The power and integrity of OFAC sanctions derive not only from OFAC's ability to designate and
add persons to the SDN List, but also from its willingness to remove persons from the SDN List
consistent with the law. The ultimate goal of sanctions is not to punish, but to bring about a
positive change in behavior. For information concerning the process for seeking removal from an
OFAC list, including the SDN List, please refer to OFAC's Frequently Asked Question 897 here. For
detailed information on the process to submit a request for removal from an OFAC sanctions list,
please click here.

Any persons included on the SDN List pursuant to E.O. 14024 may be subject to additional export
restrictions administered by the Department of Commerce, Bureau of Industry and Security (BIS).

Who is subject to financial sanctions in the UK? OFSI Update on 03 December 20247

Financial sanctions, Counterterrorism; OFSI Update on 03 December 2024

New Sanctions under Domestic Counter-Terrorism Regulations; OFSI Update on 03™ December
2024

Strengthening Global Sanctions: Two Years of Enhanced Partnership; OFSO 215t November
2024 — Blog post; In October 2024, representatives from the OFSI and OFAC convened in
Washington, DC at our annual technical exchange, marking the second anniversary of our Enhanced
Partnership.

e In October 2024, representatives from the United Kingdom's (UK) Office of Financial
Sanctions Implementation (OFSI) and the U.S. Department of the Treasury’s Office of
Foreign Assets Control (OFAC) convened in Washington, DC at our annual technical
exchange, marking the second anniversary of our Enhanced Partnership. In response to
increasingly complex geopolitical developments, sanctions continue to be a critical tool in
tackling threats to the United States’ and United Kingdom'’s national security. Together, we
are steadfast in continuing to limit the ability of Russia to finance and support its illegal
and unprovoked invasion of Ukraine, while responding to the conflicts in the Middle East.

e Aswe stated in 2022, financial sanctions work best when implemented multilaterally, and
we remain committed to designing, communicating, and implementing new sanctions in
close coordination with each other, as well as with other key allies and partners. It is
imperative that we collaborate with each other and industry to ensure sanctions are
implemented as effectively as possible.

e This year marked a significant milestone in our enduring relationship as we moved from
establishing a shared understanding to developing critical solutions to common problems
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via ongoing communication throughout the year. Whilst our annual technical exchange is
an important feature of our relationship, it is the regular engagement between colleagues
across all levels of our organizations that truly embodies the enhanced partnership.

¢ Joint Engagement; One of the most enriching aspects of the partnership, including these
exchanges, is the opportunity to conduct joint private sector outreach. As part of the
exchange, we met with the Bank Policy Institute to discuss critical issues facing financial
institutions, differences in UK and U.S. sanctions regimes, and possibilities for future
alignment.

e The private sector is a critical partner in helping uphold our shared national security goals,
and we welcome opportunities to not only promote compliance and understanding, but
also hear about shared challenges when navigating our sanctions regimes. Both OFAC and
OFSI have made significant progress this year on new initiatives to support sanctions
implementation by the private sector. OFAC has begun updating its “baseline” FAQs on
general sanctions questions and issues, issued key humanitarian guidance in Arabic, and
published an introductory sanctions guidance document in Spanish. OFSI introduced the
eagerly awaited frequently asked questions (FAQs) to help support industry in
understanding and implementing UK sanctions.

e Information Sharing

e Acritical part of implementing sanctions effectively is ensuring that we are sharing the
right information, with the right people, at the right time. As such, a highlight of this year's
visit included the signing of a Memorandum of Understanding (MOU). This MOU enhances
our ability to collaborate and share information, further fortifying our coordinated efforts in
implementing and enforcing sanctions. While we were already committed to sharing
information of common interest through existing information sharing channels, the MOU
will further support these efforts.

e Analysis continues to be at the heart of how we design, implement, and understand the
effectiveness of sanctions. For example, how we identify areas or industries that would
benefit from additional guidance or engagement or understanding significant policy
changes or circumvention methodologies. As part of our previous commitment to share
analysis, we reviewed lessons learned from the successful implementation of the new
prohibitions on Russian metals jointly introduced by the United States and the United
Kingdom, considering the steps necessary to prevent market speculation or price
increases that could be anticipated. While operational functions have historically been at
the forefront of our information-sharing, we look forward to collaborating more closely in
sharing our analysis to support our future actions and any mitigation measures.

e Similarly, we are delighted to see the reciprocal secondee program enter its second year.
With OFAC and OFSI secondees now embedded with the other office, the program
continues to function as a critical way to share expertise, best practices, and collaborate
on projects of common interest. Going forward, these secondees will continue to support
effective information sharing, while identifying future areas to share their hands-on
experience and ensure the enhanced partnership’s objectives progress at all levels.

e Modernization; The ability of our organizations to quickly adapt and respond to new
challenges in an increasingly complex sanctions landscape is critical to our success.
During the exchange, we discussed organizational modernization, software that helps
support our licensing and enforcement functions, and the use of new technologies as we
look to stay at the cutting-edge of implementation. As part of this, we reflected on how
OFAC's recent announcement of its modernization efforts could be adapted and replicated
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within the UK to ensure delivery of timely and effective responses to those seeking to
comply with our regulations.

e Similarly, retaining and attracting talent also remains a critical part of ensuring that our
organizations have the right skillsets to accomplish our mission. The exchange included a
Women in Sanctions roundtable to bring together viewpoints from both organizations,
fostering a dynamic exchange of ideas and experiences. The roundtable not only
highlighted the significant contributions of women in the field of sanctions but also
underscored the importance of gender diversity and inclusion in achieving our objectives.

e Looking Ahead; The second anniversary of OFAC and OFSI's partnership is more than just a
milestone; it is a reaffirmation of our unwavering commitment to global security through
the development and implementation of effective sanctions. The recent exchange
underscores the strength of the UK and U.S. sanctions relationship and strong bonds
between our offices. In an increasingly volatile world, together we have set the stage for
continued collaboration and success in the years to come.

o Giles Thomson, Director Economic Crime & Sanctions, The Office of Financial
Sanctions Implementation, HM Treasury

o Lisa Palluconi, Acting Director, Office of Foreign Assets Control, U.S. Department of
the Treasury

Guidance and webinars to help you understand how to comply with UK financial sanctions; OFSI
271 November 2024 — Guidance

e Geographic Guidance; Guidance relating to specific countries

o Russia
o Libya

¢ Russian Qil Services Ban; Guidance, general licences and reporting forms relating to the
Russian oil services ban and oil price cap exception
o Guidance for Russian oil services ban and oil price cap exception
o General licences, reporting forms and advisories

EBA final guidance on internal policies, procedures and controls to ensure the implementation of
EU and national sanctions; On 14 November, the EBA finalised two sets of guidelines setting
common standards on the governance arrangements and the policies, procedures and controls
financial institutions should have in place to be able to comply with EU and national restrictive
measures. Restrictive measures applicable to financial institutions comprise targeted financial
sanctions and sectoral measures, e.g. economic and financial measures.

e The first set of guidelines is addressed to all institutions within the EBA's supervisory remit,
i.e., those regulated and supervised under CRD IV, PSD2 and EMD2. These guidelines set
out the governance and risk management systems that financial institutions should
implement to address the risk of potentially breaching or evading restrictive measures. The
second set of guidelines is specific to restrictive measures under the Wire and Cryptoasset
Transfer Regulation. The guidelines specify what payment service providers and crypto-
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asset service providers should do to be able to comply with restrictive measures when
performing transfers of funds or crypto-assets. Both sets of guidelines will apply from 30
December 2025.

e Guidelines —

The Sanctions (EU Exit) (Miscellaneous Amendments) (No. 2) Regulations 2024; On 74 November,
the Sanctions (EU Exit) (Miscellaneous Amendments) (No. 2) Regulations 2024 were laid before
Parliament. They have been published together with an explanatory memorandum. The majority of
the provisions enter into force on 5 December, the 21st day after being laid before Parliament. The
remainder of the provisions enter into force on 14 May 2025.

e The Regulations are made under the Sanctions and Anti-Money Laundering Act 2018 with
the intention of improving OFSI's ability to implement and enforce financial sanctions. The
changes provide OFSI with improved information on industry’s compliance with sanctions
legislation, strengthen OFSI's enforcement powers, enable OFSI to conduct its licensing
responsibilities more efficiently and clarify existing legislation in several areas.

e Specific changes include: (i) broadening the scope of financial sanctions reporting
obligations by expanding the definition of relevant firms to cover additional sectors,
including high value dealers, art market participants, insolvency practitioners and letting
agencies; (i) requiring relevant firms and involved persons to report suspected breaches of
a prohibition or failures to comply with an obligation, instead of only reporting suspected
offences; (iii) introducing a requirement for all UK persons that hold funds or economic
resources owned, held, or controlled by a designated person to provide an annual report to
OFSI with the details of these assets; and (iv) clarifying for the purposes of the licensing of
financial sanctions' prohibitions and relevant exceptions for financial sanctions that a
designated person includes a person who is owned or controlled by them.

e Regulations — / Explanatory memorandum —

Conduct / Enforcement / Reporting

Second FCA consultation on proposals for the publication of enforcement measures; On 28
November, the FCA published its second consultation on a proposed new approach to publicising its
enforcement investigations and changes to its Enforcement Guide.

e Consultation Paper — / Webpage —

e The FCA first consulted on these changes in February, however following feedback that
raised significant concerns, the FCA has published a further consultation which re-drafts
the original proposals to try and address the concerns raised and give more clarity on how
they would work in practice.

e The FCAis now proposing:

that the impact of an announcement on the relevant firm would form part of its
public interest test and be central to its consideration of whether to announce an
investigation and name the firm;
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ii.  togive the relevant firm a copy of any draft announcement and 10 business days'’
notice to make their representations, with a further 2 business days’ notice of
publication of any announcement if the FCA decides to proceed after taking these
representations into account.

= Originally, they had proposed only 1 day. The new proposed period is also
intended to give firms time to consider whether they want, or are required,
to make an announcement themselves;

iii.  thatthe potential for an announcement to seriously disrupt public confidence in the
financial system or the market should be a new factor in the public interest test;
and

iv.  the FCA will not make proactive announcements of investigations that are on-going
when the proposals come into effect, although it may reactively confirm on-going
investigations that are already in the public domain, where this confirmation is in
the public interest.

e The deadline for comments is 17 February 2025 and the FCA board plans to decide on the
proposals in Q1 2025.

FCA to raise bar for when it ‘names and shames’ companies; Britain’s financial regulator has said it
will raise the bar before it ‘names and shames” more of the companies it investigates by stiffening a
public interest test after the proposals provoked a backlash in the City of London.

e The Financial Conduct Authority said it would only announce an investigation after
weighing the impact on the company being probed — including on its share price,
customers and wider financial stability — under reworked proposals presented on
Thursday.

e The regulator also said it would consider a company'’s size and its stage of development,
as well as whether an announcement could “seriously disrupt public confidence in the
financial system or the market” as part of a stricter public interest test.

e The revised proposals mark a further attempt by the FCA to ease widespread concern
among financial institutions and politicians about its plans to publicly disclose its
investigations into companies since it first unveiled them in February. Therese Chambers,
co-head of enforcement and market oversight at the FCA, told reporters the initial
proposals “could have been communicated better”. Steve Smart, the unit's other co-head,
said: “We have listened to a lot of the feedback we got, especially from the City."

e However, the regulator is not backing down completely from the plan, as many in the City
have called for. It said the new approach was expected to lead to a doubling of the number
of investigations it publicly discloses, up from the current rate of about one or two a year.

e The FCA has already said it would give companies at least 10 working days’ notice before
disclosing they were being investigated, instead of only one day as initially proposed. On
Thursday, it said it would also give companies an additional two days after a final decision
is made to bring a legal challenge.

e Existing investigations would not be disclosed, the FCA said, proposing that the new
approach would only apply to new probes. Its consultation will close on February 17 and its
board plans to make a final decision later in the first quarter.

97


https://www.ft.com/content/6a4e0298-b869-4994-bfe2-b2f214b17f7c

European London
Venues & Energy
Intermediaries Brokers'
Association Association

The FCA already had the power to name the companies it was investigating, but only in
“‘exceptional circumstances”. On Thursday it gave examples of past investigations that it
could have disclosed under its new approach, such as those into 15 advisers to pensioners
at British Steel or into the UK arm of cryptocurrency exchange Coinbase.

The FCA has previously been pushed by MPs to be more transparent about its
enforcement work, including a call two years ago from the House of Commons public
accounts committee to announce its investigation into the British Steel workers’ pensions
mis-selling scandal.

Two-thirds of FCA investigations in the past have ended without any enforcement action,
raising concerns that it could damage the reputation of companies by disclosing their
identity even if the probe ended up not finding any wrongdoing. However, the regulator
said it was reducing the number of probes that ended without action after changing its
approach to enforcement from using it as a way to look for wrongdoing to focusing on
areas where there were clear signs of misconduct.

It has cut the number of open investigations from 220 in April 2023 to 147, but the number
of enforcement actions taken still rose from 27 last year to 38 so far this year. The FCA
said it planned to report annually on the number of investigations that are closed with no
action to “allow for full scrutiny of our approach”. Its new approach will not apply to
investigations into individual people, which it will continue to keep secret in almost all
cases.

