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January developments of interest to investment firms include:

CCPs: European Commission extension of regulatory equivalence for UK CCPs for three
years, reports from global standard setters about margining in centrally cleared and non-
centrally cleared markets, Bank of England and CETC report on initial margin transparency
and responsiveness.
ii.  Crypto-assets: ESMA guidance on MICA best practices, and on MiCA compliant ARTs and
EMTs (stablecoins)
ii.  ESMA Q&As: new Q&As on AIFMD, CSDR, DORA, MiCA, EMIR (CCPs)
iv.  Consolidated Tape: ESMA has launched selection of the Consolidated Tape Provider for
bonds
v.  Enforcement: the FCA issued a first fine for transaction reporting failures under MiFIR
vi.  HM Treasury has also launched a Call for Evidence on the pension fund clearing
exemption.
vii.  The FCA sent a letter to wholesale brokers’ CEOs, setting out its revised supervision
strategy for them.

FCA fined broker Arian Financial £288,962 over cum-ex trading violations, after it failed to
ensure it had effective systems and controls against financial crime. Cum-ex trading, also
known as dividend stripping, is @ method of tax avoidance that allows firms to distribute
profit as capital gains rather than dividends, allowing them to pay a lower level of tax. This is
the seventh case brought by the FCA in relation to cum-ex trading and withholding tax
schemes, with the FCA making firms pay out more than £22m in fines over the scandal.

e Old case and straightforward failings — but of note because the FCA seem to have gone to
town in outlining all the multiple failings to create a quasi-MarketWatch.

e On 5 August 2022, the RDC issued a Decision Notice to Arian, deciding to impose a
financial penalty of £744,745. On 1 September 2022, Arian referred the Decision Notice to
the Upper Tribunal (“the Tribunal”). The written decision of the Tribunal was issued on 11
November 2024 and can be found on the Tribunal's website: Arian Financial LLP v The
Financial Conduct Authority [2024] UKUT 00352 (TCC)

e The FCA has fined Arian Financial LLP (Arian) £288,962.53 for failing to implement
effective systems and controls against financial crime, which exposed it to risks of
fraudulent trading and money laundering on behalf of the Solo Group's clients.

e Arian executed purported over-the-counter equity trades of around £37bn and £15bn in
Danish and Belgian equities on behalf of the Solo Group’s clients, receiving commission of
around £546,949. The trading was circular and “highly suggestive of financial crime,” the
FCA said, seemingly meant to dodge tax in Denmark and Belgium.

e Arian breached Principles 2 and 3 of the FCA'’s Principles for Business, which require firms
to conduct business with due skill, care, and diligence, and to have adequate risk
management systems. Arian admitted liability and the Upper Tribunal reduced the FCA's
proposed fine from £744,745 to £288,962.53, considering the net financial benefit Arian
received after fees, agreeing with the FCA on the severity of the misconduct.
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The Authority considers that it is a factor aggravating the breach that the Authority and the
JMLSG have published numerous documents highlighting financial crime risks and the
standards expected of firms when dealing with those risks. The most significant publications
include the JMLSG Guidance and Financial Crime Guide (including the thematic reviews that
are referred to in it), which was first published in December 2071.

o These publications set out good practice examples to assist firms, for example in
managing and mitigating money laundering risk by (amongst other things)
conducting appropriate customer due diligence, monitoring of customers’ activity and
guidance of dealing with higher-risk situations.

o Given the number and detailed nature of such publications, and past enforcement
action taken by the Authority in respect of similar failings by other firms, Arian should
have been aware of the importance of appropriately assessing, managing, and
monitoring the risk that it could be used for the purposes of financial crime.

The Authority does not consider there to be any mitigating factors.
The Authority considers that the Step 2 figure should be increased by 10%.

Between 29 January 2015 and 29 September 2015 (“the Relevant Period”), Arian:

had inadequate systems and controls to identify and mitigate the risk of being used to
facilitate fraudulent trading and money laundering in relation to business introduced by
four authorised entities known as the Solo Group, thereby breaching Principle 3, and
breached Principle 2 as it did not exercise due skill, care, and diligence in applying its AML
policies and procedures, and failed properly to assess, monitor, and mitigate the risk of
financial crime in relation to the Solo Clients.

The Solo Clients were off-shore companies including British Virgin Islands (“BVI”") and
Cayman Islands incorporated entities, and a number of individual US 401 (k) Pension Plans
previously unknown to Arian. They were introduced by the Solo Group, which purported to
provide clearing and settlement services as custodians to clients within a closed network,
via a custom over the counter (“OTC") trading and settlement platform known as
Brokermesh. The Solo Clients had no apparent access to funds to settle the transactions
and were controlled by a small number of individuals, some of whom had worked for the
Solo Group.

On behalf of the Solo Clients, Arian executed purported OTC equity trades to the value of
approximately £37 billion in Danish equities and £15 billion in Belgian equities, and
received commission of approximately £546,949. 2.5 The Solo Trading was characterised
by a purported circular pattern of extremely high value OTC equity trading, back-to-back
securities lending arrangements and forward transactions, involving EU equities on or
around the last day they were cum-dividend. Following the purported Cum-Dividend
Trading that took place on designated days, the same trades were subsequently
purportedly reversed over several days or weeks to neutralise the apparent shareholding
positions (the “Unwind Trading”).

The purported OTC trades that were executed on Brokermesh did not have access to
liquidity from public exchanges, yet the purported trades were filled within a matter of
minutes, almost invariably, and represented up to 30% of the shares outstanding in the
companies listed on the Danish stock exchange, and up to 12% of the equivalent Belgian
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stocks. The volumes also equated to an average of 52 times the total number of all shares
traded in the Danish stocks on the European exchanges, and 24 times the Belgian stocks
traded on European exchanges on the relevant last Cum-Dividend Trading date.

Arian had in place inadequate systems and controls to identify and mitigate the risk of
being used to facilitate fraudulent trading and money laundering in relation to business
introduced by the Solo Group. In addition, Arian did not exercise due skill, care, and
diligence in applying AML policies and procedures and failed properly to assess, monitor,
and mitigate the risk of financial crime in relation to the Solo Clients and the purported
trading.

Arian did not have policies and procedures in place to assess properly the risks of the Solo
business, and lacked an appreciation of the risks involved in the purported equity trading
that the Solo Clients were engaged in. This resulted in inadequate CDD being conducted
and a failure to monitor transactions adequately and to identify unusual transactions. This
heightened the risk that Arian could be used for the purposes of facilitating financial crime
in relation to purported equity trading (part of the Solo Trading) executed by it between 25
February 2015 and 29 September 2015.

During the Relevant Period, Arian sought and received compliance assistance from its
external retained compliance consultants, and from a second external compliance
consultancy, on certain elements of the Solo business. However, Arian’s incomplete
instructions to and engagement with the compliance consultants, the timing of those
instructions and engagement, and the nature of the assistance it sought and received from
the consultants, were not adequate given the significant ongoing risks posed by the Solo
business.

Given that Arian did not have the requisite skills or experience to assess the risks from the
Solo Trading, it was vital that Arian took effective steps to ensure it obtained, or had
access to, the skills and experience it needed to ensure that it could satisfy its
responsibility to assess the risks properly. Arian failed to do so.

It appears that Arian did not question why 166 purportedly separate and independent entities sent
identical emails requesting to be a client.

As Arian had not obtained any specific information about any of the individual Solo Clients
prior to onboarding, it was only after it received these initial requests to be onboarded that
Arian started to receive information about the names and sizes of the Solo Clients, and the
jurisdictions in which they were based. This indicated that they were a significant departure
from Arian’s usual institutional client base, since Arian has confirmed that the “vast
majority of [its clients]... would be categorised eligible counterparties (sic)’ and comprised
of large international investment banks.

Between 10 February 2015 and 25 March 2015, Arian received onboarding documents,
consisting of 164 KYC packs and AML certificates for 166 Solo Clients. Of the 166 clients,
118 were based in the US, 12 in the BVI, 11 in the Cayman Islands, 24 companies in
Labuan (Malaysia) and 1 in the UAE.

Despite having no prior experience in conducting KYC checks beyond simple due diligence,
Arian chose to review all the KYC packs received from the Solo Clients in-house with
limited guidance from its retained compliance consultants. Arian had asked its retained
compliance consultants what it needed to look for in the KYC packs to ensure that it was
compliant in onboarding the Solo Clients. Arian sent an example KYC pack for each type of
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client based on type of entity or jurisdiction to its retained compliance consultants. Its
retained compliance consultants then advised Arian as to what documentation should be
included in the KYC packs.

The KYC packs indicated that the Solo Clients comprised corporate entities in non-EEA
jurisdictions and personal pension plans, the vast majority of which only had a single
beneficial owner or shareholder. Arian did not meet any of the Solo Clients

The Compliance Manual during the Relevant Period contained a CDD policy, which required that
CDD measures that must be carried out involved: “identifying the customer, and verifying his
identity; identifying the beneficial owner, where relevant, and verifying his identity; [...].”

The AML Policy also required Arian to obtain “[clonfirmation of checks undertaken on
investors and thus an understanding of the source of funds” where the client was an
unregulated fund.

The 164 KYC documents received from the Solo Group included basic corporate
documents for the Solo Clients. Arian had sight of identification documents for the clients,
including, for some clients, resumés of the UBO. Arian reviewed the KYC documents to
ensure the company name matched all the details provided and that the right identification
documents and proof of address were included in the packs.

Despite having written procedures for conducting due diligence, Arian decided to rely upon
CDD carried out by the Solo Group with regard to verifying the Solo Clients’ source of funds
and did not require any further information on source of funds prior to commencing
trading.

Regulation 17 permits firms to place reliance on CDD conducted by other authorised firms,
providing that those firms have consented to being relied upon (Regulation 17(1) and
17(2)(a) and paragraph 5.6.31 JMLSG Guidance); however, the firm placing reliance
remains responsible for any failure to apply adequate CDD. The JMLSG Guidance contains
a pro-forma document, also known as an AML certificate (paragraph 5.6.32 and Annex 5-
1/4, JIMLSG Guidance

The JMLSG Guidance also sets out that an assessment as to whether or not a firm should
accept confirmation from a third party that appropriate CDD had been carried out on a
customer would be risk-based, and “cannot be based simply on a single factor” (paragraph
5.6.15 JMLSG Guidance). It also lists some matters which may be considered in addition
to confirming the third party’s regulated status (paragraph 5.6.14 JMLSG Guidance).

Further, the JMLSG Guidance also states that “the firm’s AML policy statement should address the

circumstances where reliance may be placed on other firms” (paragraph 5.6.25 JMLSG Guidance)

Even if Arian did consider that it might be able to rely upon due diligence conducted by the
Solo Group, it ought to have carried out a risk-based assessment regarding whether it was
appropriate to do so, taking into consideration factors such as the nature of the customers
and products and sums involved (paragraph 5.6.14 JMLSG Guidance).

Further, JMLSG Guidance states that queries as to a new customer’s source of wealth
should be done prior to accepting them as a client (paragraph 5.5.6 JMLSG Guidance).
This was echoed in the AML Policy, which required Arian to obtain “[clonfirmation of
checks undertaken on investors and thus an understanding of the source of funds” where
the client is an unregulated fund. It was also echoed in the Compliance Manual, which
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stated that any new account must have been subject to, and have successfully met, Arian’s
KYC and money laundering requirements; and that the CDD measures should be applied
“before commencing a business relationship.”

Arian began trading before it understood whether these AML certificates were sufficient
for CDD purposes. For some of the Solo Clients, although Arian received their KYC packs,
Arian began trading for them before receiving their AML certificates. When chasing the
Solo Group for the AML certificates, Arian stated to the Solo Group, “Obviously we're trading
for [the Solo Clients] without those checks, so sooner the better really.” This demonstrated a
willingness to cut corners, as Arian decided to trade despite being aware that it did not
have all the information (particularly, information relating to source of funds) it was aware
was required to complete CDD.

The Compliance Manual during the Relevant Period required that CDD measures that must be
carried out should involve: “[...] obtaining information on the purpose and intended nature of the
business relationship.”

There is no evidence that Arian sought to comply with its policies by taking steps to
understand the nature and purpose of the intended trading by the individual Solo Clients
prior to trading commencing. This was despite its retained compliance consultants
advising, on several occasions, that Arian needed to understand the business the Solo
Clients conducted, especially since the Solo Clients appeared to be “shells’ with no funds”
and that Arian was being “asked to trade significant volumes of shares for shells.”

In interview, Arian stated as an example that it would never ask one of its large institutional
investment bank clients the purpose behind a particular trade. However, with its usual
institutional investor client base, Arian would have had a better understanding of the
purpose of the business relationship while onboarding, and the trade sizes of such
investment banks would have more likely reflected the size of the institution, which is in
stark contrast to the size of the Solo Clients and their subsequent trade sizes. As the Solo
Clients were a significant departure from its usual client base (see paragraph 4.37), it was
particularly important for Arian to understand the nature and purpose of the intended
trading.

Arian has told the Authority that it “considered [the Solo Clients’] business model and the
rationale for using Arian” and “concluded that their business model made sense. Dividend
yield enhancing strategies are common and in fact even advertised to retail clients by
brokers. Arian did not believe at any stage that executing such trades would be considered
inappropriate.” However, it was not enough for Arian to consider only the business model of
dividend yield enhancing strategies and the rationale for using an interdealer broker for
such strategies. Arian was required to understand the nature and purpose of each of the
Solo Clients’ trading and engagement in such strategies. Only then would Arian have been
in a position to assess whether such trades would be appropriate for the client profiles
(see paragraphs 4.106 below onwards)

Arian’s failings merit the imposition of a significant financial penalty. The Authority considers the
failings to be particularly serious because they left the firm exposed to the risk that it could be
used to further financial crime. In particular:
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(1) Arian onboarded over a short time period 166 clients, many of which emanated from
jurisdictions which did not have AML requirements equivalent to those in the UK;

(2) Arian's AML policies and procedures were not proportionate to the risks in the Solo
business that they were undertaking;

(3) Arian failed to review and analyse the KYC materials that were provided by the Solo Group
properly or ask appropriate follow up questions to red flags in the KYC materials;

(4) even after a number of red flags appeared, Arian failed to conduct any ongoing monitoring,
allowing these same clients purportedly to trade equities totalling more than £52 billion;

(5) given the significant ongoing risks posed by the Solo business, Arian’s instructions to and
engagement with both external compliance consultants were inconsistent and insufficient,
and the timing of those instructions and engagement was not adequate;

(6) because Arian failed both to have and to apply appropriate AML systems and controls in
relation to the Solo business, there was an unacceptable risk that clients could use Arian to
launder the proceeds of crime; and

(7) finally, Arian did not identify these failings.

The JMLSG has published detailed guidance with the aim of promoting good practice and giving
practical assistance in interpreting the 2007 Regulations and evolving practice within the financial
services industry. When considering whether a breach of its rules on systems and controls against
money laundering has occurred, the Authority will have regard to whether a firm has followed the
relevant provisions in the JMLSG guidance.

e Substantial guidance for firms has also been published by the Authority regarding the
importance of AML controls, in the form of its Financial Crime Guide, which cites examples
of good and bad practice, publications of AML thematic reviews and regulatory notices.

When its retained compliance consultants raised concerns over the nature of the Solo Clients,
Arian asked them to contact the Solo Group to get the information required to make them feel
comfortable. Although the retained compliance consultants had raised issues with the Solo
Clients, Arian appeared to focus more on delegating to its retained compliance consultants to
“allay any fears,” rather than attempting to understand the Solo Clients and their business for the
purposes of CDD.

e Although Arian states that its retained compliance consultants eventually became “more
comfortable” with the trading strategy following a call with Arian, there is no evidence that
Arian gained an actual understanding of the nature and purpose of the Solo Clients’ trading
beyond simply “investing” and engaging in Dividend Arbitrage with large dividend yielding
stocks. The evidence only suggests that its compliance consultants stopped raising it as
an issue.

e Regulation 11 stipulates that where a firm is unable to apply customer due diligence
measures, it must not establish a business relationship with the customer. The JMLSG
Guidance also states, “if a firm cannot satisfy itself as to the identity of a customer; verify
that identity; or obtain sufficient information on the nature and intended purpose of the
business relationship, it must not enter into a new relationship and must terminate an
existing one” (paragraph 4.21 JMLSG Guidance).
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Arian failed to include in its policies and procedures a requirement for risk assessments to be
documented. Documentation of risk assessments is necessary to demonstrate the basis upon which
they are being made, to keep these assessments up to date and to provide appropriate risk
assessment information to authorities.

e Arian’s policies also failed to set out that Arian should document the rationale for any due
diligence measures it waived when compared to its standard approach, in view of its risk
assessment of a particular customer.

e Arian has told the Authority that it conducted risk assessments for all the Solo Clients in an
ad hoc and informal manner, determining that they were all high risk due to the
jurisdictions where they were domiciled. However, the Authority has seen no evidence of
this as Arian did not document any risk assessments prior to onboarding. The Authority
does not consider the later review and risk assessments conducted by Arian’s second
compliance consultants as relevant, as Arian did not complete this prior to onboarding and
trading for the Solo Clients. As a result, Arian was not able effectively to monitor the Solo
Clients’ transactions once it started trading, and Arian only had risk assessments following
three months of trading. Further Arian’s second compliance consultants had understood
that the Solo Clients were already onboarded following a review by Arian’s retained
compliance consultants, and that they were being engaged only to “double check” the files.

¢ Arian did not conduct sufficient analysis to determine whether the Solo Clients posed a
higher risk of financial crime. Even a brief analysis shows the following risk factors: +

O

Arian had no former relationship with the Solo Clients, and failed to obtain
information regarding the nature of the business the Solo Clients were to
undertake. Therefore, Arian did not have a profile against which to base an
assessment of their purported trading for the purposes of ongoing monitoring.
The Solo Clients’ KYC material showed that almost all of the clients had just a
single director, shareholder, and/or beneficiary.

None of the Solo Clients were regulated, and the vast majority of them were based
in countries outside the EU with no assumed regulatory equivalence.

The Solo Group introduced the Solo Clients, where there was a possibility of a
conflict of interest as some UBOs were former employees of SCP. Arian relied on
the AML certificates that were given by Solo for their ex-employees. Because of
Solo Group's relationship with their former employees and former directors, Solo
Group was not in a position to provide an unbiased or arm’s length view.

The Solo Clients purportedly sought to do OTC equity trading which the JMSLG
Guidance states needs a more considered risk-based approach and assessment
(paragraph 18.14 JMLSG Guidance).

Many of the Solo Clients were very recently incorporated, and some were
incorporated after the onboarding process began (see paragraph 4.85 below). This
should have led to further scrutiny including as to the source of funds for such
clients.

Arian’s retained compliance consultants indicated early on, before receiving any of the KYC packs
for the Solo Clients, that Arian would need to do EDD on these firms, their shareholders, and
directors. Although Arian’s retained compliance consultants provided some guidance on the EDD
process, Arian was not absolved of its ultimate responsibility for its compliance with regulatory

obligations.
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The JMLSG Guidance states that ultimate managerial responsibility for AML tasks cannot
be delegated away (paragraph 3.17 JMLSG Guidance). Arian could not simply delegate its
entire responsibility to consider and act on AML risks to its retained compliance
consultants without appropriate consideration of the information revealed by all the KYC
packs that only Arian itself reviewed or of the issues raised by its retained compliance
consultants.

Despite the responsibility for compliance with the onboarding requirements resting with
Arian, it indicated to the Authority that it was only if its retained compliance consultants
told it to stop onboarding the Solo Clients that it would do so. Arian should have been
making its own decisions regarding onboarding rather than relinquishing responsibility to a
third party.

In any case, the EDD measures taken were inadequate, leading to Arian not being fully
apprised of the risks posed by each client when it began trading, increasing the risk of the
firm being used to facilitate financial crime.

Arian relied on the broker that would be executing the trades for the Solo Clients to run the EDD
process, rather than its CF10 (the holder of the compliance oversight function). This broker had no
experience of conducting EDD. Although this broker was expecting to earn commission from the Solo
Trading once trading started, Arian did not identify as a risk the conflict presented by the fact that the
same individual onboarding the Solo Clients would be conducting EDD.

Because Arian did not meet any of the Solo Clients, Arian was required to implement EDD
for them (Regulation 14(2) and paragraph 5.5.9 JMLSG Guidance). However, even if a
client had been present, for the reasons set out in paragraph 4.74 above, a number of risk
factors indicated that the Solo Clients may have presented a higher risk of money
laundering, and therefore Arian ought to have applied EDD by obtaining additional
information about the clients and the proposed trading.

In view of the connections between some of the Solo Clients and the Solo Group, this
should have included independent enquiries on the sources of funds for the Solo Clients to
ensure that their UBOs were not still financially connected to the Solo Group as employees
(paragraph 4.51 JMLSG Guidance

In any event, Arian’s EDD only consisted of ensuring that all the details corresponded with
the company name and that the relevant identification documents and proof of address
were provided.

Client categorisation; Arian’s policies did not set out or explain a clear procedure that should be used
when categorising clients, setting out the types of information and evidence Arian was required to
obtain to verify the status of clients.

Further, there was no procedure requiring Arian to document the categorisation given to
clients, including the basis upon which the decision was made, with reference to the
appropriate information gathered and reviewed.

Further, Arian failed to assess each of the Solo Clients against the categorisation criteria
set outin COBS 3.5.2R.

Arian forwarded the initial KYC packs it received from the Solo Group to its retained
compliance consultants. It sought general advice on the onboarding process of the Solo
Clients, which it has explained to the Authority was because it had ‘rarely dealt with clients
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that were not eligible counterparties before and wanted to ensure it understood its
obligations.”

e The advice received stated that the Solo Clients should be categorised as ‘per se
professional’ as they were “set up purely to make investments.” Following this advice, Arian
reviewed the AML certificates, KYC packs, its Compliance Manual, and the Handbook, and
determined all the Solo Clients to be per se professional as they were “another institutional
investor whose main activity was to invest in financial instruments.”

e Arian failed to consider, based on the information it held, whether the Solo Clients could
reasonably fit within the definition of a professional client. The Authority considers that
Arian relied on a low threshold of market knowledge and experience which is not reflected
in COBS. Assessed against the category of professional client as a whole, it is clear that
the Solo Clients, which included corporates entities in non-EEA jurisdictions and personal
pension plans, the vast majority of which only had a single beneficial owner or shareholder,
could not reasonably be considered per se professional clients simply because they were"
set up purely to make investments.”

e In addition to failing correctly to carry out the process of classifying the Solo Clients, Arian
also did not follow the procedure required at the time of categorisation under COBS. Firms
are expected to notify clients of their categorisation prior to any provision of services
(COBS 3.3.1B(R)). Arian did not inform the Solo Clients of their client categorisation until a
number of weeks after the categorisation should have taken place. In some cases, it only
informed the Solo Clients after it had started executing trades for those clients.

e Further, firms are also expected to inform clients of their precise client categorisation.
When informing the Solo Clients of their categorisation through its Terms of Business,
Arian did not provide an exact client category but instead presented two potential client
categories the Solo Clients could fall under. This is despite the fact that its retained
compliance consultants had provided, ahead of trading, client categorisation letter
templates for each of the two professional client categorisations Arian was seeking to
relying on, and that Arian already had separate template letters for each professional client
categorisation in its Compliance Manual.