David Postings, head of UK Finance, the UK's main banking lobby group, welcomed the
proposals, saying: “They have made a number of significant changes, including the
increased notice period and the more rigorous approach to assessing the potential impact
of an announcement within their public interest test.”

Imogen Makin, a senior regulation lawyer at WilmerHale, said the new proposals were

“a significant improvement on the original version” and welcomed the acknowledgment
that the plan would only lead to announcements in a very small number of cases.

PRA and FCA consult on remuneration reform; On 26 November 2024, the Prudential Regulation

Authority and the Financial Conduct Authority published a joint consultation paper (PRA CP16/24 /
FCA CP24/23) on proposed reforms to the dual-regulated firms’ remuneration regime.

Background; In 2023, the PRA and FCA introduced changes to the remuneration regime to
enhance proportionality for small dual-regulated firms and to remove the bonus cap. The
proposals set out in this consultation paper are intended to complement those changes by
reducing the restrictions on bonuses of senior bankers.
The proposed reforms; The reforms proposed in the consultation paper aim to maintain
the remuneration regime’s overall structure and objectives while simplifying the regime and
tailoring it more to the UK market, by:
o Reducing the number of individuals that are subject to the remuneration rules
(known as Material Risk Takers (MRTSs)).
o Simplifying the approach for identifying MRTs, placing more emphasis on firms to
own and safeguard the process.
o Bringing rules on deferral of variable remuneration (such as bonuses) more in line
with international practice.
o Ensuring that variable remuneration better reflects risk-taking outcomes and
individual responsibilities.
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o Aligning the regulators’ rules on buy-outs in relation to small firms.

e The FCA s also proposing to change the structure of its rules in SYSC 19D, and related
guidance, by cross-referring to the Remuneration Part of the PRA Rulebook. This is
intended to avoid unnecessary duplication and to ensure greater consistency and
alignment of the regulators’ remuneration rules.

e Next steps; The consultation closes on 13 March 2025.

e The proposed changes would come into force the day after publication of the final policy
(planned for H2 2025) and would apply to firms’ performance years starting after that date.

PRA and FCA joint consultation on remuneration reform; On 26 November, the PRA and FCA
published a joint consultation on remuneration reform.

e The consultation paper sets out proposed amendments to the remuneration part of the
PRA Rulebook, supervisory statement SS2/17 and the FCA's associated non-Handbook
Guidance relating to remuneration for dual-regulated firms. The proposals complement
previous remuneration regime changes enhancing proportionality for small firms, and
removing the bonus cap.

e The PRA and FCA explain that the proposed policy amendments maintain the
remuneration regime’s overall structure and objectives while simplifying the regime and
tailoring it more to the UK market, by:

o (i) reducing the number of individuals subject to the remuneration rules (known as
Material Risk Takers (MRTSs));

o (i) simplifying the approach for identifying MRTSs, placing more emphasis on firms
to own and safeguard the process;

o (iii) bringing rules on deferral of variable remuneration more in line with
international practice;

o (iv) ensuring that variable remuneration better reflects risk taking outcomes and
individual responsibilities; and

o (v) aligning the regulators’ rules on buy-outs in relation to small firms.

e Additionally, the FCA is proposing to change the structure of its rules in SYSC 19D (and
related guidance) by cross referring to the ‘Remuneration Part’ of the PRA. This change
should avoid any unnecessary duplication and ensure greater consistency and alignment
of the regulators’ rules.

e The main effect of this proposed change is that, in future, the detailed Remuneration Rules
would mostly be contained in the Remuneration Part of the PRA rulebook. The deadline for
comments is 13 March 2025.

e Consultation Paper — / Press Release — / FCA Webpage —
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FCA to revise approach to publication of enforcement measures; On 13 November, Nikhil Rathi,
chief executive of the FCA stated in evidence to the Financial Services Regulation Committee that
the FCA would next week publish a revised proposal on the publication of enforcement measures.
The FCA opened a consultation in February on the controversial proposals. Following feedback
from stakeholders, the FCA is expected to publish clarifications and revisions to the original
proposals. Oral evidence recording —

Digital Regulatory Reporting (DRR) - your compliance SatNav and regulatory lane assist; Digital

Regulatory Reporting can ensure that you adopt common interpretations of the regulations. Like lane
assist in cars today, DRR will keep you on track and sound an alarm if you begin to stray off course.

e Destination compliance

O

As is well understood by now, the only constant in regulatory compliance is that
regulation updates endlessly. For global firms operating across different regulatory
jurisdictions, the job of adapting to changing rules is never complete. Just as a firm
becomes compliant in one new regime, one of their other jurisdictions is facing
changes.

And on the cycle goes, leaving financial firms with heightened levels of complexity
and higher costs of compliance than ever before.

In today’s world of regulatory compliance, the word ‘destination’ is somewhat
paradoxical, as compliance is an ongoing journey, not a fixed endpoint. Meanwhile
all of the firm’s stakeholders are increasingly risk-averse and prefer to take the
journey with the drivers who have the best SatNav and modern driver assists which
add additional guardrails, lest they end up lost with no 5G signal.

e Unpacking compliance complexity

O

O

Regulation is of course completely necessary. It is vital to protecting the
environment and the economy itself, as well as safeguarding the interests of
investors, consumers, counterparties, employees and so on. With emerging
technologies, new methods of transacting business in the capital markets and a
shifting geopolitical landscape, regulation must evolve to remain fit for purpose.
Bodies such as the UK FCA have become more data-driven and much more open
to discussion with the entities and markets it regulates, meaning regulation is
becoming more collaborative and in theory, more proportionate.

When updating compliance, or replacing their reporting systems, firms, even large
ones with in-house teams and large budgets, struggle. In fact, the bigger the firm
is, the more compliance it faces, and in satisfying multiple different frameworks,
the chances that relevant rules will be updated, skyrocket.

More established firms have legacy compliance systems which they are trying to
adapt to changing regulatory challenges in existing markets, or scale across new
global jurisdictions. All are looking for a much more sustainable, future-proof
system to achieve and maintain compliance and reporting. Given the complexity of
modern compliance standards, today’s firms also seek reassurance that their
interpretations of these rules are accurate. Only then can they assess if they are
just meeting compliance, adhering to best practices, or outperforming and doing
too much to meet regulation, allowing them to free-up precious resources for
deployment elsewhere.

But a common mantra amongst all of the compliant firms now is:
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e I'mup to date! Now, what's next?

O

O

Just looking at the 2025 regulatory horizon and the foreseeable beyond, Canada,
Hong Kong and Switzerland will shortly see major changes to their rules. Updates
to the Markets in Financial Instruments Regulation (MiFIR), Markets in Financial
Instruments Directive (MiFID) and Commodity Futures Trading Commission
regulations (CFTC 3.3) are all in process as we speak. Updates to the UK European
Market Infrastructure Regulation (EMIR) will occur, as well as changes to its
European counterpart.

So, whether you are an industry giant, or a new challenger in the space, nobody
finds compliance ‘easy’.

¢ Digital Regulatory Reporting to the rescue

O

Digital Regulatory Reporting (DRR) is the industry framework from the International
Swaps and Derivatives Association (ISDA) aiming to digitise, standardise and
automate regulatory reporting for derivatives transactions.

For those more technically-minded out there, DRR is a project to distribute a set of
Java libraries, implementing a free-to-use industry standard reporting and
validation logic, to ease reporting in various jurisdictions in their appropriate
formats.

To standardise regulatory reporting, DRR uses the Common Domain Model (CDM) -
a standardised, machine-readable blueprint for how derivatives transactions are
represented, processed and managed across the lifecycle of a trade.

e What does DRR do?

@)

DRR delivers an array of benefits. Crucially, it provides a standardised interpretation
of regulatory requirements to ensure consistency across firms. It improves
efficiency and reduces costs by eliminating the need for individual reporting
interpretations. DRR enhances data accuracy and transparency, making
compliance easier, while also allowing quick regulatory updates. Additionally, it
supports automated machine-executable reporting and is designed to integrate
with existing systems, ultimately helping firms meet regulatory expectations more
effectively.

¢ DRRis your benchmark

O

Whilst DRR is an incredibly helpful framework for firms of all sizes, some of the
very largest firms, that have chosen to tackle regulation in-house (using significant
resource), are still finding DRR useful as a compliance benchmark - a way to check
their regulatory ‘homework’ to make sure that they are in line with best practice -
once again, it is the common interpretation of the regulations which offers these
extremely large institutions extra comfort that they ‘got it right’.

e What is the most efficient way to implement DRR

O

Implementing the CDM and DRR frameworks can be simplified by the following key
steps.

Heads of Regulatory Reporting can start by thoroughly understanding DRR and
CDM's structures and data requirements using resources from ISDA and FINOS.
DRR is distributed as a set of Java code libraries by ISDA. DRR's Java libraries
provide core regulatory logic and freely available examples showing how to
generate and validate reports.

Firms should develop appropriate CDM objects, as DRR requires CDM
representation for trades and business events. Consider running a Proof-of-
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Concept (POC) project to generate valid CDM data from your sources before
applying DRR logic.

o It would also be useful for firms to think strategically about CDM's potential for
other use cases beyond DRR, such as event standardisation and collateral
management.

o Firms can also invest in third-party data validation and quality assurance. By
implementing automated testing and validation processes using COM and DRR
functions, accuracy can be ensured and reporting mismatches prevented.

Trust DRR to keep you in the right lane

o Whether you are a large organisation or just getting started in derivatives trading,
Digital Regulatory Reporting is excellent assistance, signposting your route to
compliance, making sure everyone is adhering to the same rules of the road, and
even providing the warning signals when you slightly stray off course.

o Smart drivers should be downloading this ‘app’ to their dashboards now.

ESMA and FCA guidance on updating of natural persons identifiers

National identifiers; In Market Watch 59 and 62, we highlighted that 1st priority national identifiers
must be used wherever available to identify natural persons in transaction reports. Despite our
warnings, we continue to see firms failing to conduct sufficient due diligence when onboarding
clients to obtain these identifiers. This has been particularly common amongst firms offering
services to retail clients electronically, such as via mobile-based applications.

Best practices in this area include:

Ensuring transactions are not executed for clients until an identifier has been subject to
internal review and validation. This should include checking that the format of the identifier
conforms to the standard outlined in the ESMA Q&A on MIFIR data reporting.

Reviewing identifiers received to ensure no duplicates exist within a database of clients.
Requiring explanations from clients that do not provide a 1st priority identifier.

Another observation has been inaccurate reporting of national identifiers for natural persons.

In some cases, generic ‘dummy’ identifiers have been used (eg GBXX999999X).

Other firms appear to have reused identifiers for multiple clients.

Similarly, some market participants have reported identifiers that are not in the list of
identifiers in RTS 22 Annex Il (eg a passport number, where the passport number is not one
of the allowable identifiers for the country of the nationality of the individual).

Other firms have not used the first priority identifier where available (eg using
concatenated codes for British nationals with a national insurance number).

We have further recorded firms populating buyer and seller fields inconsistently with the
trading capacity field. For example, firms reporting themselves as the buyer or seller where
the trading capacity is AOTC.

Some market participants have incorrectly populated the LEI of the broker they are
forwarding an order to in the executing entity field. They should have populated this field
with their own identifier.
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As above, we expect firms to have arrangements in place to report details accurately, and
to notify the FCA where inaccurate information is identified.

Unigue national identifiers; We continue to see inaccurate reporting of national identifiers.

This includes where a 2nd or 3rd priority identifier (as defined by RTS 22 Annex Il) is used
to identify a natural person where a 1st priority identifier is available.
We also see firms reporting default identifiers and using the same default value to identify
multiple individuals.
These observations were not limited to the identification of clients, but included persons
responsible for the investment decision within a firm (Field 57) and persons responsible for
the execution within a firm (Field 59).
Buyer and seller decision makers Field 12 (buyer decision maker) and Field 21 (seller
decision maker) only apply where:

o theclientis the buyer or seller, and the investment decision is made under a

discretionary mandate, or

o the buyer or seller has granted a power of representation
We have identified firms misreporting these fields by mirroring the contents of the buyer
and seller fields.
Other firms fail to populate the decision maker fields where it would generally be expected,;
for example, where an asset management firm is acting under a discretionary mandate on
behalf of a fund and identifies the fund as the buyer or seller.
We have also noted investment firms identifying a fund as the buyer or seller where
transmission is not taking place (within the definition of RTS 22 Article 4) and we would
instead expect to see the fund management firm identified.

ESMA FAQ [Last update: 28/09/2020]

Question 2; How are different national identifiers specified in Annex Il of RTS 22 represented?

Answer 2

The table below shows the list of national client identifiers for natural persons to be used in
transaction reports pursuant to the priority specified in Annex Il of the Commission
Delegated Regulation (EU) 2017/590.

Information related to the format of the identifier is not provided in the case of CONCAT,
since the procedure for generating such identifier is defined in Articles 6(1) and 6(4) of the
Commission Delegated Regulation (EU) 2017/590.

Question 14; What ISO 3166-1 country code should trade venues and investment firms use to
identify stateless natural persons for the purposes of transaction reports?