Ongoing monitoring; Regulation 8(1) requires firms to conduct ongoing monitoring of the business
relationship with their customers.

e Arian’s policy regarding transaction monitoring failed to set out any procedures regarding
how, or the frequency with which, client activity should have been monitored, even for
higher risk clients, which created a risk that transaction monitoring would not be
conducted consistently or at all. It also did not provide adequate detail on the types of
behaviour (other than unusually large transactions) that could be indicative of suspicious
activity.

e Shortly after the Solo Trading commenced, Arian noticed the trades involved very large
volumes and commissioned an external review of the KYC documents. This was
conducted by different advisers to those who had advised at the time of onboarding,
namely the second compliance consultants. The purpose of commissioning this review
was so that at the end of it Arian was “100% compliant” — indicating that Arian had clear
reasons to doubt that it was compliant while engaged with trading, but it has stated to the
Authority that it did not want to cease trading and “cut off a revenue stream”.
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Between 25 February and 6 May 2015, no transaction monitoring in relation to the Solo
Trading took place. After the second compliance consultants were engaged from 6 May
2015 onwards, some manual transaction monitoring was undertaken by Arian in relation to
the Solo Clients’ activities, supervised by the second compliance consultants. Although the
second compliance consultants were only instructed to monitor for market abuse, there
could have been an overlap between such work and monitoring for wider financial crime
purposes. For example, the second compliance consultants could have identified
suspicious transactions where the suspicions went wider than market abuse and, if it did
so, would have reported them to Arian. Therefore, from 6 May 2015 onwards, some
transaction monitoring did take place, but it was inadequate.
Arian’s retained compliance consultants had raised the importance of establishing the
source of client funds as part of the EDD process.
As Arian did not have:

o 1) knowledge of the Solo Clients’ source of funds;

o 2)the Solo Clients’ nature and purpose of the intended trading; nor

o 3)risk assessments for each of the Solo Clients prior to onboarding and trading,
Arian was not in a position to monitor trades properly once trading commenced or assess
whether the volumes of the orders were appropriate for each relevant client. This therefore
increased the risk that Arian might be facilitating financial crime.
The cum-ex scandal led to billions of euros in tax losses for countries around Europe
between 2012 and 2015, where firms pretended to own shares in companies and claimed
tax refunds despite not being eligible. In 2014 and 2015, the Solo Group paid out more than
£800m to Danish and Belgian authorities, and its founder, Sanjay Shah, was sentenced to
12 years in Danish prison last month. Firms connected to the Solo Group have previously
faced scrutiny from the FCA, with Sapien Capital facing a similar fine from the City
regulator in 2021.
While Arian initially admitted liability, it took the FCA'’s fine to the Upper Tribunal, which
reduced the firm's fine from £744,745 to the £288,962 ultimately due. “Arian failed to
identify red flags which ought to have been obvious,” said Steve Smart, joint executive
director of enforcement and market oversight at the FCA. “The controls the firms we
regulate have in place are an important line of defence against our financial system being
abused for criminal ends. Arian’s fell short of what we expect.”

FCA fines Arian Financial LLP £288,962.53 for failings relating to cum-ex trading | FCA

Arian’s failure to implement adequate systems and controls against financial crime put it
at risk of being used to support fraudulent trading and money laundering on behalf of
clients of the Solo Group.

This is the seventh case brought by the FCA in relation to cum-ex trading and withholding
tax schemes. This has involved initiative-taking engagement with EU and global law
enforcement authorities. The FCA has imposed fines of more than £22m in relation to this
trading.

Arian executed purported over-the-counter equity trades of approximately £37 billion and
£15 billion in Danish and Belgian equities on behalf of the Solo Group's clients, receiving
commission of approximately £546,949.
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The trading was, throughout the period, circular, which is highly suggestive of financial
crime. It appears to have been carried out to allow the arranging of withholding tax
reclaims in Denmark and Belgium.

In 2014 and 2015, the Solo Group made withholding tax reclaims of £899.27m and
£188.00m to Danish and Belgian authorities, with approximately £845.90m and £42.33m
respectively paid.

Arian admitted liability but referred the FCA’s proposed fine to the Upper Tribunal. The
Tribunal reduced the fine that the FCA would have imposed from £744,745 to £288,962.53.
The Tribunal agreed with the FCA's assessment of the seriousness of the misconduct and
the need to impose a penalty. However, the Tribunal reduced the fine as, in the
circumstances, it considered the financial benefit Arian received should be net of certain
fees Arian paid to Solo and the broker in respect of the trades.

Steve Smart, Joint Executive Director of Enforcement and Market Oversight, said: ‘Arian
failed to identify red flags which ought to have been obvious. The controls the firms we
regulate have in place are an important line of defence against our financial system being
abused for criminal ends. Arian’s fell short of what we expect. We are pleased that the
Tribunal recognised the seriousness of Arian’s misconduct.'

Notes to editors

)

10.

Final Notice: Arian Financial LLP (PDF)

Read the Tribunal decision dated 11 November 2024.

Arian breached Principle 2 and Principle 3 of the FCA’s Principles for Business between 29
January 2015 and 29 September 2015.

Principle 2 of the ECA'’s Principles for Business states that 'A firm must conduct its
business with due skill, care and diligence'.

Principle 3 of the ECA'’s Principles for Business states that 'a firm must take reasonable
care to organise and control its affairs responsibly and effectively, with adequate risk
management systems'.

This is the seventh case brought by the FCA in relation to cum-ex trading. The previous six
FCA cases relating to cum/ex trading concluded in May 2021 — Einal Notice: Sapien
Capital Ltd, November 2021 — Final Notice: Sunrise Brokers LLP, July 2022 — Final Notice:
TJIM Partnership Limited (in liguidation), June 2023 - Final Notice: ED&F Man Capital
Markets 1 td, July 2023 — Final Notice Bastion Capital London Ltd and September

2023 — Decision Notice: Nailesh Teraiya.

The Solo Group consists of four previously authorised firms: SCP, West Point Derivatives
Ltd, Old Park Lane Capital Ltd and Telesto Markets LLP.

Clients of the Solo Group refers to entities that the Solo Group introduced to Arian and
other broker firms. Arian executed purported equity trades on behalf of some clients of the
Solo Group during the Relevant Period.

Cum-ex trading involves trading of shares on or just before the last cum-dividend date. If in
a suitable jurisdiction this can then allow a party to claim a tax rebate on withholding tax,
sometimes without entitlement.

The intention of dividend arbitrage trading (of which cum-ex is an example) is to place
shares in alternative tax jurisdictions around dividend dates, with the aim of minimising
withholding tax or generating withholding tax reclaims. This may involve several different
trading activities including trading, lending securities, and trading derivatives, including
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futures and total return swaps, designed to hedge movements in the price of the securities
over the dividend dates.

11. Withholding tax is a levy deducted at source from income and passed to the government
by the entity paying it. Many securities pay periodic income in the form of dividends or
interest, and local tax regulations often impose a withholding tax on such income. In
certain cases where WHT is levied on payments to a foreign entity it may be reclaimed if
there is a formal treaty, called a double taxation agreement (DTA), between the country in
which the income is paid and the country of residence of the recipient. DTAs allow for a
reduction or rebate of the applicable WHT.

12. The FCA publication of Market Watch 52 highlighted various issues and concerns around
dividend arbitrage in 2017. FCA contributed to the European Securities and Markets
Authority (ESMA) Final Report on Cum-Ex, Cum-Cum and WHT in 2020.

2025 Top 5 Regulatory Themes in the UK Markets Space

2025 will see the new UK Government and European co-legislators determined to make their own
imprints on the FS regulatory landscape.

As signalled in the Chancellor's Mansion House speech, in spring 2025 the UK government will
publish the first Financial Services Growth and Competitiveness Strategy, focusing on five priority
growth opportunities - fintech, sustainable finance, asset management and wholesale services,
insurance and reinsurance and capital markets (including retail investment).

The EU is also looking to revive its competitiveness, with the new FS Commissioner seeking to
unlock the financing needed for green, digital and social transitions.

This does not, however, mean that regulators will take their primary objectives of financial stability
and protecting consumers any less seriously. In-flight policy initiatives will continue on priorities
including financial and operational resilience, consumer protection, ESG and digital finance, with
heightened levels of supervisory intensity in some areas. Regulators will also be monitoring
emerging risks including those arising from geopolitical tensions and technological innovation.

In primary markets, the simplification of the UK listing regime, including a move to a single listing
category, went live in July 2024. The FCA aims to finalise rules by H2 2025 for the new Public
Offers and Admissions to Trading Regime (POATR) that will replace the UK Prospectus Regime. In
the EU, following publication of the Listing Act package in the Official Journal, Member States are
required to transpose the changes to the Listing Directive and MiFID Il into national law by 6 June
2026 and for the multiple-vote shares directive by 5 December 2026. Amendments to the
Prospectus Regulation and Market Abuse Regulation have already come into effect, subject to
exceptions. Both jurisdictions are hoping these measures will revive their stock markets.

In the secondary markets, firms will need to manage the complexity of implementing changes to
trade and transaction reporting starting to apply both in the EU and the UK emanating from the
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MIFIR review and the Wholesale Markets Review respectively. EU RTSs will be updated throughout
2025. In the UK, changes to the bonds and derivatives transparency regime will apply from 1
December 2025. Both jurisdictions have started tender processes for bond consolidated tapes.

EMIR 3.0 requirements for EU counterparties to have active accounts at EU CCPs will apply from
end June 2025. Trade associations are asking the Commmission to extend the equivalence decision
for UK CCPs (which expires at end of June 2025) in a non-time-limited manner and well in advance
of 31 March 2025 to avoid market stress and disruption.

Firms can expect the final recommendations of the UK Accelerated Settlement Taskforce to be
published in early 2025. It is likely to match ESMA's recommendation to move to T+ 1 in Q4 2027,
giving firms across the European capital markets just under two years to increase automation in
settlement processes in order to meet the compressed settlement time frame.

1. Crypto Regulation Starting to Take Shape: We should soon see draft legislation detailing
exactly what will be regulated, followed by a series of FCA papers. These papers will
prepare the FCA to make final rules in 2026 and enable the authorisation regime to start.
We already have the FCA's discussion paper on admissions, disclosure, and crypto market
abuse regimes. Meanwhile, we look forward to the progress of the first two participants in
the Digital Securities Sandbox and the continuing focus on tokenisation, including digital
gilts.

2. New Market Infrastructures: 2025 really is the year for new UK market infrastructures (and
acronyms). At the forefront is PISCES: HM Treasury is due to publish the final legislation in
May, to be followed by the FCA rules pursuant to the consultation launched in December.
With a fair wind, we could see one or more PISCES starting to operate their secondary
markets towards the end of the year. There are some similar themes in the new regime for
public offer platforms, so it will be interesting to see the FCA's feedback to its 2024
consultation on POPs.

3. Transparency and Transaction Reporting: The Wholesale Markets Review work continues.
Various significant changes to the bond transparency regime will take effect on 1
December, paving the way for the bond consolidated tape to go live after that. The FCA is
also hoping for responses to its discussion paper on the systematic internaliser regime in
January, followed by the transaction reporting regime in February and the options for the
shape of a potential equities CTP early in 2025.

4. Commodities: The picture is slightly less clear on the commaodities front with a lot of the
recent activity being in the EU. However, various developments are clearly afoot in the UK,
and we assume we will hear more about both the planned position limit changes and the
future of the ancillary activity exemption in the UK in due course.

5. Operational Resilience: 2025 is also important for operational resilience. The final rules for
critical third-party providers take effect on 1 January, although their actual effect depends
on designation. With more immediate impact are the DORA start date on 17 January and
the transitional period for full compliance with the UK operational resilience rules at the end
of March. The FCA is also consulting on new requirements for firms to submit reports on
operational incidents and on certain firms making notifications and keeping registers of
material third-party outsourcing and non-outsourcing arrangements.
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The key regulatory topics for 2025 that will have a significant impact on institutions
operating in the UK financial services space.

1. Wholesale / markets; In the markets space, we begin the year with a lot of change already

underway and the promise of plenty more to come as 2025 progresses. We would highlight
the following five reforms to look out for:

a.

Crypto regulation starting to take shape

Following the updates published by the Government and the FCA in late 2024 on
their approach to regulating cryptoassets, we are expecting to see draft legislation
in early 2025 setting out exactly what will be regulated, followed by various
publications from the FCA on its proposals for specific areas of cryptoassets. We
already have something to get our teeth into with the FCA's discussion paper
(DP24/4) on the proposed admissions and disclosure regime and the crypto
market abuse regime.

The new UK Government has committed to following through on proposals made
by the previous Government, with some adjustments. In short, a number of new
cryptoasset regulated activities will be created based on equivalents in traditional
finance. However, this work will now be combined into a single phase, rather than
addressing stablecoins separately.

The latest FCA roadmap indicates that 2025 will be a year of consultations, with
final policy statements to follow in 2026. The government has also announced
plans to issue a digital gilt (DIGIT) within the recently-launched Digital Securities
Sandbox.

The EU remains a first mover on Al, with the Al Act to be fully operational by late
summer 2026. Supplementary guidance will continue to be issued by the financial
regulators to complement the cross-sectoral framework.

The UK has so far pursued a more principles-based approach, with a focus on
industry-led best practice. In 2024, existing regulators were delegated responsibility
to enforce five Al principles. However, a new Al Bill could formalise rules for the
developers of certain high-risk systems. In early 2025, the Financial Policy
Committee is set to publish its assessment of Al's impact on financial stability.

We have also had confirmation, in the form of a statutory instrument, that
cryptoasset staking services will not be treated as a collective investment scheme,
providing some welcome certainty for firms.
The first half of the year should bring a consultation on stablecoins, custody and
prudential rules relating to crypto, with the second half following up with a
consultation on systems and controls, the Consumer Duty, complaints, conduct of
business and governance.
This will prepare the FCA to make final rules in 2026 and enable the authorisation
regime to start. Meanwhile, we look forward to seeing the progress of the first two
participants in the Digital Securities Sandbox and the continuing focus on
tokenisation, including digital gilts. From an enforcement perspective, we expect to
continue to see activity in this area with the FCA focussed on the need for strong
financial crime controls given the money laundering risks associated with crypto.
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b. New market infrastructures

e 2025 really is the year for new UK market infrastructures (and acronyms). At the
forefront is PISCES: the Private Intermittent Securities and Capital Exchange System.
HM Treasury is due to publish the final legislation in May, to be followed by the rules the
FCA will make off the back of the consultation that it launched in December.

e With a fair wind, we could see one or more PISCES operators starting to operate their
secondary markets under the new PISCES sandbox regime by the end of the year.
Many of the same issues are relevant to the new regime for public offer platforms (or
“POPs”) — primary markets designed to help companies make public offers of
securities to investors — so it will be interesting to see the FCA's feedback to its July
2024 consultation on this.

c. Transparency and transaction reporting

e The Wholesale Markets Review work continues. Various significant changes to the
bond transparency regime will take effect on 1 December 2025, paving the way for the
bond consolidated tape provider to go live after that. It will be interesting to witness the
tender process that will be used to select the CTP as it is unusual to have such single
provider structures in UK financial services; tender documents for this are due to be
published by 31 January 2025.

e The FCA will also be considering the responses received to its discussion paper on the
systematic internaliser regime (published as part of PS24/14), which closed on 10
January 2025, and to its discussion paper on improving the transaction reporting
regime which closes in February. We are also expecting FCA engagement on design
options for the shape of a potential equities CTP early in 2025 and a consultation paper
later in the year.

d. Commodities

e The picture is slightly less clear on the commaodities front with a lot of the recent
activity being in the EU. However, various developments are clearly afoot in the UK, with
the FCA having confirmed in May 2024 that it would work with HM Treasury and
market participants to develop an approach to reforming the commodity derivatives
regulatory framework that reflects the conclusions of the Wholesale Markets Review
while taking account of concerns raised by industry in response to its December 2023
consultation on the topic.

e We assume that we will hear more about both the planned position limit changes and
the future of the ancillary activity exemption in the UK in due course. The IOSCO
recommendations on some of the Commodity Derivatives Markets Principles may also
provide some signposting.

e. Operational resilience

e 2025is also a big year for operational resilience. The final rules for critical third party
providers took effect on 1 January 2025, although the new regime will only apply to
such a provider once it has been designated as critical and the designation order has
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come into force and even then, certain requirements are subject to a transitional
period.

By 9 February, UK FMIs must also comply with the relevant BoE statements or codes of
practice on outsourcing and third-party risk management. And firms in scope of the
PRA and FCA operational resilience requirements should now have completed or be
nearing the end of their implementation and testing programmes. The final hurdle is to
demonstrate, by March 2025, that they can remain within stated impact tolerances
when under “severe but plausible” stress scenarios.

Then we have the EU’s Digital Operational Resilience Act, which came into force on 17
January 2025, and the end of the transitional period for full compliance with the UK
operational resilience rules on 31 March 2025. Third party risk management, and more
specifically critical third parties (CTPs), will increasingly be in the spotlight. In the EU,
CTPs will be captured under DORA. The UK final rules for CTPs — for more see here —
came into effect on 1 January and will apply as soon as a third party is designated as
critical by HMT.

The FCA is also consulting on new requirements for firms to submit standardised
reports on operational incidents that breach certain thresholds and on certain firms
making notifications and keeping registers of material third party outsourcing and non-
outsourcing arrangements.

The Bank of England and the Prudential Regulation Authority have both also launched
consultations on operational resilience and third parties, with all three consultations
remaining open until mid-March 2025. In terms of enforcement in this area, we have
previously seen the regulators take action in connection with IT and cyber incidents
and expect them to be continuing to watch closely where business disruption occurs —
firms should look to learn lessons from previous cases, in particular with regards to the
role of senior management.

Retail; 2025 will be an incredibly busy year for those financial services firms operating in the

retail space. Some of the challenges have already been on firms’ radars for some time
whereas others will be completely new. There is a lot, but four big things that will shape the
sector overall are mentioned below.

a. Motor finance and wider implications

Across the consumer finance ecosystem, firms are watching and waiting for the
Supreme Court’s decision in the ‘Hopcraft’ appeals. The Court of Appeal’s decision sent
shockwaves throughout the sector, and across other intermediated distribution models
in retail / consumer financial services. The Court has accepted the respondents’
applications for appeal, and the hearing dates have been set for 1-3 April.

Apart from the fundamental questions of whether or not brokers owe ‘fiduciary’ duties
in the circumstances of these cases (or other similar settings), whether the
‘disinterested duty’is a separate creature at all and how to

resolve Wood and Hurstanger, firms outside the motor finance sector will be keen to
have clarity and certainty as to the application of the legal and equitable principles in
play to address potential wider implications. The FCA, which is actively engaged with
the appeal, has also extended the pause on complaints handling in connection with
discretionary commission arrangements (DCAs) to non-DCAs in the motor finance
sector.
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b. Retail disclosure

e The consumer investment market will undergo significant changes as a result of
reforms to retail disclosure. The new consumer composite investments (CCIs) regime
looks set to herald a move away from the PRIIPS key information document and its
formulaic, prescribed approach to disclosure which has been much criticised in the
market.

e Following an FCA consultation issued in December, the final rules on the new regime
impacting approximately 23% of the UK's adult population will be published later this
year. There are some major changes afoot — the new Designated Activities regime will
be used to bring into scope overseas product manufacturers; whilst the focus of
regulatory requirements themselves will focus in on UK distributors.

e The FCA's proposals will give greater flexibility to allow distributors to better integrate
disclosure within customer journeys to support consumer understanding, but this new
flexibility may mean accepting less regulatory certainty.

e The FCAis proposing an 18-month transitional period but given the extent of the
changes this may not be as generous as it seems. As ever, it is critical for firms to put
these reforms in the context of the Consumer Duty, its broad-based requirements and
— in that regard — the FCA's Call for Input may also mean changes to the architecture of
the Handbook beyond disclosure requirements.

c. Payments

e Implementation of the authorised push payment (APP) scams reimbursement
requirement continues apace, with many firms now turning to their contractual
amendments and it is clear from the FCA's October 2024 Dear CEO letter to payments
firms that policing this area will not be left to the Payment Systems Regulator alone;
simultaneously the payments ecosystem continues to work through the implications of
the FCA's proposed reforms to safeguarding requirements.

e Greater alignment with the FCA's Client Assets sourcebook will have significant
compliance and operational implications for authorised payments institutions (APIs) —
including the proposal for senior management function responsibility for safeguarding;
and the future for the ‘insurance/quarantee method’ does not look particularly bright.

e And all of this will be going on against the backdrop of the Government's new National
Payments Vision which recognises, among other things, the importance of open
banking which includes a proposed new regulatory framework for using incoming
smart data powers in the Data (Use and Access) Bill, which is currently progressing
through Parliament.

d. Operational incident reporting

e Of cross-sectoral application, firms across the retail and consumer landscape
(including APIs) will need to embed proposals on operational incident reporting. The
proposals contain some major changes to the ways firms will need to respond to major
operational incidents, including their engagement with the FCA. If introduced as
consulted upon, firms will need to develop a new discipline and methodology to
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determine their operational incident reporting obligations which goes well beyond the
traditional Principle 11 approach.

e Firms will have some critical questions as to the scope and application of the
proposals, even with the helpful case studies (clearly based around recent, high-profile
incidents). Many will also have already clocked that these proposals have introduced a
new concept of ‘intolerable consumer harm’, which will need to work through the
implications in order to ensure that direct and indirect impacts are properly understood,
and that new frameworks are able to dynamically respond as events emerge.

e Forthose firms operating in Europe too there is also the problem of dealing with the
Digital Operational Resilience Act, DORA, which came into force on 17 January. Whilst
there are some similarities between the UK and EU regimes there are important
differences.

3. Enforcement; The FCA is evolving its approach to enforcement: reducing its enforcement
portfolio size and increasing its use of interventions and preventions.

e A particular hot topic for this year is the approach to be taken to publishing
enforcement investigations, with the FCA having issued in November CP24/2, Part 2 in
relation to its controversial ‘'name and shame’ proposals. Responses to these revised
proposals are due in mid-February. In terms of expected enforcement themes for 2025,
in addition to those mentioned above we would highlight:

a. reducing and preventing financial crime, including in relation to anti-money
laundering and sanctions systems and controls;

b. ESG, with the FCA having confirmed its first ESG-related enforcement
investigation; and

¢. non-financial misconduct, with the FCA intending to publish its final policy
statement on this topic early this year (we understand that the FCA will publish
its remaining diversity and inclusion proposals later in 2025).

e In addition, in November, the government published general guidance on the new
failure to prevent fraud offence under the Economic Crime and Corporate Transparency
Act 2023 and has confirmed that this offence will come into effect on 1 September
2025, with firms now having less than eight months to assess, enhance, and/or
implement reasonable and proportionate policies, procedures, and systems and
controls to detect and prevent a wide range of fraud offences.

Here are six Digital Asset themes to watch in 2025:
1. Scale & standards

e 2024 has been momentous for issuance of digital securities by any statistical factor.
Digital asset issuance growth will continue to accelerate in 2025, including through broader
asset classes, wider issuer adoption, and repeat trades. Working through the entire
lifecycle', including in particular repurchase and collateral solutions, will continue to
accelerate at pace.
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There will be more focus on non-bespoke deals. The market will also re-double its efforts
to tackle the lack of interoperability between digital asset systems/platforms and crucially,
connectivity with legacy infrastructure. Both will facilitate growth and scale.

The market will continue to be tempered by regulation. Regulators will strive to adapt and
innovate so that the rules are fit for purpose and future proofed. (See also paragraphs 3, 4
and 5 below).

Standardisation will continue to challenge the market. Common rules, definitions and
protocols must be developed and agreed for digital assets across jurisdictions and
sectors. These will include prospectus & disclosure standards, common terminology, and
contingency planning and expectations. Trade associations (including ICMA and AFME)
will continue to drive and accelerate this work in 2025.

The UK will reassert itself as a centre of innovation and excellence and we expect this,
together with seismic US policy shifts, to drive a tremendous amount of both infrastructure
and issuance activity.

2. Uniform settlement

Digital registration and settlement systems are fragmented and inefficient. The lack of a
uniform settlement process will continue to be a major market challenge in 2025.

A globally interoperable wholesale Central Bank digital currency (CBDC). is a question of
when and how, not if. 2025 will see numerous Central Banks continuing their CBDC work
(including live experimental structures). The first CBDC is not, however, imminent.

Whilst we await a CBDC, commercial banks and non-banks will compete to offer exchange
of digital value. Their major issue will remain the lack of a Central Bank's full faith and
credit. Banks will emerge as winners in the short and medium-term due to their far
preferable credit and operational resilience.