Answer 14
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¢ When identifying stateless natural persons, trading venues and investment firms should
use the ISO 3166 code “ZZ", followed by a CONCAT code generated in accordance with
Article 6(4) of Commission Delegated Regulation (EU) 2017/590 (RTS22).

Transaction reporting for knockout options under MiFID Il must adhere to specific rules that
ensure accuracy in reporting complex derivative instruments. Knockout options are a type of barrier
option where the contract ceases to exist if the underlying asset reaches a certain barrier level. This
adds complexity to the reporting process, which must consider the nature and lifecycle events of the
product.

Key Aspects of Transaction Reporting for Knockout Options:

1. Instrument Identification: Like other derivatives, knockout options need to be identified with
unigue codes such as UPI; ISINs or specific internal identifiers in the transaction report.

2. Fields Required:

o Instrument Type: The report should indicate that the option is a barrier (knockout)
option.

Underlying Asset: Details of the underlying asset must be accurately reported.
Price and Notional Amount: The price paid for the option and the notional amount
should be reported. For knockout options, the price field should reflect the premium
paid at the time of the trade.

o Lifecycle Events: If the knockout barrier is triggered and the option ceases to exist,
this event must be reported as a modification or termination of the original
transaction.

o Option Details: This includes information on strike price, expiry date, and whether it
is a call or put option.

3. Event Reporting: If a barrier is hit, firms must report this event under MiFID II's
requirements for post-trade transparency. The report should reflect changes or cessation
due to the barrier being reached.

4. Complex Derivatives Reporting: Since knockout options are part of more complex
derivatives, additional attention is needed to ensure that all conditions affecting their
valuation and trading status are properly reflected in the transaction report.

e For further guidance, firms should consult the ESMA guidelines on transaction reporting
under MiFID Il and the FCA's Market Watch publications, which offer detailed compliance
tips and clarifications on reporting complex instruments.

Coverage of Barrier or Knockout Options: While the Market Watch series often covers general
transaction reporting requirements and common pitfalls observed by the FCA, the specific
coverage of complex instruments such as barrier or knockout options may include:

1. Detailed Reporting Guidance: Instructions on how firms should report derivatives with non-
standard features, such as barriers that cause options to terminate when reached.

2. Common Reporting Errors: Examples of errors that firms make when reporting lifecycle
events of complex instruments, including modifications and terminations.

3. Event Reporting: Emphasis on accurately reporting events when an option is triggered (e.g.,
a barrier is hit, and the option knocks out), ensuring compliance with transparency rules.
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e Accessing Relevant Issues: For trades in Barriers, Kl's KO's etc there appears to be Nil
guidance across any of the ISDA / AFME Practice Standards, our practice standards, ESMA
Guidelines, ESMA FAQ, FCA Market Watch Series, FCA Handbook, or the prior to 2016 FCA
Guidelines, etc .

JTAG/EVIA Practice Standard; MiFID Corporate Actions Reporting Table

ISO 15022

N N
Event type event code ISO 15022 definition Reportable ? Remarks
Funds related event in which the income (for
example accumulation units) that accrues during an
. accounting period is retained within the fund "
Accumulation ACCU instead of being paid away to investors. The N/A~ No position change
retained income is nonetheless deemed to have
been distributed to investors for tax purposes.
Tra;hng Status: ACTV Trading in the s.ecurlty has commenced or secgnty N/A  No position change
Active has been re-activated after a suspension in trading.
Combination of different security types to create a
unit. Units are usually comprised of warrants and
Attachment ATTI bonds or warrants and equities. Securities may be  No  Article 2(5)(h)
combined at the request of the security holder or
based on market convention.
Offer to existing holders by the issuing company to Bonds -
Repurchase : S o
; repurchase its own securities. The objective of the  No .
Offer/Issuer Bid/ BIDS . ) —._ Article 2(5)(n)
. offer is to reduce the number of outstanding Equities
Reverse Rights "
securities. -Yes
Bond Holder Meeting BMET Physical meeting of bond holders. N/A  No position change
Article 2(5)(i) -
mandatory receipt
Bonus Bonus or capitalisation issue. Security holders of rights
Issue/Capitalisation BONU receive additional assets free of payment fromthe  No
Issue issuer, in proportion to their holding. plus
Article 2(5)(h)
Early redemption of a security at the election of the fer;ﬂteozf(sszg_) i
Put Redemption BPUT holder subject to the terms and condition of the  No determinzd
issue with no reduction in nominal value.
contractual terms
Legal status of a company unable to pay creditors.
: . Instrument no
Bankruptcy BRUP Bankruptcy usually involves a formal court ruling.  N/A
o longer TOTV
Securities may become valueless.
The Corporate event pays shareholders an amount
in cash issued from the Capital account. There is no
Capital Distribution ~ CAPD reduction to the face value of a single share (or the  N/A  No position change
share has no par value). The number of circulating
shares remains unchanged.
Capital Gains Distribution of profits resulting from the sale of "
Distribution CAPG company assets, for example, Shareholders of N/A No position change
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Capitalisation

Non-US TEFRA D
Certification
Change

Class
Action/Proposed
Settlement

Court Meeting

Consent

Conversion

Conversion

Company Option

Credit Event

CAPI

CERT

CHAN

CLSA

CMET

CONS

CONV
(MAND)

CONV
(CHOS/
VOLU)

COOP

CREV

Mutual Funds, Unit Trusts, or Sicavs are recipients
of capital gains distributions which are often
reinvested in additional shares of the fund.

Increase of the current principal of a debt
instrument without increasing the nominal value. It
normally arises from the incorporation of due but
unpaid interest into the principal. This is commonly
done by increasing the pool factor value, for
example, capitalisation, and negative amortisation.

Non-US beneficial owner certification requirement
for exchange of temporary to permanent notes.

Information regarding a change further described in
the corporate action details.

Situation where interested parties seek restitution
for financial loss. The security holder may be
offered the opportunity to join a class action
proceeding and would need to respond with an
instruction.

Announcement of a meeting at a Court.

Procedure that aims to obtain consent of holder to
a proposal by the issuer or a third party without
convening a meeting. For example, consent to
change the terms of a bond.

Conversion of securities (generally convertible
bonds or preferred shares) into another form of
securities (usually common shares) at a pre-stated
price/ratio.

Conversion of securities (generally convertible
bonds or preferred shares) into another form of
securities (usually common shares) at a pre-stated
price/ratio.

A Company Option may be granted by the company,
allowing the holder to take up shares at some future
date(s) at a pre-arranged price in the company. A
company may not grant options which enable the
holder to take up unissued shares at a time which is
five or more years from the date of the grant. Option
holders are not members of a company. They are
contingent creditors of a company and hence may,
in some instances, be entitled to vote on and be
bound by a scheme of arrangement between the
creditors and the company. As many options have
multiple exercise periods a company option will
either lapse or carry on to the next expiry date.

An occurrence of credit derivative for which the
issuer of one or several underlying securities is
unable to fulfill his financial obligations (as defined
in terms and conditions).

N/A

N/A

N/A

N/A

N/A

N/A

No

No

No

N/A

No position change

No position change

No position change

No position change

No position change

No position change

Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(h)

Article 2(5)(i) -
mandatory receipt
of rights

No position change
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Decrease in Value

Detachment

Bond Default

Trading Status:
Delisted

Drawing

Cash Distribution
From Non-Eligible
Securities Sales

Dividend

Reinvestment

Disclosure

Dutch Auction

Cash Dividend

Dividend Option

DECR

DETI

DFLT

DLST

DRAW

DRCA

DRIP

DSCL

DTCH

DVCA

DVOP

Reduction of face value of a single share or the
value of fund assets. The number of circulating
shares/units remains unchanged. This event may
include a cash payout to holders.

Separation of components that comprise a security,
for example, usually units comprised of warrants
and bond or warrants and equity. Units may be
broken up at the request of the security holder or
based on market convention.

Failure by the company to perform obligations
defined as default events under the bond agreement
and that have not been remedied.

Security is no longer able to comply with the listing
requirements of a stock exchange and is removed
from official board quotation.

Securities are redeemed in part before the
scheduled final maturity date. It is done without any
pool factor reduction. The redemption is reflected in
a debit of the face amount (FAMT). Drawing is
distinct from partial call since drawn bonds are
chosen by lottery. Therefore, not every holder is
affected in the same way.

Distribution to shareholders of cash resulting from
the selling of non-eligible securities, for example, in
the frame of a depositary receipt program.

Dividend payment where holders can keep cash or
have the cash reinvested in the market by the issuer
into additional shares in the issuing company. To be
distinguished from DVOP as the company invests
the dividend in the market rather than creating new
share capital in exchange for the dividend.

Requirement for holders or beneficial owners to
disclose their name, location and holdings of any
issue to the issuer.

An action by a party wishing to acquire a security.
Holders of the security are invited to make an offer
to sell, within a specific price range. The acquiring
party will buy from the holder with lowest offer.

Distribution of cash to shareholders, in proportion to
their equity holding. Ordinary dividends are recurring
and regular. Shareholder must take cash and may
be offered a choice of currency.

Distribution of a dividend to shareholders with a
choice of benefit to receive. Shareholders may
choose to receive shares or cash. To be
distinguished from DRIP as the company creates
new share capital in exchange for the dividend
rather than investing the dividend in the market.

N/A

No

N/A

N/A

No

N/A

No

N/A

Bonds -
No
Equities
-Yes

N/A

No

No position change

Article 2(5)(h)

No position change

No position change

Article 2(5)(i) -
mandatory event;
no investment
decision

No position change

Article 2(5)(I)

No position change

Article 2(5)(n)

No position change

Article 2(5)(1)
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Scrip
Dividend/Payment

Stock Dividend

Exchange

Exchange

Call on Intermediate

Securities

Maturity Extension

Warrant Exercise

Increase in Value

Information

Interest Payment

DVSC

DVSE

EXOF
(MAND)

EXOF
(CHOS/
VOLU)

EXRI

EXTM

EXWA

INCR

INFO

INTR
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Article 2(5)(i) -

Dividend or interest paid in the form of scrip.

Dividend paid to shareholders in the form of equities
of the issuing corporation.

Exchange of holdings for other securities and/or
cash. The exchange can be either mandatory or
voluntary involving the exchange of outstanding
securities for different securities and/or cash. For

example, "exchange offer", "capital reorganisation”
or "funds separation"”.

Exchange of holdings for other securities and/or
cash. The exchange can be either mandatory or
voluntary involving the exchange of outstanding
securities for different securities and/or cash. For

example, "exchange offer’, "capital reorganisation’
or "funds separation"”.

Call or exercise on nil paid securities or intermediate
securities resulting from an intermediate securities
distribution (RHDI). This code is used for the second
event, when an intermediate securities' issue
(rights/coupons) is composed of two events, the
first event being the distribution of intermediate
securities.

As stipulated in the security's Terms and
Conditions, the issuer or the holder may prolong the
maturity date of a security. After extension, the
security details may differ from the original issue.
An issuer initiated extension may be subject to
holder's approval.

Option offered to holders to buy (call warrant) or to
sell (put warrant) a specific amount of stock, cash,
or commodity, at a predetermined price, during a
predetermined period of time (which usually
corresponds to the life of the issue).

Increase in the face value of a single security. The
number of circulating securities  remains
unchanged.

Information provided by the issuer having no
accounting/financial impact on the holder.

Interest payment distributed to holders of an
interest bearing asset.

No

No

No

Bonds -
No
Equities
-Yes

No

N/A

No

N/A

N/A

N/A

mandatory receipt
of rights

plus

Article 2(5)(h)
Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(n)

Article 2(5)(h)

No position change

Article 2(5)(h)

No position change

No position change

No position change
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Liquidation Dividend/

Liquidation Payment

Full Call/Early
Redemption

Annual General
Meeting

Merger

Merger

Non-Official Offer

Odd Lot
Sale/Purchase

Initiated by the holder

Odd Lot
Sale/Purchase
Offer made by the
issuer

Ordinary General
Meeting

Other Event

Pari-Passu

Partial Redemption
Without Pool Factor
Reduction

LIQU

MCAL

MEET

MRGR
(MAND)

MRGR
(CHOS/
VOLU)

NOOF

ODLT

ODLT

OMET

OTHR

PARI

PCAL

A distribution of cash, assets or both. Debt may be
paid in order of priority based on preferred claims to
assets specified by the security.

The redemption of an entire issue outstanding of
securities, for example, bonds, preferred equity,
funds, by the issuer or its agent, for example, asset
manager, before final maturity.

Annual general meeting.

Exchange of outstanding securities, initiated by the
issuer which may include options, as the result of
two or more companies combining assets, that is,
an external, third party company. Cash payments
may accompany share exchange.

Exchange of outstanding securities, initiated by the
issuer which may include options, as the result of
two or more companies combining assets, that is,
an external, third party company. Cash payments
may accompany share exchange.

Offers that are not supervised or regulated by an
official entity and being offered by a party, for
example a broker, usually at a discount price, for
example broker offer, mini-tender, mini odd lot offer
or third party offer.

Sale or purchase of odd-lots to/from the issuing
company, initiated either by the holder of the
security or through an offer made by the issuer.

Sale or purchase of odd-lots to/from the issuing
company, initiated either by the holder of the
security or through an offer made by the issuer.

Ordinary general meeting.

Other event, use only when no other event type
applies, for example, a new event type.