3. EU regulation

Regulation of digital assets is in its infancy. The EU is the first major jurisdiction to
legislate. MiCA (the Markets in Crypto-Assets Regulation) became fully in force at the end
of December 2024. It creates an EU-wide regulatory framework for crypto-assets, issuers
of crypto-assets and crypto-asset service providers (CASPs). MiCA does not regulate
assets which are already regulated under other EU frameworks, such as MiFID II. Non-
fungible tokens (NFTs) are also generally not caught by MiCA.
EU member states can elect to implement a simplified authorisation process for entities
which are already nationally authorised to provide crypto-asset services. They can also
implement a 'grand-fathering' period of up to 18 months. EU member states have taken
different approaches to transitional arrangements. For example, Ireland has implemented a
12 month ‘grand-fathering’ period, in contrast to France's 18 month period.
There will be increasing convergence between the regulated traditional financial sector and
digitally native sector. Risk appetite will increase and so will the desire to have 'skin in the
game' and which will give rise to strategic acquisitions and formation of alliances and
partnerships across the two strands of the financial sphere.
The EU DLT Pilot will morph into a more ambitious plan to redraw financial infrastructure
regulation involving reassessment of the historical regulatory focus on roles and
responsibilities.
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4. UK regulation

5. Al

The UK Government has clearly signalled its aspiration to lead the world in digital asset
adoption. In the post-Brexit UK, the Government has taken a different regulatory tack to the
EU mostly to deter unwanted activity.

The UK's Digital Securities Sandbox is a live regulated environment to explore developing
technologies and digital assets. Guardrails include a modified and flexible legal and
regulatory regime. The UK Government intends to issue a pilot Digit Gilt Instrument
through the Sandbox to explore the benefits of distributed ledger technology (DLT), as well
as intending to stimulate UK DLT activity more generally.

UK Regulators are consulting on the general regulation of digital assets, with go live
targeted for 2026. The UK intends (unlike the EU) to fit digital assets into the UK's existing
financial services regulatory framework, using the principle of "same risk, same regulatory
outcome" with new categories of items such as 'settlement asset' only where absolutely
necessary. This approach will come under pressure if the UK ambition is as high as
expressed currently.

In 2025 we will start to see how market players perceive the Regulators’ differing
approaches. Given its desire for growth, should the UK have been more ambitious and
designed a bespoke digital assets regime from the ground up? Alternatively, will the UK's
approach enable it to be nimbler than the EU's notoriously slow (but more certain)
legislative process. Some market players will prefer the greater certainty (but cost) in the
EU compared to the UK. At the other end of the spectrum, some market players have
already shown an unwillingness to be regulated at all and so global regulatory arbitrage
and variation remains a significant issue.

In 2024 firms rushed to procure and deploy generative Al tools. For example, 75% of UK
financial services firms now use artificial intelligence. Al uptake will continue rapidly, and in
2025 the focus will shift to understanding and integrating Al's true capabilities to unlock its
full potential.

As Al becomes embedded into critical business processes, utilising Al policies for Al
governance and risk management will no longer be sufficient. In 2025 firms will need to
ensure that holistic Al governance frameworks are developed, and that there are adequate
governance structures and oversight mechanisms in place to identify, escalate, and
monitor Al risks effectively. We expect litigation and enforcement to start emerging as
weaknesses in Al governance and outcomes start emerging.

Al regulation will continue to develop in 2025. Whilst the EU has adopted a more
interventionist approach, the UK looks to be adopting a comparatively light-touch,
principles-based and sector led regulatory approach, which we should see crystalise in
2025.

Notwithstanding this, we also expect to see more regulatory scrutiny both domestically
and internationally on Al use cases within the digital assets market. Regulators have been
very active in 2024 setting up Al labs, sandboxes, and free experimental spaces - this trend
will continue. This also reflects the reality that, for law and policy makers within financial
services, Al regulations may need to be more than “broad brush” governance. Al/FS policy
and laws will need to tackle actual consumer user harms arising from specific products
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and services derived from or involving GenAl. Some of this may come from existing
principles-based approaches, such as consumer duty; other protections may still need to
be developed as technology advances.

6. M&A Activity

e We anticipate an increase in deals involving 'FIG adjacent' assets, such as non-regulated
technology and back-office services that support financial services businesses. This is part
of a broader industry trend towards digital transformation and operational optimisation,
with financial institutions recognising the value of integrating advanced technology and
specialised services to drive growth, improve efficiency, and stay ahead in a competitive

market.

U.K. and EU: Artificial intelligence

U.K. EU Al Act

U.K. consultation on legislation regulating the Rules on GPAI models apply, and

largest providers of Al systems following the provisions on penalties

Government's response to the House of Commons

Science, Innovation and Technology Committee

report on the governance of Al

2025 2 FEBRUARY 2025 2 AUGUST 2025 2 AUGUST 2026
EU Al Act EU Al Act
Certain Al systems will be prohibited EU Al Act mostly applies

One of the key issues for financial institutions will be to determine their status under the EU Al Act
each time they are using, deploying or distributing Al models or solutions. Will IDBs and TVs deploy
Al and will they be categorised as "Al Providers” — which is quite onerous.

Role

Provider

Deployer

Importer

Distributor

Definition

A natural or legal person that develops, or has developed, an Al system or
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., OpenAl).
Product manufacturers may be considered a provider in certain situations.

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.

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.
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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Role
Authorised

representative of a |mandate from a provider of an Al system or GPAI model to perform and
non-EU provider carry out on its behalf the obligations and procedures under the Al Act.

Definition
A natural or legal EU person who has received and accepted a written

EU: Artificial intelligence 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 can integrate the record-
keeping and log keeping arrangements with those under EU financial services law

Risk Level
Minimal risk

Limited risk

High risk

Unacceptable
risk

Description
Al systems are free from regulatory obligations under the Al Act.

Al systems are subject to transparency obligations, such as disclosing Al-
generated content so users can make informed decisions on further use.

Al systems are subject to more onerous obligations, including: <ul><li>Risk
management systems must be established, implemented, documented, and
maintained.</li><li>Detailed technical documentation to demonstrate
compliance.</li><li>Design and development ensuring transparency for deployers
to interpret outputs.</li><li>Training, validation, and testing of high-quality
datasets with proper governance.</li><li>Al systems must maintain accuracy,
robustness, cybersecurity, and consistent performance throughout their
lifecycle.</li><li>Ensuring Al is subject to human oversight, proportionate to risks,
autonomy, and context of use.</li><li>Quality management systems, including
accountability frameworks, regulatory compliance strategies, data management,
technical specifications, validation procedures, post-market monitoring, and
incident reporting.</li></ul>

Al systems that are prohibited due to harmful effects, including: <ul><li>Cognitive
behavioural manipulation.</li><li>Untargeted scraping of facial images from the
internet or CCTV.</li><li>Emotion recognition in workplaces and educational
institutions.</li><li>Social scoring.</li><li>Biometric categorisation to infer
sensitive data.</li></ul>

U.K.: Artificial intelligence

e Government response to the House of Commons Science, Innovation and Technology
Committee report on the Governance of Al

e Government response to recommendations made in the independent report of Matt
Clifford, the Al Opportunities Action Plan.
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/ Following the government’s

announcement that it will
consult on legislation to bring
in requirements for the largest

Financial institutions \

should look out for the
U.K. government’s:
+ consultation on applying

Al models, the U.K. seems to legislative requirements
be pressing towards an Al act on the most powerful Al
of its own models; and

*

implementation of the Al
Opportunities Action Plan

as business possibilities
\ may arise

OUTLOOK 2025: Al to offer compliance benefits as firms face diverging regulatory
regimes; More firms will likely use artificial intelligence in 2025 to address risk and
compliance, leveraging the fast-developing technology for data-intensive tasks such as anti-
money laundering (AML), fraud prevention and transaction monitoring.

e Using Al for risk and compliance processes carries risk, but for many firms, the benefits
will likely outweigh the potential pitfalls. The benefits, which include cost savings and
improved efficiency, have also gained lustre from recent political developments. The next
four years under Donald Trump as President of the United States will likely favour
technology companies, with fewer restrictions on new technology.

e In Europe, however, the landscape is divided. The European Union last year passed its
landmark Al Act, which will place strict restrictions on the use of Al in certain high-risk
cases, many of them in financial services, when it takes effect in 2026. Meanwhile, the UK's
more principles-based approach allows regulators to give firms some flexibility in
innovating, said Hannah Meakin, partner at Norton Rose Fulbright in London.

e Meakin expects firms to benefit from applying Al to a range of compliance processes.

e 'The areas of compliance where Al may be used are those requiring analysis of large
amounts of data, especially where patterns in historic and current behaviour could provide
insights into potential financial crime," Meakin said.

e 'Thisis particularly helpful in AML and transaction monitoring, fraud detection and
surveillance of trade data and communications for market abuse. Firms anticipate that
using Al in these areas will improve the quality of their efforts by making some of the time-
consuming manual processes more efficient and enabling staff to spend more time
interrogating results and realising what might otherwise not be visible"

e Arecently published study by the Bank of England and the UK Financial Conduct Authority
(FCA) identified data and analytical insights, combating fraud, AML and cybersecurity as
the areas most benefiting from Al adoption. Operational efficiency, productivity and cost-
base could improve most over the next three years, the regulators said.

e The study also emphasised that four of the top five risks were related to data: privacy, data
protection, data quality and bias. In the next three years, there will likely also be a large
increase in risk related to third-party dependencies, Al model complexity and embedded or
hidden Al models. Still, the study concluded that the increase in the average perceived
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benefit over the next three years, at 21%, was greater than the 9% increase in average
perceived risk.

Rapid development and adoption

It was "inevitable" that firms would apply Al to an increasing number of activities, including
compliance, given the technology's rapid development and improvement, Meakin said.

"As the technology improves and firms become more familiar with its capabilities, we
anticipate an increase in the availability, sophistication and adoption of solutions by third
parties, especially for AML compliance,’ she said.

The effectiveness of any Al system was only "as good as the quality of data used," Meakin
said.

"In some areas, like KYC, that data will contain personal and otherwise sensitive data,
which raises data protection and security concerns. The data used for training may result
in the unfair treatment of clients, which can be exacerbated by feedback loops and
challenges in being able to explain how decisions are reached.

Firms would likely begin by running Al applications parallel to existing processes, allowing
them to evaluate and experiment. Many firms will also try to develop proprietary Al
systems for bespoke solutions, Meakin said.

One-third of firms surveyed by the FCA and Bank of England reported using third-party Al
tools, with 64% using the technology for risk and compliance purposes.

A study by the Swedish Financial Supervisory Authority late last year found that 84% of
financial services firms had begun using Al to streamline their business, improve internal
processes and analyse large datasets. Many lagged in establishing policies to govern the
development and use of Al tools, particularly employees' use of generative Al applications,
such as ChatGPT or Copilot.

"Al introduces considerable opportunities for the industry to streamline its work," said Marie
Jesperson, head of the Swedish regulator's Innovation Center in Stockholm. "Firms now
need to establish policies and procedures to ensure that the systems do not become
vulnerable in conjunction with this."

A question of location

Adoption is likely to vary depending on geography.

Firms in the United States will likely have loose reins during President-elect Trump's second
term. Trump's recent statements signal a light-touch regulatory approach, including a vow
to repeal President Joe Biden's regulation-heavy 2023 executive order on Al. His
nominations of David Sacks for the newly envisioned role of "Al and Crypto Czar" and
Sriram Krishnan for Al adviser, both technology veterans, are seen as a commitment to
industry-friendly rules.

Meanwhile, firms in the EU will spend the year preparing for the Al Act's 2026 introduction,
which will place several limitations on using the technology in financial services. The
regulation applies a risk-based approach, where Al systems are separated into risk
categories. Systems associated with unacceptable risk, such as the biometric
categorisation of customers based on sensitive information or systems that seek to
manipulate human behaviour or exploit peoples' vulnerabilities, are forbidden. Systems
classified as high-risk are allowed if they meet the requirements outlined in the regulation.
"Financial services regulators are alive to risks as well as the potential benefits that Al
offers, but their approaches differ," Meakin said.

"For example, the UK government's principles-based approach allows the FCA to give firms
some flexibility in innovating, provided they comply with existing relevant rules, whereas
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the EU's approach with the Al Act is more prescriptive in particular use cases that are
deemed high-risk."

e Returning to the United States, the Securities and Exchange Commission (SEC), under the
leadership of Trump-appointee Paul Atkins, will likely engage in rulemaking on Al due to
pressure from industry stakeholders and investors, despite Trump's emphasis on
minimising the regulatory burden.

e The SEC's direction of travel remains to be seen. It had intended to re-propose a rule for
using predictive analytics in October 2024 following substantial industry opposition to an
earlier version. This did not happen, and the SEC has not updated its timeline for the
initiative.

e U.S. firms will still have to manage a complex and challenging compliance landscape in the
first years of Trump's second term due to increasingly fragmented state-level legislation.
States such as Utah, Colorado and California have already enacted laws regulating the
development and deployment of Al systems, focusing on consumer protection, fairness
and principles such as access, treatment and disclosure of Al risk.

o With Al-related bills being proposed or considered in at least 15 other states, businesses
should prepare for growing demands around transparency and accountability by
proactively implementing risk assessment processes and monitoring and testing Al-
powered data analytics. State-level consumer and investor protections are also likely to
address bias, misrepresentation and other risks associated with Al-driven financial
products as federal agencies are expected to adopt a more hands-off approach.

e This widespread expansion of state bills, laws and related litigation will likely pressure
Congress to establish a federal Al policy framework. Legislative controls over the use of Al
by the Republican-controlled Congress are likely to mirror the administration's permissive
stance. They could follow a similar timeline as the agencies or take longer.

e Asian dimension

e The Monetary Authority of Singapore (MAS) has advanced the development of a regulatory
governance framework for Al dubbed "Project MindForge," and a handbook will be
published by the end of 2025, Alan Lim, head of financial infrastructure and Al officer at
MAS, told the city-state's Fintech Festival in November 2024. Use cases will cover scope,
application, people and technology, according to the de facto central bank.

e 'The [Al governance handbook] will look into developing strong industry use cases that will
benefit from the application of GenAl and other artificial technologies, including the use of
GenAl in managing complex compliance tasks and identifying hidden, interconnected
financial risks," said Adrian Ang, partner at law firm Allen & Gledhill in Singapore.

e Authorities in rival financial hub Hong Kong have largely chosen to use existing laws to
regulate Al, with the supervision of its use in the financial sector shared by the city's
sectoral regulators.

e Supervisory focus

e Regulators have also identified ways of using Al for supervisory tasks. The UK's FCA
opened the world's first Al Lab in 2024 to boost innovation in the financial sector.

e [thas also called for compliance practitioners, professional advisers and other financial
sector participants to take part in a two-day workshop to help shape the regulator's future
approach to Al. The FCA is also hosting an "Al sprint" at its offices in January to get
industry feedback on whether its principles-based approach and policies need reform.
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The FCA has so far sought to manage Al risk through existing rulebooks and outcomes-
focused regulatory frameworks, such as the Consumer Duty and Senior Managers and
Certification Regime.

"As a regulator, we must play a critical role in ensuring Al is deployed in a way that is safe,
fair and in the best interests of consumers and the market as a whole," said Jessica Rusu,
the FCA's chief data, information and intelligence officer, at a recent event.

Regulators are also beginning to engage with Al for their own purposes. More than half of
regulators surveyed by the Financial Stability Board (FSB) reported using the technology in
various supervisory technology (suptech) applications.

"Many central banks and regulators are adopting Al to meet their supervisory
responsibilities more efficiently,’ the FSB said.

"This includes exploring how Al can deliver ‘faster indicators' for real-time economic
analysis, exploring using alternative data for supervisory assessments and, more recently,
experimenting with large language models (LLMs) for research, analysis and drafting.'
Some regulators reported using natural language processing (NLP) and generative Al to
analyse data sources, such as earnings call transcripts and management, discussion and
analysis sections in public filings. Generative Al and NLP are also useful for inspections
because they allow users to extract relevant paragraphs from large volumes of
documentation and summarise and draft supervisory reports.

Regulators have also considered using LLMs to improve data quality assessments and
customise regulatory reporting error messages for specific circumstances and
jurisdictions. The FSB said generative Al could be used to model social media interactions
within the context of bank runs or in stress testing.

"The use of Al in suptech may increase in the future, partly driven by regulatory authorities'
need to keep up with and understand the rapid uptake in the use of Al by financial
institutions," the FSB said.

Update on BIS innovation hub; On 74 January 2025, the Bank for International Settlements

(BIS) updated its webpage regarding its innovation hub. The update includes information
regarding the 2025-2026 work programme which includes:

At the start of 2025, the innovation hub'’s project portfolio consisted of 26 active projects
and 31 projects completed since its establishment in 2019. BIS started 16 new projects in
2024.

The first two new projects in 2025 will explore Al-based tools supporting supervision and
green finance. BIS will look to identify synergies among its existing project portfolio.

The work programme is focused on strengthening horizon scanning activities to track new
technological developments and identify gaps for further central bank innovation.

BIS will deepen collaboration on technological innovation among its network of central
bank experts.
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TradFi, DeFi integration continues with record inflows The integration between traditional
finance and decentralized finance is gaining momentum, with digital asset investment
products seeing record inflows of $44.2 billion in 2024, according to Coalition Greenwich
and CoinShares. Traditional firms are offering access to digital assets through
mechanisms such as exchange-traded funds, and decentralized finance investors are
earning yields on stablecoins backed by major asset managers. Markets Media

UK Government launches consultation on Al and copyright; On 77 December 2024, the UK
Government released its consultation on clarifying the relationship between Al and copyright
law.

e The proposal includes 47 questions and centres around clarifying UK copyright law in order
to give copyright holders more control of their content from Al training while also
supporting Al developers in the UK to have lawful access to high-quality data. The UK
Government recognises that some intervention is necessary to provide clarity and legal
certainty, but has not settled on the precise nature of that intervention or any new
legislation.

e The proposals to clarify current copyright law on text and data mining that have been
made by the Government, supported by the Intellectual Property Office, Department for
Science, Innovation and Technology, and Department for Culture, Media, and Sport, include:

o Doing nothing: Although the UK Government states that it does not wish to prolong
the legal uncertainty associated with the copyright infringement risks of Al model
training.

o Strengthening copyright licensing: This option would mean Al models could only be
trained on copyright works if rights holders have granted an express licence. This
would give rights holders greater control, but would make it harder for Al
developers to train their models in the UK.

o Introducing a broad data mining exception: This would allow data mining on
copyrighted works, including for Al training and commercial use, without rights
holders’ permission (as in Singapore). The UK Government describes this option as
requiring “radical changes to the UK copyright framework.”

o Introducing a “rights reservation” mechanism: This would allow Al developers to
train their models on material to which they had lawful access, but only to the
extent that rights holders had not expressly reserved their rights. This option would
be coupled with transparency requirements about the works used for training and
standards for the reservation of rights. This option mirrors the approach followed
by the EU and is the UK Government'’s preferred approach, subject to views
expressed in the consultation.

e The consultation also seeks views more generally on (1) the need for development of
standards for the reservation of rights; (2) (collective) licensing of copyright works for Al
training; (3) the need for Al developers to disclose the sources of their training material and
at what level of detail; (4) the treatment of models trained outside the UK; (5) copyright
protection for Al-generated outputs (including whether protection for computer-generated
works in the UK should be retained); (6) whether liability for Al-generated outputs which
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infringe copyright is sufficiently clear; (7) labels for Al-generated outputs; and (8) whether
the current framework is sufficient to tackle deepfakes and digital replicas.

e The consultation is open for public review until 25 February 2025.

e Read the full text of the consultation here.

Unwrapping the UK MiFID Org Reg Consultation; Following HMT's Policy Paper on next steps
for reforming the UK's MIFID regime specifically, including revocation of the assimilated MiFID Org
Reg (i.e. the UK-onshored version of Commission Delegated Regulation (EU) 2017/565, covering
the conduct and organisational rules for UK MiFID firms).

e We now have the FCA's consultation paper on transferring the requirements of the
MiFID Org Reg into the FCA Handbook (CP24/24). It's a big one, clocking in at 351
pages, which will take a while to pick through. However, we note that the expressed
intention of the CP is not to make any policy or substantive changes to the current
requirements.

e That said, Chapter 4 offers a window on what comes next (Future amendments to EU
Derived Organisational and Conduct Rules). It invites discussion on reforms including,
amongst other things, rationalisation of the Handbook (with various specific examples
cited), and potential changes to the client categorisation rules in COBS to make them
work more effectively. With a view to the even longer term, the CP also includes an
open-ended question (Q34) asking if firms think any sector-specific changes are
needed.

e There s a split deadline for responses: comments on Chapter 4 are due by 28 March
2025, with responses on other aspects being due by 28 February. By way of a reminder,
responses to the FCA's separate DP24/2 on MIFID transaction reporting (which we
covered in last month's edition) are due by 14 February.

Top 10 things to know about MiFID Org Reg: CP24/24; To further the UK's programme to
repeal EU Law, on 27 November 2024, the Financial Conduct Authority (the FCA)

published CP24/24 The Organisational Requlation (the CP). The CP contains proposals to
transfer the firm-facing requirements of the UK MIFID Organisational Requlation (the MiFID
Org Reg) into FCA Handbook rules.

Whilst the FCA is not intending to change the substance or scope of any requirements, firms will
still need to assess the impact of these changes on their business. The impact is likely to be
primarily on internal and external documentation which refers directly to the affected rules (e.g.
internal compliance docs, or external client-facing documentations) rather than comprehensive
changes to business processes or systems.

Many industry participants requested changes to the elective professional criteria in response to
the Consumer Duty Call for Input This is a positive demonstration of the FCA's willingness to listen
to firms. Perhaps in light of their new(ish) secondary objective of international competitiveness.
However, firms may wish to consider the practical impact of any changes to the client
categorisation thresholds. If they were to change, this would mean a substantial change to firms’
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embedded client categorisation systems and procedures. Some firms may see this as worth the
cost. The FCA has asked if the benefits of changing the client categorisation criteria can be
quantified, for example, the additional potential investment in UK capital markets from certain
client groups as a result of any proposed change in the opt up rules. The elective professional
client status is very important, for example, in practice for marketing alternative funds, and so a
change to the thresholds could have an important impact on the ability to market only to
professionals.

What parts of the Handbook are changing?

e The MIFID Org Reg contains conduct rules and systems and controls rules to ensure
market integrity and investor protection. Accordingly, this entails changes to:

The Senior Management Arrangements, Systems and Controls sourcebook (SYSC);
The Conduct of Business sourcebook (COBS);
The Market Conduct sourcebook (MAR);
The Recognised Investment Exchanges sourcebook (RIE) and Recognised Clearing
House sourcebook (REC); and

+  The Dispute Resolution sourcebook (DISP).

e SYSC: The FCA has proposed amendments to SYSC to integrate organisational
requirements from the MiFID Org Reg which aim to enhance the regulatory framework,
while ensuring it remains agile and coherent.

e The changes involve the assimilation of specific MiFID Org Reg articles into SYSC,
adjustments to existing rules, and adaptations to Handbook terms to maintain consistency
with the concept of a common platform firm. The FCA's proposal is to preserve the effect
of the current framework with no policy changes regarding content or scope.

e Conflicts of interest: The FCA has made specific clarifications and corrections to ensure
consistency and clarity in the application of conflicts of interest rules.

e COBS: The changes to COBS are limited and are intended to achieve simplification and
rationalisation. The FCA proposes to consult on requirements relating to the disclosure of
costs and charges as part of their consultation on the CCl regime in CP24/30: A new
product information framework for Consumer Composite Investments (CP24/30) (see our
article on CP24/30 here: FCA consults on new CCl disclosure rules to replace UK PRIIPs
regime | Simmons & Simmons).

e MAR: The FCA are proposing to copy out the substance of the relevant articles of the
MiFID Org Reg into current/new provisions in MAR.

¢ RIE and REC: Similar amendments have been made to these sourcebooks as to MAR (i.e. a
copy out), some provisions have also been deleted that have not been in force since the
implementation of MiFID2.

e DISP: The FCA is proposing to amend DISP which currently sets out requirements for
dealing with complaints, as per Article 26 of the MiFID Org Reg. FCA states that this
approach should maintain the same scope as the current MiFID complaints regime.

e The Financial Ombudsman Service (FOS): The FOS will mirror the FCA's proposed changes
to DISP into its voluntary jurisdiction and will adopt the FCA's proposed changes to the
glossary into its compulsory jurisdiction (scheme) rules. These amendments should not
make any substantive amendments to the operation of the FOS.

e There are also a lot of consequential changes made to other Sourcebooks including:

The Glossary;
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Client Assets sourcebook (CASS);

Decision Procedure and Penalties Manual (DEPP);

Disclosure Guidance and Transparency Rules sourcebook (DTR);
General Provisions (GEN);

Professional Firms sourcebook (PROF);

Supervision Manual (SUP);

The MIFID 2 Onshoring Guide (M2G); and

Training and Competence sourcebook (TC).