Occurs  when  securities  with  different
characteristics, for example, shares with different
entitlements to dividend or voting rights, become
identical in all respects, for example, pari-passu or
assimilation. May be scheduled in advance, for
example, shares resulting from a bonus may
become fungible after a pre-set period of time, or
may result from outside events, for example,
merger, reorganisation, issue of supplementary
tranches, etc.

Securities are redeemed in part before their
scheduled final maturity date. It is done without any

N/A

No

N/A

No

Bonds -
No
Equities
-Yes

N/A

No

Bonds -
No
Equities
-Yes

N/A

No

No

Instrument no
longer TOTV

Article 2(5)(i) -
mandatory event;
no investment
decision

No position change

Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(n)

No position change
(any consequent
action between
investor and offeror
would not be a
corporate action)

Article 2(5)(h)

Article 2(5)(n)

No position change

Case-by-case
determination

Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(h)
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Partial
Defeasance/Pre-
Funding

Pay In Kind

Place of
Incorporation

Instalment Call

Partial Redemption

With Pool Factor
Reduction

Interest Payment
with Principal

Priority Issue

Final Maturity

Redenomination

Remarketing
Agreement

Intermediate
Securities
Distribution

PDEF

PINK

PLAC

PPMT

PRED

PRII

PRIO

REDM

REDO

REMK

RHDI
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pool factor reduction. The redemption is reflected in
a debit of the face amount (FAMT).
Article 2(5)(i) -

Issuer has money set aside to redeem a portion of
an issue and the indenture states that the securities
could be called earlier than the stated maturity.

Interest payment, in any kind except cash,
distributed to holders of an interest bearing asset.

Changes in the state of incorporation for US
companies and changes in the place of
incorporation for foreign companies. Where shares
need to be registered following the incorporation
change, the holder(s) may have to elect the
registrar.

An instalment towards the purchase of equity
capital, subject to an agreement between an issuer
and a purchaser.

Securities are redeemed in part before their
scheduled final maturity date. The redemption is
reflected in a pool factor reduction. No movement
of securities occurs.

An event which consists of two components, the
decrease of the amortized value of a pool factor
security and an interest payment.

Form of open or public offer where, due to a limited
amount of securities available, priority is given to
existing shareholders.

The redemption of an entire issue outstanding of
securities, for example, bonds, preferred equity,
funds, by the issuer or its agent, for example, asset
manager, at final maturity.

Event by which the unit (currency and/or nominal)
of a security is restated, for example, nominal/par
value of security in a national currency is restated in
another currency.

Purchase and sale of remarketed preferred

equities/bonds through the negotiation of interest
rate between the issuers and the holders.

The distribution of intermediate securities that gives
the holder the right to take part in a future event.

No

No

N/A

N/A

N/A

N/A

No

No

N/A

No

No

mandatory event;
no investment
decision

Article 2(5)(i) -
mandatory event;
no investment
decision

No position change

No position change

No position change

No position change

Article 2(5)(i) -
mandatory receipt
of rights

plus

Article 2(5)(h)
Article 2(5)(i) -
mandatory event;
no investment
decision

No position change

Article 2(5)(i) - result of
pre-determined
contractual terms
Article 2(5)(i) -
mandatory event;

no investment
decision
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Rights Issue/

Subscription Rights/ RHTS

Rights Offer

Shares Premium
Dividend

Smallest Negotiable
Unit

Spin-Off

Stock Split/Change in

Nominal
Value/Subdivision

Reverse Stock
Split/Change in
Nominal Value

Trading Status:
Suspended

Tender/Acquisition/T

akeover/
Purchase Offer

Tender/Acquisition/T

akeover/
Purchase Offer

Tax Reclaim
Worthless

Withholding Tax
Relief Certification

Extraordinary or
Special General
Meeting

SHPR

SMAL

SOFF

SPLF

SPLR

SUSP

TEND
(MAND)

TEND
(CHOS/
VOLU)

TREC
WRTH

WTRC

XMET
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Article 2(5)(i) -

Offer to holders of a security to subscribe for
additional securities via the distribution of an
intermediate security. Both processes are included
in the same event.

This corporate event pays shareholders an amount
in cash issued from the shares premium reserve. It
is similar to a dividend but with different tax
implications.

Modification of the smallest negotiable unit of
shares in order to obtain a new negotiable unit.

A distribution of securities issued by another
company. The distributed securities may either be
of a newly created or of an existing company. For
example,  spin-off,  demerger, unbundling,
divestment.

Increase in a corporation's number of outstanding
equities without any change in the shareholder's
equity or the aggregate market value at the time of
the split. Equity price and nominal value are reduced
accordingly.

Decrease in a company's number of outstanding
equities without any change in the shareholder's
equity or the aggregate market value at the time of
the split. Equity price and nominal value are
increased accordingly.

Trading in the security has been suspended.

An offer made to holders by a third party, requesting
them to sell (tender) or exchange their securities
(squeeze out stage).

An offer made to holders by a third party, requesting
them to sell (tender) or exchange their securities.

Event related to tax reclaim activities.
Booking out of valueless securities.

Certification process for withholding tax reduction
or exemption based on the tax status of the holder.

Extraordinary or special general meeting.

No

N/A

N/A

No

No

No

N/A

No

Bonds -
No
Equities
-Yes

N/A
N/A

N/A

N/A

mandatory receipt
of rights

plus

Article 2(5)(h)

No position change

No position change

Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(i) -
mandatory event;
no investment
decision

No position change
Article 2(5)(i) -
mandatory event;

no investment
decision

Article 2(5)(n)

No position change
Instrument no

longer TOTV
No position change

No position change
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AML & MAR
2023 2024 2025

FCA expected to engage between Q4 2023 and Q2 2024 on
various commitments in the Economic Crime Plan 2023-

Clarification of due
diligence required
on PEPs under
MLRs 2017 in force
10 January 2024.

HM Treasury
expected to publish
response document
on future AML/CTF
supervisory regime
in Q2 2024.

i mmn

Regulations to be laid in due course on changes to
the process for implementing regulations
identifying high risk third countries.

By Q4 2024 FCA will develop a
strategy for how to address
financial crime related to ESG
issues.

Financial Stability, Operational Resilience

Operational resilience

UK

EU

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 :

ICT risk management framework

Classification of ICT-related incidents

Harmonised templates for the register of
information

Policy on ICT services performed by ICT third-

party providers EU Commission reviewing
before adopting the technical standards

Prudential & Risk

CRR3/CRDV]

112



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

EVIA

European
Venues &
Intermediaries
Association

LEBA

London
Energy
Brokers'
Association

2023 2024 2025
BRRD Daisy Chain Formal adoption of EBA work to deliver The CRR3 Member states must
amendments Regulation provisions CRR3/CRDVI package and CRR3/CRDVI mandates Regulation is to adopt and publish
consequential on on indirect publication in Official Journal ongoing. apply (with measures
LAl the Daisy Chain  subscription of expected May 2024. limited implementing the CRD
Regulation had to internal MREL eligible : ; exceptions) from VI Directive 18 months
be broughtinto  instruments within Formal adoption of the Daisy 1 January 2025. from tAhT dfa 18 of |tsd %
force by 15 resolution groups Chain Directive expected in Q2 g:t;lyy |tr:1 gs:r;ee ::urez
November 2023. apply from 2024. from the following day.
1 January 2024.
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
POTIPN (PS17/23) published Publishdraft  Statementexpected ~ Statement expected Standards (SCO60) date —1 July
MM December2023.  secondary Q22024 following publication on prudential 2025.
Implementation Z iclation i 3 f d
SDDTs — PRA fi legislation in of secondary troatert o
OFs" PRAft 2024 SDDTs - PRA plans to egislation by HM e s
Policy Statement : Treasury. P!
; consult on capital implemented by 1
([;381 5’2’ g:bzh;hed elements of the regime January 2025.
e in Q2 2024.
2023 2024 2025
x» > - > = 0 >
EBA report on EBA dto C ission reports on various The first data on the diversity
prudential finalise Guidelines on  aspects of IFD and IFR due by practices under the planned
1t of benchmarking of 26 June 2024. EBA GLs is expected to be
IFDVER ESG-related diversity practices in rePorted in 2025 with a -
assets 2024. EBA report on convergence and e date of 31 Dy
published gender-neutral remuneration 2024.
October 2023. policies expected Q2 2024.
2023 2024 2025

i mmn

HM Treasury CP on HM Treasury PRA expects to HM Treasury expected to issue
near term reforms ~ expects to bring i itin H1 feedback on ali 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

November 2023. effect nearterm  C'20/23.

reforms.

RING FENCING

REGIME

PRA review of ring-
fencing rules due by -
31 December 2023.

Legislative changes to effect the near-term reforms will
take effect as soon as Parliament approves them.
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Carbon Emissions, Green finance, ESG & Disclosures

EU SUSTAINABLE FINANCE DISCLOSURE REGULATION (SFDR)

2023 2024 2025
XD XD ED XD I
ESAs' final report Commission report on ESMA CSA on ESMA will issue final guidelines on fund
10 Commission on the SFDR expecied  gusiainability-related names following entry into force of
RTS on PAl and Q2 2024. disclosures and amendments 1o AIFMD and UCITS regimes.
EU SFDR financial produet integration of
disclosures ESAs' final reports  sustainability risks
submitted 4 expecied May 2024 completes O3 2024.
on greenwashing
December 2023. risks and supervision ESAs' annual report on
of sustainable voluntary disdosures due
fnance. 10 Seplember 2024.

UK CLIMATE-RELATED DISCLOSURES — SELL-SIDE

2023 2024 2025

s mmn

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

EU TAXONOMY REGULATION
2023 2024 2025
Ex» @@ @@ @

Cenain key performance indicatons need ESMA CSA on Certain provisions of
1o be disclosed by financial und i y-refated the amending
EU TAXONOMY subject lo Article 8 from 1 January 2024 disclosures and reguiation to the
REGULATION integration of Taxonomy Climate
Taxonomy Envirenmental Act and certain  Sustainabilly risks Delegated Act apply
provisions of the amending requistion o Completes Q3 2024. from 1 January
the T y Cimate Delegated Act 2025.

apply from 1 January 2024.

EU ANTI-GREENWASHING DIRECTIVE: AMENDMENTS TO UCPD

2023 2024 2025
e mmn
Provisional
political Formal adoption by
EU Anti- agreement on European Parliament
L ELVERLLER  the proposed and then the Council
Directive Directive was expected.
reached on 19
September 2023.

EU REGULATION OF ESG RATINGS PROVIDERS
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2023 2024 2025
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
ESG RATINGS ECON Committee 2024. publication in the Official Journal and to apply
PROVIDERS adopts report on six months later.

REGULATION the proposed
Regulationon 5
December 2023.

CORPORATE SUSTAINABILITY DUE DILIGENCE DIRECTIVE (CS3D)

2023 2024 2025
Political CS3D expected to be
agreement formally adopted in Q1

reached on the 2024.
CS3D proposal on

14 December

2023.

EU GREEN BOND REGULATION

2023 2024 2025
DD I I I
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.

UK GREEN STRATEGY

2023 2024 2025
Cea mmn
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 !'egulatory
UK GREEN was expected in finance for positive sustainable framework for ESG ratings

Autumn 2023. change in H1 2024. providers.

STRATEGY

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.

UK CLIMATE-RELATED DISCLOSURES — LISTED ISSUERS
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s mmn

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. .
sustainability

disclosure

requ‘irements (SDR)  The FCA intends to consultin 2024 on expectations for listed companies’
and investment labels  transition plan disclosures.

published 28

November 2023.

Climate-related

disclosures -
Listed Issuers

SUSTAINABILITY DISCLOSURES AND INVESTMENT LABELS

2023 2024

B mmn

Policy statement  FCA Firms can begin ~ Naming and

marketing rules FCA consultation on expanding

2025

Ongoing product and entity-
level disclosures for firms
with assets under

SUEELELTILE  (PS23/16) on consultation on greenwashmg to use product t ion of
Disclosure sustainability guidance on the rules and labels with come into force scope of sustainability disclosure
Requirements TSI anti- guidance apply apcompanying with . requirements ang in it
EUCHLVEEEIN  requirementsand  9reenwashing from 31 May disclosures from  accompanying labels expected in due course
Labels investment labels ~ "ule closes 26 2024 31 July 2024. ?)Isclost;reszfazr: 2
i ecember S
published 28 January 2024.
November 2023.
2024

2023

pevelopment mmn

FCA CP 23/20 and FCA and PRA Policy Statements on
PRA CP 18/23 on D&l expected in H2 2024
DIVERSITY IN [EPY proposals
FINANCIAL closed for
SERVICES responses on 18
December 2023.

manag 1t (AUM) of over
£50 billion apply from 2
December 2025, and from 2
December 2026, Entity-level
disclosure rules will be
extended to firms with AUM
of over £5 billion.

2025

In-scope firms will be
subject to the new D&
rules 12 months after
the publication of the
finalised policy, subject
to some limited
transitional provisions.

UK requlators finalise rules on operational resilience of critical third parties to the UK financial

sector; On 12 November, the PRA and FCA published a joint policy statement on operational
resilience for critical third parties (CTPs) in the UK financial sector, which includes their final rules for
CTPs. The overall objective of the final policy in this statement is to manage risks to the stability of, or
confidence in, the UK financial system that may arise due to a failure in, or disruption to, the services
that a CTP provides to one or more authorised persons, relevant service providers and/or financial
market infrastructure entities. The rules will take effect from 1 January 2025 but will only apply to
individual CTPs from the date their HMT CTP designations come into force. HMT has not yet made

any such CTP designations.

e Thefinal rules are largely as consulted on, though some changes have been made,

including:

o (i) additional guidance is provided on how the regulators will identify and make

recommendations of CTPs for designation, including that the regulators’
assessment of “materiality” of a service for recommending designation may refer
to the vulnerabilities listed in the FPC's macroprudential approach to operational
resilience, confirmation that firms’ in-house service providers will not be
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recommended for designation and that third party service providers subject to a
regime comparable to the UK's CTP regime (e.g., the UK National Infrastructure
Resilience Framework) are unlikely to be recommended for designation;

o (ii) the scope of CTP Fundamental Rules 1-5 has been limited to a CTP’s provision
of “systemic third party services”. CTP Fundamental Rule 6 will still apply to all
services a CTP provides.

o The narrower scope of Fundamental Rules 1-5 will be kept under review;

(iii) revisions to the incident notification requirements for CTPs; and

o (iv) all CTPs must provide the regulators with an address in the UK for service of
documents. There is no longer a requirement that the UK recipient should be a law
firm or other suitable UK-based corporate body.

e Also published are:

o (a)theregulators’ joint final Supervisory Statement SS6/24 - Operational resilience:
Critical third parties to the UK financial sector;

o (b) the BoE/PRA's final Supervisory Statement SS7/24 on Reports by skilled
persons: critical third parties;

o (c) the regulators’ joint Approach to the oversight of critical third parties. In addition,
the BoOE published this week its final statement of policy on the approach to
enforcement, which includes (at annex 4) the BoE'’s approach to enforcement
against CTPs.

e On 12 November, a memorandum of understanding between the BoE, the FCA and the PRA
was laid before Parliament. The MoU outlines how the financial regulators will co-ordinate
through a joint CTP Consultation and Coordination Forum in exercising their CTP
functions.

e Policy Statement — / Webpage — / FCA Press Release — / Joint Foreword — / BoE SoP
on enforcement — / Memorandum of Understanding —

The UN Climate Change Conference (COP29) in Baku held no shortage of ambitious
announcements, but was notable for a few fundamental improvements for VCC trading

COP29: Watershed moment for carbon markets as leaders resolve impasse over Article 6

o Clarity on authorization rules for Article 6.2
e Guidance on UN-led Article 6.4 market finalized
« Deal should boost confidence in carbon credits

Market participants hope the deal represents a turning point for voluntary carbon markets after a
lengthy period of falling demand for carbon credits. "We have unlocked one of the most complex
and technical challenges in climate diplomacy," said COP29 lead negotiator Yalchin Rafiyev.

The COP29 presidency said the deal would help create a trusted, transparent, high-integrity carbon
market. "Article 6 is hard to understand, but its impacts will be clear in our everyday lives. It means
coal plants decommissioned, wind farms built, and forests planted. It means a new wave of
investment in the developing world," Rafiyev said.

Greater clarity
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o Parties to the talks agreed to key guidance around Article 6.4, establishing a framework for
a global carbon market run by the UN, almost two weeks after adopting key standards on
carbon removals and project methodologies.

e Article 6.4 allows a company in one country to reduce emissions domestically and have
those reductions credited so that it can sell them to a different company in another
country.

e At the same time, enhanced guidance and clarity around authorization and transfer of
credits under Article 6.2 were agreed at COP29 after many years of negotiations.

e Authorization and revocation are crucial under Article 6.2 to build integrity and reliability in
the mechanism.

e '"The big step forward is around how to flag inconsistencies, how they have to be resolved,
and how that impacts use" of credits, a source actively involved in Article 6 negotiations
said.

e Article 6.2 sets out a system of national accounting for greenhouse gas emissions, with
common principles that countries can adopt to allow cross-border exchanges of credits.

e Countries can adopt credits, known as Internationally Transferred Mitigation Outcomes or
ITMOs, under Article 6.2.

o Negotiators acknowledged the guidance might not be perfect but represented a positive
step towards transparency and accountability in a market lacking confidence.

e "Countries now can accelerate climate action, leverage proven methodologies for
monitoring, reporting and verification (MRV) and mobilize private-sector finance to meet
and exceed Nationally Determined Contributions," said Mandy Rambharos, CEO of carbon
registry Verra.

o Verra, the world's largest carbon registry, was "encouraged by this decision and believes it
will open avenues for governments to engage with established crediting programs,
optimize climate finance, and create meaningful impact,' Rambharos said.

Under duress

e The voluntary carbon market has endured two turbulent years, with press and academia
drawing attention to poor quality projects, resulting in low liquidity and a steep fall in
carbon credit prices.

e Sebastien Cross, co-founder and chief innovation officer at carbon ratings agency BeZero
Carbon, said the COP29 deal was "built on stronger foundations” and should result in a
more efficient and transparent carbon market.

o "Of course, further steps will need to be taken to implement Article 6 effectively...but with
proper implementation, Article 6 will unlock billions in capital flows, a large part of which
will go toward developing nations, bringing benefits above and beyond decarbonization," he
said.

e Renewable energy consultancy Veyt said agreement may not immediately reignite interest
in the voluntary carbon market, but it would reverse the recent sharp downward trend.

e "Article 6 does not create a global carbon market, but it does set a credible and transparent
architecture for global carbon trading, which is a necessary precursor to channelling
climate finance towards low-carbon projects and unlocking more ambitious national
targets,” analysts at Veyt said Nov. 25.

118


https://www.spglobal.com/commodityinsights/en/market-insights/latest-news/energy-transition/112124-cop29-negotiators-edge-closer-to-outcome-on-article-6-sources

European London
Venues & Energy
Intermediaries Brokers'
Association Association

Not everyone was so positive. Carbon Market Watch, a non-profit climate policy
organization, said the deal "risks facilitating cowboy carbon markets at a time when the
world needs a sheriff."

e "It seems countries were more willing to adopt insufficient rules and deal with the
consequences later, rather than prevent those consequences in the first place,” said Isa
Mulder, policy expert at Carbon Market Watch.

e The Platts Nature-based Avoidance price, reflecting the most competitive internationally
fungible carbon credits issued by nature-based projects such as REDD+ projects, is
starting to rise after it reached a record low earlier this year.

e The price was assessed at $4.35/mtC0O2e on Nov. 22, a slight recovery from a record low

of $2.70/mtC0O2e in February, according to S&P Global Commaodity Insights data. Platts

Nature-Based Avoidance prices averaged $6.23/mtC02e and $13.14/mtC0O2e in 2023 and

2022, respectively.

IOSCO announces voluntary carbon market standards; The International Organization of Securities
Commissions has released standards for trading credits in voluntary carbon markets, aiming to
enhance financial integrity and transparency. The guidelines, introduced at COP29, include 217 best
practices for market structure and conduct. I0SCO also announced a partnership with the World
Bank to help countries develop carbon markets.

1. Aims to align carbon markets with other major financial markets
2. Primary and secondary carbon markets within regulatory scope
3. Measures to tackle greenwashing could be regulated

The International Organization of Securities Commissions has published a report with guidelines
for global voluntary carbon markets, covering regulatory oversight, primary and secondary trading
activities, and the use of carbon credits for decarbonization claims.

e The report underscores growing involvement by a variety of oversight bodies from
traditional financial markets and commodities trading in the carbon space as carbon
markets evolve around the world.

¢ While the extent of regulation, and self-regulation, needed for carbon markets has been
widely debated, the amount of oversight has increased due to the growing importance of
carbon markets, interest from new investors and the evolution of carbon credits as a
tradeable instrument.

e |0OSCO said the recommendations are aimed at developing market structures and ensuring
integrity in VCMSs, in line with existing frameworks in other major financial markets to boost
investor confidence.

e Thereportis targeted at regulators and authorities with carbon credit markets in their
jurisdictions, trading platforms facilitating listing and trading of carbon products, and other
entities involved in the trading of these credits.

e 'The Good Practices address transparency, liquidity, and price discovery, as well as
potential fraud or greenwashing, based on I0SCO's objectives of investor protection, fair,
efficient, and transparent markets, and reducing systemic risk," the report said.

e |0SCO said the recommended practices have been drawn from its existing market
guidelines such as Principles for Securities Regulation, Principles for the Regulation and
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Supervision of Commodities Derivatives Markets (Commodity Derivatives Principles) and
Principles for Price Reporting Agencies.

Good practices; On the regulatory side, I0OSCO said authorities could consider ways to
provide clarity around the legal and regulatory treatment of carbon credits, and things like
issuance, trading, and retirement of carbon credits.

IOSCO said there is a need to improve the understanding of the benefits and risks of
trading in VCMs, and how existing regulatory frameworks may, or may not, apply. It said
authorities could consider engaging with carbon crediting programs, spot market trading
platforms, derivatives exchanges, carbon credit rating agencies, and stakeholders "to
standardize a taxonomy of carbon credit attributes, strengthen verification methodologies,
and streamline verification processes."

On transparency, besides comprehensive disclosures on project development, verification
and accounting of emissions reductions and removals, and MRV or monitoring, reporting,
and verification, I0OSCO said "transparency of contracts and pricing in the primary market
could also be encouraged.”

As is the case for Price Reporting Agencies or for custodians in asset management, there
may be a need for "registries to have effective oversight mechanisms, which could include
regular audits and/or reviews by independent third parties," it suggested.

Market oversight; With respect to secondary trading of carbon credits, I0OSCO said the
broader market would benefit if there was proper disclosure of "relevant data regarding
trading, including, but not limited to, pre- and post-trade price transparency, trading volume,
bid-ask spreads, and deliveries of carbon credits.'

These disclosures, including for platforms that deal in carbon market derivatives, should
broadly be aligned with existing requirements in other financial markets, it said. The report
said respondents to its consultation were of the view that carbon registries should remain
separated from trading and pricing and disclose information relating to their core functions
of recordkeeping and validation.

IOSCO suggested there should be mechanisms in place to deal with market manipulation,
fraud and price distortion, including practices such as false or misleading statements
regarding the attributes of carbon credits. One challenge associated with any use of
carbon credits is the appropriate disclosure of that use, including the retirement of those
credits, and dealing with greenwashing, the report said. I0SCO said regulators could
consider "encouraging or requiring disclosures regarding an entity's use of carbon credits
to achieve any net GHG emission targets.”

IOSCO marks COP29 by releasing its Final Report on promoting the financial integrity and orderly

functioning of the Voluntary Carbon Markets (VCMs). I0OSCO’s work on carbon markets spans three

years, during which it has published recommendations for Compliance Carbon Markets (CCMs), with
a particular focus on Emissions Trading Schemes (ETSSs).

Today’s Final Report on Voluntary Carbon Markets outlines a comprehensive set of 21
Good Practices aimed at ensuring financial integrity in VCMs, which could be applicable
across all carbon credit markets.

In addition, I0OSCO and the World Bank have today published a policy note outlining high
level elements for promoting financial integrity in carbon markets generally, using the
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occasion to announce a new partnership in 2025. Building on I0OSCO’s Good Practices and
today’s joint publication, IOSCO and the World Bank will work hand in hand to assist those
jurisdictions looking to establish and enhance carbon markets in their countries.
Presenting the Final Report at COP29, Jean-Paul Servais, Chair of the IOSCO Board and
Chairman of the Belgian Financial Services and Markets Authority (FSMA) said: “Today’s
report is the result of meaningful engagement with a diverse range of stakeholders, from 1
regulators to market participants and beyond. Their insights have been invaluable in
shaping our work on voluntary carbon markets over the past three years with a view to
promote financial integrity in voluntary carbon markets.”

Chair Servais further emphasized the importance of a collaborative approach when it
comes to bringing financial integrity to carbon markets. “Our partnership with the World
Bank will empower jurisdictions worldwide in their efforts to establish robust, transparent,
and effective carbon markets”, he said. “Growing Voluntary Carbon Markets could contribute
much more to financing investments in mitigating climate change,” said Jean Pesme, World
Bank Director, Finance. “We look forward to working with I0SCO to support countries in
implementing the guidelines in the policy note published today, which will help ensure carbon
markets function with financial integrity, under sound regulation and supervision, and with
built-in safeguards against fraud.”

IOSCO’s 21 Good Practices will support sound market structures and enhance financial integrity in
VCMs, facilitating orderly and transparent trading of carbon credits. IOSCO'’s 21 Good Practices
have three overarching objectives:

w N

To support the establishment of sound market structures and appropriate architecture for
custody, trading, and settlement. To promote transparency to foster information symmetry
and ensure orderly and fair trading; and To advocate for adequate market conduct and
behaviour — to prevent fraud, market abuse, insider dealing and scams.

Rodrigo Buenaventura, Chair of IOSCQO's Sustainable Finance Task Force (STF) and
Chairman of the Spain CNMV, said: “Financial and market integrity is an essential component
to the sound functioning of carbon markets. Today's Good Practices seek to be both practical
and effective in fostering transparency, trust and integrity in voluntary carbon markets.”