4. |s there any change of scope?

¢ The FCA's intention is to restate the existing firm-facing requirements from the MiFID Org
Reg in the FCA Handbook as rules and guidance with no substantive changes or change to
scope, but where possible the FCA have taken the opportunity to clarify the drafting of
requirements and align them with equivalent Handbook provisions where necessary. They
are not proposing to add or remove any existing requirements in this CP, giving firms
continuity.

5. What are the suggested immediate opportunities for rationalisation?

e Chapter 4 invites discussion on potential future reform of the conduct and organisational
rules derived from the MiFID Org Reg. At the time of transposing EU directive, the FCA
sought to apply common standards to firms conducting similar activities, however this got
increasingly challenging as time went on, and as the EU increased its use of directly
applicable regulations. Therefore, there a several examples of areas of the FCA Handbook
that are duplicative with small differences in technical detail or with complex application
rules.

e The FCA suggests a couple of areas where there are immediate opportunities for a
rationalisation of its rules.

e Rationalisation of rules: The FCA suggests rationalising duplicative conduct and
organisational rules that come from different EU Directives and removing the distinction in
rules between types of firms where there is no substantive difference in obligations.

e Conflicts of interest: The FCA acknowledged the complexity and duplication resulting from
adapting SYSC 10 rules over time to incorporate conflicts of interest rules from various EU
Directive (MiFID, UCITS, AIFMD, IDD). The proposed amendments aim to simplify the core
rules, particularly for the benefit of firms which are subject to multiple regulatory regimes.
The FCA suggests that, whilst they will need to consider where the rules need to continue
to differentiate between different activities, they could somewhat rationalise SYSC 10.

e The FCA plans to examine the necessity of differentiating rules based on activities and
assess the substantive impact of minor language variations. For example, the requirement
in SYSC 10.1.11R to specify procedures in a firm's conflicts policy to "manage” conflicts
versus the MiFID Org Reg's language to "prevent or manage" conflicts.

e Best execution: The FCA suggests rationalising the best execution rules in COBS 11.2,
COBS11.2A and COBS 11.2B (for AIFMs and residual CIS operators, MiFID firms and UCITS
ManCos respectively) and the personal account dealing rules in COBS 11.7 and COBS
11.7A (for non MiFID and MiFID business respectively).
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6. What are the suggested more complex opportunities for rationalisation?

e Various FCA Handbook rules require disclosures to be made to clients or specific
information to be provided. The FCA talks about the benefits of rationalising these rules for
both firms and consumers, however they do acknowledge that this could be costly for
firms. The aim is to simplify the compliance burden for new firms entering the market,
accommodating future financial product innovations and to make it easier for the FCA to
supervise firms’ compliance with these requirements more efficiently.

e The FCA notes that many COBS chapters currently require information to be provided to
clients at different stages of the investment journey. For example, within COBS: -

o COBS 2 requires disclosures to be made both in relation to products (risk warnings)
and services (costs and charges) before services are provided, as well as creating
ongoing costs disclosure requirements. - - -

o COBS 6 contains a wide range of disclosure and information requirements
including general information about the firm and the information on the basis in
which advice is given.

o COBS 14 specifies information to be provided to clients in relation to investments
offered to the client, including risk warnings COBS 16 and 16A specify requirements
about reporting to clients in relation to transactions and client assets held on behalf
of the client.

7. What are the suggested changes around client categorisation?

e Client categorisation is used to calibrate different protections such as suitability and
appropriateness and to allow access to certain products/services. The FCA acknowledges
that the thresholds and criteria have become out of date, but reiterate that they will only
make changes if beneficial to do so.

e Per se professionals and ECPs: The FCA notes that these categories overlap so perhaps
the boundaries need refining. In particular, the FCA wants to consider whether entities that
act on behalf of underlying clients would be better off being categorised as professionals
by default, instead of opting down.

e Elective professionals: Specific questions that the FCA is asking are:

i.  Does the process allow sufficient flexibility for clients to switch category when
appropriate?

ii.  Arethe current rules and guidance sufficiently clear to discourage firms
inappropriately opting clients up to avoid consumer protections from which these
clients should benefit?

iii.  Whether the use of elective professional categorisation in relation to financial
promotion rules remains appropriate in all circumstances?

e The FCA recognises that, whilst clients’ needs to be protected, there are positive reasons
for opting clients up. The FCA has given some options for alternative approaches but
welcomes other suggestions:

1. Updating and / or adding alternative quantitative test criteria.

2. Aligning the rules for MiFID business with the current standard for non-MiFID
business (i.e. no quantitative test). This may entail further Handbook guidance on the
qualitative factors firms should use and/or having a minimum investment portfolio
threshold.
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3. Strengthening the process for ensuring consumers understand the implications of
requesting to opt up, including with respect to the regulatory protections they would
forego e.g. having a cooling off period or regular re-confirmation of the election.

Financial promotions: Financial promotion rules differentiate between promotions to retail
and non-retail investors, e.g. the fair, clear and not misleading rules only apply to retail
promotions (but will always apply in so far as the communication relates to designated
investment business). The FCA wants to know if clients ask to be opted up for the
purposes of exemption from certain financial promotion rules only.

Corporate finance contacts: Broadly, firms advising corporates on capital raising can treat
potential investors as mere contacts rather than clients. However, the corporate finance
firm will still be a client for the purpose of the financial promotion rules, therefore, the
categorisation of the investors will still need to be considered for these purposes (as the
recipients of the financial promotions). The process of opting a contact up to elective
professional status for financial promotions purposes, carries a risk of a contact believing
they are being treated as a true client. The FCA is interested in knowing how firms navigate
this.

Venture capital contacts: As for corporate finance contacts, the primary requirement of the
venture capital contacts regime is that the venture capital firm must not give any indication
to the investor that they are treated as a client. The FCA is interested in knowing how firms
navigate this.

What are the suggested longer term changes?

The FCA suggests some examples of longer term changes that could be made to the
Rulebook. These are around differentiating suitability requirements or requirements in
general according to the risks of harm presented by the business model, rather than the
European Directive that the rules originated from.

9. What is the impact on Article 3 MiFID Optional Exemption firms?

FSMA 2023 revoked various assimilated law, including Part 2 of the MiFI Regulations
imposing restrictions on activities of Article 3 firms, subject to commencement. The FCA,
alongside the Treasury, is assessing the domestic regulatory framework that will govern
Article 3 firms moving forward. This assessment includes exploring the activities these
firms might be allowed to undertake outside the single market framework and considering
necessary legislative and handbook amendments. Any changes would be sequenced with
the introduction of the FCA's replacement rules to ensure there is no unintended impact to
the authorisation status of relevant firms.

At present, the FCA is not proposing any changes to the MiFID-derived rules applicable to
Article 3 firms.

This decision reflects a period of evaluation and feedback collection to ensure any future
regulatory adjustments are made with comprehensive understanding and consideration.
The FCA is actively seeking feedback from Article 3 firms to understand how the current
framework and rules could be rationalized or improved. The goal is to reduce regulatory
complexity and ensure that the requirements for Article 3 firms are both flexible and
proportionate to the potential risks their activities pose.
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e Feedback from these firms will play a crucial role in shaping the FCA's approach to future
rule-making under the new regulatory framework. The FCA also plans to engage with firms
in more detail on the analogous requirements in due course in separate consultations.

10. What happens next?

e The consultation period for Chapter 3 ends on 28 February 2025.

e The consultation period for Chapter 4 ends on 28 March 2025.

e A policy statement containing the final rules is expected in H2 2025.

e The PRA will be publishing an equivalent consultation paper in Q1 2025 and is aiming to
publish a policy statement on the same day as the FCA in H2 2025.

e The FCA have said that they will review the responses to this CP alongside the responses
to the Consumer Duty Call for Input and CP24/30 on the CCl regime. They have said they
will only make changes where there is a clear benefit in doing so and that they are mindful
of the benefits of being consistent with international standards so will take account of
rules in other jurisdictions.

Top 10 things you need to know about EMIR 3; An updated version of our article exploring
10 key questions on EMIR 3, including the active account requirement, from a buy-side
derivatives perspective.

Why is EMIR being amended again?

What is the current status of EMIR 3?

What is the active account requirement?

Who will the active account requirement apply to and could it apply to non-EU entities?

What categories of derivatives will the active account requirement apply to?

What steps should buy-side market participants consider taking to prepare for the active

account requirement?

What would be the consequences of non-compliance with the active account requirement?

8. What were the views of industry associations on the active account requirement proposals
during the legislative process?

9. Is EMIR 3 exclusively about active accounts, or does it make other changes?

10. Are any similar changes being proposed to UK EMIR?

Sk

~

Emir update |leads to costly trade error reports The new European Market Infrastructure Regulation
reporting rules are imposing significant financial burdens on banks, with costs estimated at ST million
annually. This expense is primarily due to the vast number of trade error notifications that must be
sent to clients and regulators. The rules require reporting of all errors, leading to varied interpretations
among dealers, with some reporting every error and others setting thresholds to manage costs. Risk

e New reporting rules in Europe are causing dealers to send a tsunami of trade error reports
to their clients — at huge expense and, some say, for little practical value. One senior
reporting expert at a US bank estimates that meeting the requirement costs at least $1
million a year due to the vast volume of messages that must be sent. “It's costing us a
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fortune by telling all these little clients that they've got 10 trades wrong,” says the expert. “Is
that moving the dial in terms of data quality

What to expect from sanctions and export controls; RS; January 2025

Russia — Biden’s gift on his way out

well with 200+ entiti vessels, including:

Surgutneftegas and Gazprom Neft. UK followed suit on this one, and
yesterday OFS| and OFAC issued a Memorandum of Understanding,
allowing for sharing of relevant information, conducting coordinated
investigations, training of personnel, discussions on regulatory
expectations, economic analysis, and other practical arrangements.

* QFAC Issusd two new determinations Firstly, dstermination pursuant to
Executive Grder 14034 pormitting OFAC to place on the SON List those who
are found to operate or have operated In the energy sector of the Russian
Federation Economy. Adds to other sectoral determination — including
marine sector and financial services sectors.

- Thle dataeminaion broadens siuad wide mandatn to inpose saneiiona
lis

again: Persons operating in thi General License for Surguneftegas and Gazprom Neft both i the U.S. and

the UK, permitting wind-down of transactions until February 27, 2025.

+ Determination pursuant to Executive Order 14071 prohibiting the provision
&1 U3, patroleum sarvioss to persons locatad in the Russian Federation.

183 vessels, including numerous Sovcomflot vessels previously exempt
Extends to non-U.S. persons using U.S. d 3, a

nd bunkering by Gazprom Neft Marine
Bunker Limited Liability Company.

 Added to existing prohibitions aganst praviding a numbor of sorvices,
including Certain Services for the Acquisition of Aluminum, Copper, of
Nickel of Russian Federation Origin, Engineering services, Trust an
Corporate Formation Sarvices, and Management Consulting Sorvices to
menti

Two LNG projects targeted by the Department of State — through
designation of Gazprom SPG Portovaya Limited Liability Company
(operator of the Portovaya LNG Terminal), and Cryogas Vysotsk Limited
Liability Company (operator of the Cryogas Vysofsk LNG Terminal
- Importantly, the price cap exception is exempt from this prohibition. Known Hong Kong and UAE traders, Russia-based oilfield service
providers, Russian energy officials and others.
- Similarly, the Sakhalin Il, Caspian Pipeline Consortium C, ai
omGchovrol prajocis aro skempt mtor Gonora Liconda 191 untl June
28,2025,

Major implications, many of these entities are implicated in port facilities,
bunkering and the alike.

UK FS Publications in January

On 9 January 2025, the House of Lords Financial Services Regulation Committee published the
written evidence it has received in relation to its inquiry into the secondary international
competitiveness and growth objectives of the FCA and the PRA (see the written evidence
submitted here).

On 9 January 2025, the FCA published its response to the 6 independent statutory panels’
2023/24 annual reports. This single response covers themes raised by all or most of the panels
and specific issues raised by individual panels (read the FCA response here).