The 21 Good Practices address five key principles of traditional financial market regulation,
offering guidance for jurisdictions and market participants in developing and operating
voluntary carbon markets:

Clear and effective regulatory frameworks that provide legal certainty and proportional
oversight;

Enhanced transparency in carbon credit creation, trading and use;

Strong governance standards, risk management frameworks, and policies to address
conflicts of interest within the carbon credit ecosystem;

Comprehensive market surveillance to detect and prevent fraud, abuse, and disruptive
behaviours, and,

Open, fair, and accessible trading for all participants, and standardization to boost market
liquidity.

Verena Ross, co-Chair of IOSCQ’s STF Carbon Markets Workstream and Chair of the
European Securities and Markets Authority (ESMA), said: “Establishing financial integrity and

121



European London
Venues & Energy
Intermediaries Brokers'
Association Association

transparency within voluntary carbon markets is crucial for their credibility and impact. Our
Good Practices build on the experience of securities markets regulators with the aim to
empower market participants to engage confidently in this important sector in the future.

e Rostin Behnam, I0OSCO Vice-Chairman and co-Chair of the STF Carbon Markets
Workstream, and Chairman of the U.S. Commodity Futures Trading Commission (U.S. CFTC),
said: "We developed the Good Practices in this report to create a roadmap for regulatory
alignment, financial market integrity, and transparency. If taken onboard by regulators,
relevant authorities, and market participants, these Good Practices can help to further
enhance the utility of voluntary carbon markets while reflecting foundational characteristics
of well-established and sound financial markets.”

What happened at COP29? A summary for investors; The Finance and Energy/Peace, Relief and
Recovery Days saw a flurry of activity from investors and other non-state actors in Baku, even as
uncertainty remained around the New Collective Quantified Goal on climate finance which must be
agreed at COP29.

e With the deadline for updated national climate action plans fast approaching (February
2025), countries including the United Arab Emirates (UAE) and the United Kingdom (UK)
have been first movers in announcing targets to reduce emissions by 47% by 2035 and
81% by 2035 respectively.

e Timely progress, with the Global Carbon Project reporting that carbon dioxide emissions
had risen in 2024 by 0.8% from last year and scientists finding that it is "virtually certain"
that 2024 will be the warmest year on record, breaching the 1.5°C threshold set by the
Paris Agreement. Tune in next month for a deeper dive on COP29 developments, including
a look at impacts on global carbon markets.

e Some 65,000 attendees welcomed an official day of rest on 17 November after a packed
first week. Rumours in Baku Stadium centred on the progress of the COP29 Finance text,
which Carbon Brief reported has reduced from 33 to 25 pages. Many brackets, however,
signal slow progress in overcoming disagreements and a challenging week ahead for
negotiators.

e Several world leaders did not attend, including US President Biden, French President
Macron, and the EU’s Ursula von der Leyen, though other countries did announce new
climate plans. The UK, Brazil and the United Arab Emirates shared updated Nationally
Determined Contributions (NDCs) at the conference, setting a standard for other nations to
follow.

e "This statement of intent signals UK leadership on climate and offers a valuable
opportunity to attract clean energy investments, spur clean growth, and strengthen
investor confidence in the country’s climate trajectory.”

e The UK plans to cut 81% of greenhouse gas emissions by 2035, relative to 1990 levels,
while Brazil pledged to cut emissions 59-67% by the same year, relative to 2005. The United
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Arab Emirates, host to last year's COP28, announced its plan to reduce 47% of its
emissions by 2035, relative to a notably higher baseline of 2019.

e Reacting to the UK announcement, Stephanie Pfeifer, CEO of IIGCC said: “This statement of
intent signals UK leadership on climate and offers a valuable opportunity to attract clean
energy investments, spur clean growth, and strengthen investor confidence in the country’s
climate trajectory.”

¢ Anunavoidable investment case; In the real economy COP’, our delegation was on the
ground to discuss how best to increase investment in emerging markets, the need for
more investable NDCs including National Adaptation Plans, and the challenges of
decarbonising the built environment.

e This included co-hosting an event with the Atlantic Council, which convened financial
institutions and climate finance negotiators in an informal discussion, sharing mutual
needs to inform the negotiations. Moderated by Valentina Ramirez, IIGCC Head of Climate
Strategy Implementation, investors emphasised the need for industrial policies that
incentivise investments in climate solutions, encouraging negotiators to complement their
approach to the NCQG to foster stronger engagement with private finance actors. ‘I can tell
you how to talk to the trees, talk to the water. You can connect with Indigenous
communities...Businesses have to invest in people”

e Onday two, a panel with the Marrakech Partnership for Global Climate Action to
strengthen impactful collaboration between public and private actors to deliver climate
finance at scale, particularly in developing countries. The event was convened by the
COP29 Presidency with an opening keynote from Nigar Arpadarai, the Azerbaijani Climate
Change High-level Champion.

e Arianna Griffa, IGCC Senior Policy Manager, moderated a panel with Rowan Douglas, CEO
of Climate Risk and Resilience at Howden; Raquel Moses, CEO of the Caribbean Climate
Smart Accelerator; and Juan Carlos Jintiach, Executive Secretary of the Global Alliance of
Territorial Communities.

e Juan Carlos, a member of the Shuar Indigenous group in the Amazon Rainforest of
Ecuador who was shortlisted for the Nobel Peace Prize, explained to the audience: “I can
tell you how to talk to the trees, talk to the water. You can connect with Indigenous
communities...Businesses have to invest in people.”

e Attracting investment; On Friday, an official side event featuring discussions with IGCC
members, other international investors and government officials. The event began with a
reminder that 650 investors, representing more than USD33 trillion in assets under
management, signed their support for the 2024 Global Investor Statement on the Climate
Crisis.

e Matias Cardomingo, General Coordinator for Social and Environmental Impact Analysis for
the Ministry of Finance in Brazil, delivered the opening remarks. He outlined the country’s
new climate and ecological transformation investment platform, named BIP, which,
alongside a suite of supportive green policies, can help to attract investments for the
transition.

e This was followed by a panel discussion on policy action to unlock investments for a net
zero and resilient economy, moderated by Arianna Griffa.

e The panel featured insights from Erich Cripton, Director of Business Relations at the Caisse
de Dépot et Placement du Québec (CDPQ); Natalie Sinha, Head of Sustainability,
Infrastructure Investing at UBS; and Hidehiko Sogano, Director and Managing Executive
Officer at Dai-ichi Life Holdings in Japan. Discussions reiterated the need for clear sectoral
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pathways to support hard-to-abate sectors, underscored by an appetite from private
finance to do more.

We shared new climate solutions guidance for renewable energy infrastructure, which
aims to support the COP28 target of tripling renewable energy capacity by 2030.

A second panel explored how investor action is accelerating the transition to the net zero
economy. It was moderated by Nicolette Bartlett, Chief Impact Officer at CDP with
panellists Jan Kaeraa Rasmussen, Head of ESG and Sustainability at PensionDanmark;
Peter van der Werf, Head of Active Ownership and Executive Director at Robeco; and Nana
Li, Head of Sustainability and Stewardship, Asia Pacific at Impax Investment Management.
Peter shared Robeco's “traffic light system” to assess company and country sustainability
maturity and referenced our paper, making NDCs investable, while Nana Li shared new
research from Impax IM which supports investment in developing markets.

Taking action; Elsewhere, Valentina spoke on a panel focused on de-risking private climate
finance, hosted by the Danish Industry, and a panel on the increasing role of pull finance to
de-risk investments in emerging markets, hosted by KPMG in the Canada Pavilion.
Valentina also moderated a panel on driving innovative approaches to incentivise climate
resilience investment, before joining a panel to discuss real economy standards to deliver
an equitable net zero future, outlining lessons from the Net Zero Investment Framework.
Hugh Garnett, Senior Programme Manager, Real Assets, spoke in an official UNFCCC
implementation lab focused on how best to enhance ambition for energy policy. He shared
our new climate solutions guidance for renewable energy infrastructure, which aims to
support the COP28 target of tripling renewable energy capacity by 2030.

This came alongside a panel where Hugh discussed investing in innovative solutions to
decarbonise the built environment, highlighting the challenge of measuring energy
efficiency.

Overall, despite the uncertainty around headline negotiations across finance, mitigation
and adaptation, one thing is clear: investors made their voices heard and are taking action.
Now, all eyes are on the final week of negotiations.

Nature takes centre stage globally with COP16

What: COP16, held in Cali, Colombia in late October, focused on the implementation of the
Kunming-Montreal Global Biodiversity Framework (GBF). This framework aims to halt and
reverse global biodiversity decline by 2030, with the ambitious "30 x 30" goal to conserve
30% of the world's land and oceans. Whilst this COP16 was a critical summit given just 6
years remains to achieve this goal, its outcomes were mixed, with progress on some fronts
but challenges remaining.

Key details:

Party pledges: Only 44 out of 196 countries provided updated national biodiversity
strategies and action plans (NBSAPs). Additionally, 119 parties set national targets, but
these submissions are goals without details on how to achieve them.

Finance: Negotiations on the creation of a new fund to help mobilise $200 Billion per year
for biodiversity stalled, delaying momentum until the next COP. However, seven countries
pledged an additional $163 million for the interim GBF fund.
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o Biodiversity Credit Markets: The International Advisory Panel on Biodiversity Credits
published its Framework for high integrity biodiversity markets which aims to define, guide
and encourage the development of high integrity credits and credit markets.

o Digital Genetic Information: There was agreement on a multilateral mechanism, including a
global fund, to share the benefits from uses of digital sequence information on genetic
resources (DSI) more fairly and equitably.

e Indigenous Peoples and Local Communities: Parties adopted a new Programme of Work
related to indigenous peoples and local communities, embedding their rights and
traditional knowledge in the global agenda. They also agreed to establish a new permanent
subsidiary body to enhance engagement in all convention processes.

Beyond the COPs, a key event to watch is the upcoming fifth and final round of negotiations on the
international plastic pollution treaty. This event (INC-5) will take place from 25 November to 1
December in Busan, Republic of Korea. This month, the INC-5's Chair released the third iteration of
the “non-paper”, a document that will serve as the basis for negotiations. There has been strong
engagement in the process including from the private sector where CEOs from the likes of
Danone, PepsiCo, and Unilever, have called on heads of state to agree on a legally binding treaty,
stating “it is clear that voluntary efforts alone are not enough to address plastic pollution at scale”.

Of course, the big red elephant in the room, is the outcome of the U.S. elections this month
resulting in sweeping wins for the Republican party, winning the Presidency, the Senate and the
House of Representatives. This combined with a strongly conservative Supreme Court bench is
likely to have an impact on the global sustainability agenda. However, we expect this will likely to
be an adjustment to the sails rather than a complete change of course. Whilst the new guard may
slowdown the rule-making machinery at a federal level and remove phasing down of fossil fuels
from the political agenda, the overarching direction of travel on the transition is unlikely to be
reversed, not least because Republican red states such as Texas have been the biggest
beneficiaries of the Inflation Reduction Act and no new government, regardless of hue, will want to
stifle this momentum.

EUROPEAN DEVELOPMENTS

1. EU Parliament's vote delays and weakens Deforestation Regulation; On 74 November, the
European Parliament voted to postpone the implementation of the EU Deforestation Regulation
(EUDR) by one year, a move that extends the compliance deadlines for operators and traders. This
decision pushes the obligation for medium and large companies to 30 December 2025 and for micro-
and small enterprises to 30 June 2026. This adjustment comes after concerns were expressed by EU
member states, non-EU countries, and various operators about their ability to meet the original
deadlines set for the end of 2024.

e Additionally, among the various amendments adopted, the Parliament has proposed the
establishment of a new “no risk” category for countries with stable or increasing forest
areas, alongside the existing “low”, “standard”, and “high” risk categories. A country
benchmarking system is expected to be finalised by the Commission by 30 June 2025.

e The delay, along with the introduction of the “no risk” category, is seen by some as a
watering down of the Regulation, potentially undermining the urgency in addressing

deforestation. Moreover, it raises concerns about the dilution of the Regulation's initial
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objectives and has attracted criticism from business circles relating to the uncertainty and
confusion on implementation.

o Next steps: The final text must be endorsed by both the Council and Parliament and
published in the EU Official Journal to become law. This development signals a significant
shift in the EU's approach to combating global deforestation, emphasizing a more gradual
implementation of the Regulation.

2. EU Council adopts regulation of ESG rating activities; On 79 November, the European Council
adopted a new regulation on the transparency and integrity of Environmental, Social and Governance
(ESG) rating activities. This follows the European Parliament and Council reaching provisional political
agreement on the regulation in February and the Parliament voting to adopt the regulation in April
2024. Some of the notable elements of the regulation:

o ESG rating providers established in the EU will need to be authorised and supervised by the
European Securities and Markets Authority (ESMA);

o they will have to comply with transparency requirements, in particular with regard to their
methodology and sources of information;

o ESG rating providers established outside the EU that wish to operate in the EU, will need to
obtain an endorsement of their ESG ratings by an EU authorised ESG rating provider, a
recognition based on a quantitative criterion, or be included in the EU registry of ESG rating
providers on the basis of an equivalence decision; and

e the regulation introduces as a principle a separation of business and activities in order to
prevent conflicts of interest.

e The text reflects the agreement made in February, further details of the content of the
regulation can be found in our insights article here.

o Next steps: Once the regulation is published in the Official Journal it will enter into force
after twenty days. The new rules will apply 18 months after entry into force.

3. European Commission publishes new FAQs under Article 8 of the Taxonomy Regulation; On 8
November, a new Commission Notice was published in the Official Journal, which provides the
Commission's views on the interpretation and implementation of certain aspects of the Disclosures
Delegated Act made under Article 8(4) of the EU's Taxonomy Reqgulation. The Disclosures Delegated
Act deals with the reporting of Taxonomy-eligible and Taxonomy-aligned economic activities and
assets.

e The purpose of the Notice is to provide further guidance through the Frequently Asked
Questions (FAQs) on the reporting of their key performance indicators under the
Disclosures Delegated Act. The answers given in the Notice:

o clarify the rules already contained in the applicable legislation,

o neither extend the rights and obligations deriving from such legislation, nor introduce any
additional requirements for the operators and competent authorities; and

e are merely intended to help financial undertakings implement the relevant legal rules.
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4. ICMA updates its Guidance Handbook for the sustainable bond principles; In November, ICMA
published an updated version of the Guidance Handbook for the sustainable bond principles (SLBPs).
This updated edition includes three new questions related to the Sustainability-Linked Bonds (SLBS):

how to treat SLBs within the scope of sustainable finance disclosure and labelling systems;
whether an SLB ought to align with updates corporate-level sustainability strategic
objectives and disclosure; and

guidance on KPlIs selection to successfully assert alignment with SLBPs.

UK DEVELOPMENTS

1. Mansion House speech sets out a vision for its sustainable finance framework; On 74 November,
the Chancellor set out in a speech at Mansion House the government's vision to grow and enhance
the competitiveness of the UK's financial services sector, including on delivering the foundations of a
robust sustainable finance framework. Key elements announced as part of the foundations of the
sustainable finance framework include:

Publishing a consultation to gather views on the value case for launching a UK Green
Taxonomy as part of a wider sustainable finance framework (see our consultation section
for more detail);

Announcing the intention to consult on streamlined sustainability disclosures for
economically significant companies;

Consulting in the first half of 2025 on how best to take forward the manifesto commitment
on transition plans;

Publishing a consultation response and draft legislation to bring ESG ratings providers into
regulation (see our consultation section for more detail);

delivering one of the key recommendations from the recently published Transition Finance
Market Review by co-launching the Transition Finance Council with the City of London
Corporation; and

launching a set of integrity principles for voluntary carbon and nature markets on 15
November at COP29 ahead of a consultation in 2025.

2. FCA publishes SDR investment label pre-contractual disclosure examples; On 7 November, the
FCA published an illustrative guide to its Sustainability Disclosure Requirements (SDR) and
investment labels regime, which enters into force on 2 December 2024. The rules apply to UK asset
managers and cover the naming and marketing rules regarding the use of certain sustainability
related terms in product names and marketing materials. See our client note on the SDR regime here.

The FCA has set out a series of examples of good and poor practice across a selection of
labels. The examples given (which are based on the FCA's experience of applications to
date) are non-exhaustive but are intended to aid applicants as they prepare their
documentation.
Among the examples of poor disclosure practices, which the FCA has determined do not
meet the SDR requirements are the following:

o disclosing an asset selection process that does not link to a product’s specified

sustainability objective and aim;
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o Wwhere the disclosed approach to asset selection fails to include an explanation and
evidence as to why the scoring or threshold is appropriate for defining
sustainability; and

o failing to disclose, where applicable, that a manager has an override for asset
selection.

e For a Sustainability Improvers label:

o failing to disclose the types of evidence which the manager relies on in order to
satisfy itself that assets have the potential to meet the robust, evidence-based
standard;

o where short and medium-term targets are either missing or inconsistent with the
long-term horizon over which assets are expected to meet the standard of
sustainability.

MIDDLE EAST AND AFRICA DEVELOPMENTS

1. Jordan introduces new electricity law; On 9 November, the Jordanian Cabinet approved the
validating reasons for a new permanent electricity law, which is set to replace the temporary General
Electricity Law of 2002 with a new regulatory framework. Amongst other things, the new law intends
to encourage investment in electricity storage and green hydrogen projects, forming part of the
Kingdom’s broader Economic Modernisation Vision.

e Investors will be allowed to construct and operate autonomous power generation and
storage stations under a public-private partnership model;

o the law encourages self-production and distribution of electricity independent of the
national grid; and

e licensed entities involved in the transmission, generation and/or distribution of electricity
will also be authorised to establish and operate power storage stations for the first time.

e This represents a significant shift in the Jordanian energy sector, encouraging private
investment and diversification focused on green energy sources. We expect the
government to continue in its efforts, both internationally and domestically, to become a
regional hub for renewable energy production.

2. Saudi Arabia introduces voluntary carbon market exchange to finance decarbonisation; On 73
November, Saudi Arabia launched a voluntary carbon credit exchange whilst at the UN Climate
Change Conference (COP29) in Baku. This comes as countries at the ongoing COP29 agreed on two
carbon credit quality standards which will be crucial to the establishment of a UN-backed
international carbon market.

e The platform is managed by the Regional Voluntary Carbon Market Company (RVCMC),
backed by Saudi Arabia’s sovereign wealth fund and the Saudi Tadawul Group. The launch
involved an auction of 2.5 million carbon credits, certified by Vera, Gold Standard and Puro.
Earth, covering 17 projects dating from 2020 onwards. 22 Saudi and international
companies registered to buy the credits.

e Trading on the platform will channel funds into critical climate projects across the Global
South, helping to bridge the climate finance gap and support Saudi Arabia’s goal to reach
net zero by 2060.
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o Despite remaining the world's largest exporter of oil, this represents another milestone in
Saudi Arabia’s Vision 2030 plan to diversify its economy away from oil dependency and
encourage sustainable development. However, the voluntary carbon market has recently
faced criticisms regarding the low quality of underlying projects and potential
greenwashing, which may continue to have an impact on liquidity.

AMERICAS DEVELOPMENTS

1. Brazil's Securities and Exchange Commission issues mandatory sustainability disclosure
standards; On 29 October, the Securities and Exchange Commission (CVM) published CVM
Resolutions 217, 218 and 219, officially approving mandatory sustainability disclosure standards
based on the global International Sustainability Standards Board (ISSB) standards. Brazil was the first
country to adopt the ISSB disclosure standards with the publication of CVM Resolution No. 193 in
October 2023. Since then, the Brazilian Committee for Sustainability Pronouncement (CBPS) has
finalised the Technical Pronouncement CBPS No. 07 and No. 02, which effectively translated and
adapted the ISSB to the Brazilian context.

e CVM Resolution 217: Technical Pronouncement CBPS No. 01 — General Requirements for
Disclosure of Financial Information related to Sustainability, issued by the CBPS, mandatory
for publicly-held companies.

e CVM Resolution 218: makes Technical Pronouncement CBPS No. 02 — Climate-Related
Disclosures, issued by the CBPS, mandatory for publicly-held companies.

e CVM Resolution 219: amends art. 5 of CVM Resolution 193 to define new deadlines for
submitting financial information related to sustainability in fiscal years of voluntary
adoption.

e Theregulations came into effect on 1 November 2024 and applying to fiscal years
beginning on or after 1 January 2026. Early adoption of CVM Resolutions 217 and 218 is
permitted, however entities will need to adhere to certain provisions and apply both
disclosure standards at the same time.

APAC DEVELOPMENTS

1. Australian Government publishes Al and ESG Guidance; On 27 October, the Government
published Al and ESG guidance, which emphasises the ways in which Al can help accelerate ESG
goals by increasing resource efficiency, monitoring environmental impacts and improving labour
conditions by streamlining mundane tasks. However, it also warns of, and provides guidance on, the
ESG risks inherent in Al, such as bias, privacy loss, fraud and job displacement. This guidance builds
on a voluntary standard on safe and responsible use and innovation with Al published by the
Australian Government in September 2024.

o To assist businesses in complying with the voluntary standard, the Australian Government
has introduced the Al Impact Navigator, which allows companies to measure the impact of
their Al use. This tool sets out a framework with four main dimensions and five indicators
each, allowing companies to evaluate their Al applications' ESG impact on a scale from
‘poor’ to ‘excellent’.

Round-up of other ESG regulatory and policy updates from around the globe:
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Global: I0SCO published a report on transition plans, with a view to understanding how transition
plans can support its aims of investor protection and market integrity.

e Global: The Impact Disclosure Taskforce released voluntary guidelines to help companies
and sovereign entities measure and disclose progress on UN Sustainable Development
Goals.

e Global: The FSB has issued its 2024 progress report on achieving consistent climate-
related disclosures, highlighting significant progress in implementing ISSB disclosure
standards.

e Global: The IPSASB has published the inaugural Sustainability Reporting Standards,
Exposure Draft (SRS ED) 1, Climate-related Disclosures for public sector entities.

e Global: The CDP and EFRAG announced that they have achieved a high degree of
interoperability between CDP's disclosure platform and the EU’s ESRS.

e Europe: The European Commission has published its FAQs on the CSRD in the Official
Journal. The FAQs were first published in August of this year, see September ESG View for
further details.

e Europe: The ESMA has issued its annual European Common Enforcement Priorities (ECEP)
Statement for 2024 corporate reporting.

o Europe: EFRAG has published draft guidance for transition planning.

o Europe: EIOPA announced the release of a new report, recommending to the European
Commission to implement additional capital requirements for fossil fuel assets on
European insurers’ balance sheets, to address the asset’s high exposure to transition risks.

e China: Chinese stock exchanges publish sustainability disclosure guidelines for
consultation which closed on 21 November.

o Singapore: The CFA Institute, the global association of investment professionals, and CFA
Society Singapore, launched the voluntary Diversity, Equity, and Inclusion Code for the
Investment Profession in Singapore.

On 30 October, Los Angeles County sued PepsiCo and Coca-Cola over plastic pollution, alleging
they misrepresented the recyclability of plastic containers and failed to disclose environmental
and health risks. The lawsuit seeks injunctive relief, consumer compensation, and civil penalties.
Meanwhile on the East Coast, on 31 October, the New York Supreme Court dismissed a similar
case against PepsiCo, finding that it could not be held liable for the littering of its plastic products.

In the last month, the German Government has faced legal challenges on two fronts: climate and
nature. On 1 November, Environmental Action Germany (Deutsche Umwelthilfe, DUH) filed a
lawsuit challenging Germany’s “inadequate” National Energy and Climate Plan (NECP). On 23
October, BUND (Friends of the Earth Germany) filed a constitutional complaint seeking a
declaration that the lack of a coherent scheme for the protection of biodiversity infringes on

fundamental rights.

Two key oil and gas cases progressed in UK courts this month, including: Oceana UK was given
permission for a judicial review challenge to the government’s decision to award fossil fuel
exploration licences in UK waters (case is to be heard in early 2025) and legal challenges to the
Rosebank oil fields was heard in Scotland against field owners Equinor and Ithaca Energy.
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1. Hague Court of Appeal Judgment — Milieudefensie vs. ShellOn 77 November, the Hague Court of
Appeal overturned the District Court's judgment which ordered Royal Dutch Shell (RDS) to reduce

CO2 emissions by 45% net by the end of 2030 through the corporate policy of the Shell group, relative
to the 2079 levels.

Milieudefensie (Friends of the Earth Netherlands) had brought the case and argued that
given the Paris Agreement’s goals and the scientific evidence regarding the dangers of
climate change, Shell has a duty of care to take action to reduce its greenhouse gas
emissions. Plaintiffs base this duty of care argument on the Dutch Civil Code and the
European Convention on Human Rights (ECHR).

The Court of Appeal ruled that Shell has an obligation to limit its CO2 emissions to protect
citizens from dangerous climate change. This obligation stems from the human right to
protection against climate change, indirectly influencing the duty of care for companies like
Shell. However, the court could not establish a specific reduction percentage that Shell
must adhere to, citing insufficient consensus in climate science. The court also found that
requiring Shell to reduce emissions from the consumption of its products (scope 3) would
be ineffective as other companies might take over this trade.

Notwithstanding the setback, the ruling acknowledges that large corporations can be
obliged to combat climate change and that protection against dangerous climate change
is a human right. We are expecting an appeal for cassation by the Supreme Court of the
Netherlands due to the impact and importance of this case.

2. SEC fines Invesco Advisors for misleading statements about integration of ESG factors in
investment decisions; On 8 November, the U.S. Securities and Exchange Commission (SEC) charged
Invesco Advisers, Inc. for making misleading statements about the percentage of company-wide
assets under management that integrated ESG factors in investment decisions, therefore violating
the Investment Advisers Act of 1940. A settlement was agreed, with Invesco agreeing to pay a S17.5
million civil penalty.

According to the SEC's Order, between 2020-2022, Invesco told clients and stated in
marketing materials that between 70% and 94% of its parent company’s assets under
management were “ESG integrated.” The SEC found that these percentages were
misleading because they counted passive ETFs as ESG integrated, where many of these
ETFs could not consider ESG factors because they did not follow an ESG-related index. The
SEC also found that, Invesco had no comprehensive set of written policies and defining
ESG integration.

Notably, the regulator found that there was “wilful” violation of the law, which does not
require intent or knowledge of the violation, but instead can rely on negligence. The order
highlights factual circumstances that lead to this conclusion, including that certain
employees recognised the potential issue arising from counting all ETFs as ESG integrated
and raised concerns regarding the classifications, the internal framework for ESG
integration evolved over the period without policies and procedures in place, and there was
inconsistency around the justification for the integration of passive ETFs between internal
positions and public statements made.

131


https://sites-simmons-simmons.vuturevx.com/e/qh0qmb467zrrf2q/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0
https://sites-simmons-simmons.vuturevx.com/e/ucsrdbuqvzd2g/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0
https://sites-simmons-simmons.vuturevx.com/e/dbuuzods7lw54q/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0

European London
FVIA = A=

Intermediaries Brokers'

Association Association

3. Court of Appeal rules in favour of Nigerian communities over alleged pollution by Shell; 77
October, the UK Court of Appeal allowed an appeal by 13,000 members of the Bille and Ogale
communities in Nigeria in their claim against Shell related to an oil spill, allegedly caused by Shell
plc’s Nigerian subsidiary. Subject to any appeal of this ruling by Shell to the UK's Supreme Court, the
claim will now proceed to trial.

e The Court of Appeal’s ruling overturned a previous decision of the UK High Court in March
2024 which required that each of the 13,000 claimants to prove which specific oil spill or
leak caused what environmental damage at the start of the case, before any expert
evidence or disclosure had been ordered. The claimants successfully argued to the Court
of Appeal that this imposed an impossibly high burden on claimants at the start of
proceedings, when they had not yet had access to important Shell documents.

e With this latest hurdle cleared, it is now more likely that the English Court will be asked to
rule on the issue of whether UK-based parent companies can be held liable for the actions
of their subsidiaries. If so, this will create significant pressure on multinationals to manage
risks effectively across their corporate groups and supply chains. A failure to mitigate
these risks could therefore create legal liability for multinational parent companies, result in
litigation, and cause significant harm to the reputation and brand of the wider corporate

group.

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.

1. TNFD consults on nature transition planning and a roadmap for decision-useful data ; In
October, the Taskforce on Nature-related Financial Disclosures (TNFD) published two discussion
papers that are open for feedback:

e Discussion paper on nature transition plans: the paper sets out guidance for corporates and
financial institutions covering what a nature transition plan should include and how a plan
should be presented and disclosed; and

e A roadmap for upgrading market access to decision-useful nature-related data: the paper
outlines a set of initiatives with a medium- to long-term horizon to help address issues and
enhance market access to decision-useful, nature-related data.

¢ Timing: Feedback should be provided by 1 February 2025 on nature transition plans and 17
January 2025 for the roadmap for data.

2. Engaging with GFANZ: shaping guidance on nature in net-zero transition plans (financial
services); In October, the Glasgow Financial Alliance for Net Zero (GFANZ) published a consultation
paper on Nature in Net-zero Transition Plans. The final document will be supplemental guidance to
GFANZ's Financial Institution Net-zero Transition framework (NZTP) published in November 2022.

e The work of GFANZ has run in parallel to that of TNFD, with the intention to purposefully
draw out the relationship between nature and climate within net-zero transition planning.
The voluntary recommendations and proposed nature-related guidance spans across the
five themes of NZTP. These include foundations, implementation strategy, engagement
strategy, governance, and metrics and targets.

132


https://sites-simmons-simmons.vuturevx.com/e/0qkwqhvaz8zwppw/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0
https://sites-simmons-simmons.vuturevx.com/e/gf0ktdgznznqxqq/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0
https://sites-simmons-simmons.vuturevx.com/e/z0ox9l2sybsqoq/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0
https://sites-simmons-simmons.vuturevx.com/e/32eig431q2a9olg/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0
https://sites-simmons-simmons.vuturevx.com/e/ngkgwq4xqfftkg/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0

European London
Venues & Energy
Intermediaries Brokers'
Association Association

e The guidance introduces the concept of “nature-related levers” to encompass “natural
climate mitigation” (activities that reduce or avoid GHGs and/or increase nature sinks) and
“natural climate enablers (technology that supports nature-based solutions). These levers
are intended to fit within broader climate metrics, making it easier for financial institutions
to integrate nature without needing a separate target structure.

e Timing: The consultation closes on 27 January 2025 and final guidance is expected to be
published by the end of Q1 2025.

3. UK call for evidence on the Financial Services Growth and Competitiveness Strategy ; On 74
November, in parallel to the policy speech at Mansion House (see UK Developments section above),
the HM Treasury published a call for evidence to support the development of the Financial Services
Growth & Competitiveness Strategy. The call for evidence outlines the government's proposed
approach to the Strategy and seeks input from businesses, consumer groups, academic and other
Stakeholders.

e The consultation document outlines several sustainability-related topics being discussed
as part of the Strategy. These include:

o Mansion House sustainable finance package: The development of sustainability
disclosures, a UK Green Taxonomy, and regulation of ESG ratings providers (see
below consultations). Exploring the potential of voluntary carbon and nature
markets (VCNMs) and establishing a new Transition Finance Council;

o Priority on global sustainable finance: Aligning the UK's sustainable finance efforts
with international standards and maintaining leadership on global sustainability
issues like ESG standards, transition planning, and sustainable investment
frameworks; and

o Role of capital markets in sustainability: Enhancing capital markets to mobilise
private and public funds for green and sustainable investments.

e Timing: This call for evidence will close on 12 December 2024 and the Strategy will be
published in Spring 2025.

4. UK Government consults on the Green Taxonomy ; On 14 November, HM Treasury published an
open consultation on the UK Green Taxonomy. The consultation is seeking views ‘on whether a UK
Green Taxonomy would be additional and complementary to existing sustainable finance policies,
including in supporting market participants to make sustainable investment decisions, and the
specific market and regulatory use cases which facilitate this. This will inform an assessment of the
value of implementing a UK Taxonomy, and exactly how it could be targeted to ensure it is as
effective as possible”.

e Toinform this, the consultation seeks to gather views on any market and regulatory use
cases for a UK Taxonomy which would contribute to these objectives. In addition to
developing a clear understanding of the use cases, the government is also seeking
feedback on how to maximise the usability of a UK Taxonomy, should respondents support
taking one forward. This includes considering key design features that will impact the
overall usability of a UK Taxonomy.

e Timing: The consultation closes on 6 February 2025.

133


https://sites-simmons-simmons.vuturevx.com/e/wfucxlrw886z9ew/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0
https://sites-simmons-simmons.vuturevx.com/e/ywuej3vmsmbixva/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0
https://sites-simmons-simmons.vuturevx.com/e/q0mzoxen88rqhw/79e0c1eb-4744-4dfe-b8f9-0a12639f2ee0

European London
Venues & Energy
Intermediaries Brokers'
Association Association

5. UK Government publishes draft regulation of ESG Ratings providers (ESG ratings providers); On
14 November, HM Treasury published its response to the consultation on regulation of ESG Ratings
(which ran between March-June 2023) and a draft statutory instrument that is open for technical
comments.

e Theresponse to the consultation includes a summary of respondents and feedback
received, as well as providing:

e confirmation that the government will introduce a new regulated activity of providing an
ESG rating, where that rating is likely to influence a decision to make investments. In
practice, this means that ESG rating providers will need to be FCA-regulated, unless an
exemption applies;

o the definition of an ESG rating as “an assessment regarding one or more ESG factors,
produced in the form of an ESG opinion, an ESG score or a combination of both, whether or
not it is characterised as an ESG rating’;

e proposals that regulated ESG rating providers will need to comply with additional FCA
Rules, to be based on the IOSCO principles;

e the scope of the regulation, which captures both (a) UK firms providing ratings to both UK
and non-UK users and (b) non-UK firms providing ESG ratings to UK users; and

e aset of exclusions, a topic the government particularly welcomes technical comments.
Exclusions will include FCA regulated firms which provide ESG ratings as part of other
regulated activities, or overseas firms which benefit from market access arrangements
(the scope of which is still to be confirmed).

e Timing: Comments are welcome before 14 January 2025 and the government aims to lay
the legislation before Parliament in early 2025.

6. UK FRC consults on Stewardship Code updates; On 17 November, the Financial Reporting
Council (FRC) published a long-anticipated consultation on the update of the UK Stewardship Code.
This follows interim changes to the Code which were announced earlier this year, as covered in our
insights article here. Some of the proposed changes include:

e Amending the definition of stewardship to support more transparent conversations
between actors in the investment chain about their investment beliefs and objectives.

e Streamlining the reporting process by separating policy and context disclosures from
activity and outcome disclosures which is designed to reduce the reporting burden.

e Restructuring and refining the principles to offer greater clarity for different entities in the
investment chain and to offer more concise prompts on how to report.

o Tailoring the service provider principles to include some that are dedicated to proxy
advisors and investment consultants respectively.

e Issuing guidance to indicate the range of information that signatories may use in reporting
to demonstrate how they have applied the principles

e Timing: Responses to the consultation should be submitted 19 February 2025. The FRC
aim to publish the new Code in the first half of 2025, with the new Code becoming effective
in 2026.

7. ESMA has opened a consultation on proposed technical advice on the EU bond prospectus
regulation; On 29 October, the European Securities Markets Authority (ESMA) opened a consultation
on proposed technical advice on sustainability disclosures updates to the EU bond prospectus
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regulation, including around post-issuance reporting requirements. The “draft technical advice”
related to sustainability disclosure follows ESMA publishing a public statement on the subject in July
2023.

e This consultation paper holds significant relevance for investors, issuers (including those
already trading on a regulated market or on a multilateral trading facility), offerors, or
individuals seeking trading admission on a regulated market, as well as all market
participants impacted by the new Prospectus Regulation.

e Itincludes suggestions designed to ease European capital markets through simplification
and minimisation of regulatory obligations. Furthermore, it presents proposals for non-
equity securities promoted with ESG features, along with recommendations to revise data
reporting standards to reflect the alterations brought about by the Listing Act.

o Timing: ESMA will consider only all comments received by 31 December 2024.

8. Government of Canada consults on draft regulations to put a cap on emissions in the oil and
gas sector ; On 4 November, the Government of Canada introduced draft requlations to put a clear
limit on greenhouse gas pollution from oil and gas production. Canada is the world’s fourth-largest
producer of oil and the fifth-largest producer of gas. The proposed regulations work by setting a cap
on greenhouse gas pollution within the sector, equivalent to 35 percent below 2079 levels.

e The regulations would create a cap-and-trade system designed to recognise better-
performing companies and incentivise those that are higher polluting to invest in making
their production processes cleaner.

e Timing: Consultation closes on 8 January 2025.

9. ASIC seeks feedback on proposed guidance on sustainability reporting regime; On 7 November
the Australian Securities & Investments Commission (ASIC) is inviting feedback on proposed
guidance on the incoming sustainability reporting regime. Mandatory climate reporting requirements
will be phased in over the next three years across three groups of reporting entities, with the first
reporting cohort required to prepare annual sustainability reports for financial years commencing on
or after 1 January 2025.

e ASICs are proposing to issue guidance to help entities comply with the sustainability
reporting requirements, with the draft guide expected to cover:

o when reporting entities need to prepare a sustainability report and how to comply
with related requirements, such as around keeping sustainability records;

o specific issues in relation to the contents of a sustainability report, such as
statements with forward-looking climate information, labelling, the use of cross-
referencing, and the proportionality mechanisms and exceptions;

o how the sustainability reporting requirements interact with existing legal and
regulatory requirements; and

o ASICs role in administering and enforcing the sustainability reporting requirements,
including ASIC's powers to grant relief from these requirements.

e Timing: Consultation closes on 19 December.
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10. Second and final consultation for Australia’'s sustainable finance taxonomy; On 30 October, the
Australian Sustainable Finance Institute (ASFI) launched the second and final round of public
consultation on the development of an Australian sustainable finance taxonomy.

e The consultation is seeking feedback on:

o The climate change mitigation criteria for six priority sectors for development
(electricity generation and supply, minerals, mining and metals, buildings,
manufacturing and industry, transport, and agriculture and land use);

= a Do No Significant Harm framework;

*= minimum social safeguards; and

= ways in which the taxonomy can be used.
e Timing: Consultation closes on 1 December.

11. The Thailand Taxonomy Board Phase Il of Thailand Taxonomy; On 28 October, the Thailand
Taxonomy Board, co-led by the Bank of Thailand (BOT) and the Securities and Exchange Commission
(SEC), launched the draft for Phase || of the Thailand Taxonomy for public consultation.

e Phase | of the Thailand Taxonomy was completed on 5 July 2023. The Taxonomy employs
a so-called traffic light system, that distinguishes between green, amber (transitional), and
red activities, and compliance with the Do No Significant Harm (DNSH) and Minimum
Social Safeguards (MSS). It has been developed with global and regional alignment in
mind, in particular it is aligned with the EU and ASEAN taxonomies.

e Where Phase | was focused solely on the energy and transportation sectors, Phase Il
expands the Taxonomy to include additional sectors such as manufacturing, agriculture,
real estate and construction, and waste management. The consultation seeks feedback
across all the new proposed sectors.

e Timing: Consultation closes on 10 January 2025.

Ends. 02 December 2024
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