On 10 January 2025, the FCA published an interim annual report covering the period 1 May 30
September 2024 on its Cost Benefit Analysis Panel (CBA Panel). The report, which is the first since
the CBA Panel came into operation last year, explains the purpose of the statutory panel and
contains provisional recommendations for the FCA and PSR regarding how they might better use
CBA (read report in full here).

The Bank of England and PRA have also published the 2024 annual report of their CBA Panel. This
report (read the report here) covers the period from 1 July to 31 October 2024 and contains a table
of the CBAs that have so far been considered by the CBA Panel.

On 10 January 2025, the PRA and FCA jointly published a consultation paper (read the
consultation paper here) on the 2025/26 management expenses levy limit (MELL) for the Financial
Services Compensation Scheme (FSCS). The proposed MELL consists of a management
expenses budget of £103.6 million and an unlevied reserve of £5 million and would apply from 1
April 2025 to 31 March 2026. The deadline for responses to the consultation is 7 February 2025.
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On 14 January 2025, the FCA published updated guidance (see the webpage here) for firms on
managing redress liabilities and tackling polluting behaviour. The guidance explains what firms
should and should not do and identifies six main examples of polluting behaviour: basic
phoenixing; lifeboating; fronting; sale at an undervalue; restructuring; and proceeds of sale not
applied to redress (read the webpage here for further detail on polluting behaviours).

On 14 January 2025, the Bank of England (the Bank) published design notes outlining the Bank’s
initial thinking on the potential aims, scope and focus areas of a digital pound blueprint. The notes
(see the webpage here) explore the design matters which are being considered even though no
decision has yet been taken on whether to build a digital pound. For further detail on the digital
pound, please read the article on our website here.

The Government has launched a consultation (see webpage here) on proposals to reduce the
threat posed by the criminal infection of computer systems with ‘ransomware’ software. The
consultation seeks views on proposed legislation which include a new ransomware payment
prevention regime and a ransomware incident reporting regime with a threshold-based mandatory
reporting requirement. The consultation closes on 8 April 2025.

Commission welcomes agreement on proposals to facilitate data-sharing and reduce
reporting burden in EU financial services; The Commission welcomes the political
agreement reached yesterday by the European Parliament and the Council on the proposal
to facilitate data-sharing and reduce redundant reporting in EU financial services.

Requlatory Outlook and Diary

Forward Regulatory Calendar: Updated 02nd February 2025 (updates highlighted)

Q12025 EU Earliest expected start date for the Internal Model Approach (IM)
reporting requirements under the CRR Il market risk standard.

Q1 2025 us Effective: SEC amendments updating requirements for electronic filing,
submission, or posting of certain forms, filings, and other submissions
required of security-based swap dealers and major security-based
swap participants (awaiting publication in the Federal Register).

Q1 2025 us Effective: CFTC final rule regarding DCO and FCM safeguarding and
investment of customer funds (awaiting publication in the Federal

Register).
February 03, EU The Designated Publishing Entity (DPE) regime for post-trade
2025 transparency under MIFIR becomes fully operational, with ESMA
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expecting that registered DPEs will make transactions public through
APAs from that date.

March T, Australia Three-month calculation period begins to determine whether the
2025 Brazil average aggregate notional amount of derivatives for an entity and its
Canada affiliates exceeds the lowest threshold for application or revocation of
EU initial margin requirements as of the next relevant compliance date of
Hong Kong | either September 1, 2025, or January 1, 2026 (EU/UK/CHF).
India
Japan In the US, this calculation period only applies under CFTC regulations.
Korea In Mexico, the corresponding compliance date is December 31, 2026.
Mexico
Saudi Arabia | Brazil is daily and all others are month-end for March, April, and May
Singapore | average aggregate notional amount.
South Africa
Switzerland
UK
us
March 10, us Comments due to the SEC on the CME application to register as a
2025 clearing agency to provide clearing services in U.S. Treasury secondary
cash market transactions and in repo agreements involving U.S.
Treasuries.
March 31, Japan Basel lll: Implementation of revised credit risk, CVA, market risk (FRTB)
2025 for domestic banks not using IMM and ultimate parent companies of
a broker-dealer (limited to those designated by JFSA). The JFSA has
launched the public consultation to reflect certain amendments based
on the BCBS “Recalibration of shocks for interest rate risk in the
banking book” (IRRBB) and the relevant transition measures (the
comments will be accepted by 18 February 2025).
March 31, Japan Basel lll: Expected implementation of revised credit risk, CVA, market
2025 risk (FRTB) for domestic banks not using IMM.
March 31, New FCA rules relating to the application of pre-trade transparency to
2025 trading 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 01, 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
2025 Guideline on the JFSA reporting rules.
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June 01, us Three-month calculation period begins under U.S. Prudential
2025 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, 2026.

June 18, The UK Government has committed to take forward secondary
2025 legislation to ensure that the temporary exemption for pension scheme
arrangements from the clearing obligation under UK EMIR does not
expire on 18 June 2025 and will remove any further time limit on the

exemption.
July 71,2025 The Basel Il 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 gquidelines, 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
01,2025 end) 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
01,2025 requirements for non-centrally cleared derivatives.
September EU Deadline for Member States to transpose the MiFID amendments
29,2025 published on March 8, 2024, into national law.
September EU ESMA shall submit draft regulatory technical standards to the
29,2025 European Commission with respect to the revised requirements for
transaction reporting and OTC derivatives transparency under MiFIR.
September 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
30, 2025 end) aggregate notional amount from March, April, and May 2022 of

UDI 20 billion to comply with the margin requirements for uncleared
derivatives under Banco de México's Circular 2/2023.

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
15,2025 applicable from November 15, 2025 in the EU. As things stand

currently in the CRR 3 political process, these IMA reporting
requirements may become obsolete as we are still looking at a January
1, 2025 start date for the capitalization of market risk in the EU.
However, IMA Reporting could still become live if the European
Commission decides to enact the two-year delay mentioned under the
CRR3 Article 461a FRTB delegated act. As this may still evolve in the
CRR 3 negotiations, ISDA will keep monitoring developments in this
area.
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December us Expiry of extension of relief concerning swap reporting requirements
01,2025 of Part 45 and 46 of the CFTC's regulations, applicable to certain non-
US swap dealers (SD) and major swap participants (MSP) established
in Australia, Canada, the European Union, Japan, Switzerland and the
United Kingdom, that are not part of an affiliated group in which the
ultimate parent entity is a US SD, US MSP, US bank, US financial holding
company or US bank holding company. See CFTC Staff Letters No. 20-
37 and No. 22-14.
December New FCA rules on post trade transparency take effect.
01,2025
December Earliest date of initiation of selection process for Consolidated Tape for
29,2025 OTC derivatives under MiFIR
December Mexico Annual compliance date for entities and investment funds to comply
31,2025 with the margin requirements for uncleared derivatives under Banco
de México's Circular 2/2023 if average (month-end) aggregate notional
amount exceeds UDI 20 billion from March, April, and May 2024.
January 01, Australia Basel Ill: Expected implementation of APRA FRTB and CVA risk (APS
2026 116 and APS 180) frameworks.
January 01, Silaletlolelf=l \\/ith regards to the final Basel lll 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
2026 entities to continue to use non-EU benchmarks.
January 01, EU Start date for the CRR Il FRTB framework in the EU — following the
2026 adoption 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. Further delay is under consideration.
January 01, S\WivERCM Expiry of the two-year derogation from margin rules in respect of
2026 noncentrally cleared over-the-counter derivatives, which are single-

stock equity options or index options.
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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
Saudi Arabia
Mexico

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 billion.

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.

June 0T,
2026

EU

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.
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June 0T,
2026

us

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.

June 25,
2026

EU

Member States shall transpose 'EMIR" Directive amending UCITS
Directive, Investment Firm Directive and Capital Requirement Directive
as regards the treatment of concentration risk arising from exposures
towards CCPs.

September 1,
2026

us

Australia

Canada

Hong Kong

South Korea

Singapore

Japan

Brazil

Saudi Arabia

South Africa

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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September 1,
2026

December
31,2026

December
31,2026

December
31,2026

January 1,
2027

January 01,
2027

August 12,
2027

January 1,
2028

India

Mexico

Singapore

Singapore

Initial margin requirements apply to a provider with average (month
end) 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 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.

Variation Margin requirements for non-centrally cleared derivatives
apply to financial institutions that are regulated and supervised by the
National Financial Regulatory Administration ("NFRA") and its local
agencies, and also the asset management products issued by the
aforementioned institutions.

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.

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

Expected implementation of the Basel 3.1 standards.

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

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

January 1,
2028

January 1,
2028

January 1,
2028

January 1,
2028

June 30,
2028

January 1,
2029

Singapore

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

Singapore

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

China

Initial Margin requirements for non-centrally cleared derivatives apply
to financial institutions and their counterparties with an AANA of non-
centrally cleared derivatives exceeding RMB 500 billion for the end of
March, April, and May of the most recent year.

Initial Margin requirements for non-centrally cleared derivatives apply
to financial institutions and their counterparties with an AANA of non-
centrally cleared derivatives exceeding RMB 300 billion for the end of
March, April, and May of the most recent year.

Initial Margin requirements for non-centrally cleared derivatives apply
to financial institutions and their counterparties with an AANA of non-
centrally cleared derivatives exceeding RMB 60 billion for the end of
March, April, and May of the most recent year.

The temporary recognition of UK CCPs (LME, ICE and LCH) under the
EMIR 2.2 framework expires. Unless further addressed, following this
date, EU firms could not have access to the UK CCPs and would need
to relocate their clearing activities to EU CCPs. Under EMIR 2.2, ESMA
has also performed its tiering assessment, with LME becoming a Tier
1 CCP whereas ICE and LCH are considered Tier 2 CCPs.

Singapore

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

FMSB Publications

Standard for Client Onboarding Documentation and

Statement of

Processes

Statement of Good Practice Front Office Supervision of

Good Practice 19 December 2024

Statement of

Wholesale Traded Markets

Standard for Client Onboarding Documentation and

Good Practice 07 January 2024

Statement of

Processes — Annexes

Statement of Good Practice on Governance of

Good Practice 19 December 2024

Statement of

sustainability-linked products

Statement of Good Practice for the Front Office

Good Practice 17 December 2024

Statement of

Supervision of Wholesale Traded Markets

Pre-hedqging: case studies

Standard for Sharing of Standard Settlement

Instructions (SSIs)

Good Practice 07 October 2024
Case Studies 26 July 2024
Statement of 12 July 2024

Good Practice
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Statement of Good Practice for the application of a
model risk management framework to electronic trading

algorithms
Model Risk Management Framework for Algorithms

Standard for Client Onboarding: Documentation &
Processes

Compendium : Precious Metals Market Evolution

Conduct & Culture Ml

Data and Transparency in Precious Metals Markets
The 3 Lines Model: Risk Management Frameworks
Voluntary Carbon Markets: An Overview

Statement of Good Practice Trading Platform
Disclosures

Precious Metals Market Post-Trade
Behaviour-pattern Conduct Analysis (BCA)
Hybrid Working in FICC Markets

Annual Report 2022

Precious Metals Market Structure

Standard on use of Term SONIA reference rates
LIBOR Transition: Case Studies

Standard for the execution of Large Trades in FICC
markets

Measuring execution quality in FICC markets
Emerging Themes: Algorithmic Trading

Monitoring FICC markets and the impact of machine
learning

Conflicts of Interest Statement

Monitoring Written Communications

LEBA

Statement of
Good Practice

Statement of
Good Practice
Transparency
Draft

Spotlight Review
Statement of
Good Practice
Spotlight Review
Spotlight Review
Spotlight Review
Statement of
Good Practice
Spotlight Review
Spotlight Review
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Spotlight Review
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Statement of
Good Practice

London
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Brokers'
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22 April 2024

22 April 2024

28 February 2024
12 September 2023
24 July 2023

05 July 2023
08 June 2023
29 September 2022

28 June 2022

17 June 2022
30 May 2022
30 September 2021
02 June 2021
18 November 2021

28 July 2021
20 April 2021
06 May 2021

07 September 2020
23 April 2020

03 August 2020
14 October 2019

15 September 2017
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Capital Markets and Market Structure

Systematic internalisers Non-equity transparency
From March 31, 2025, Sls in bonds and derivatives will no longer need to provide public New transparency regime for bonds and
quotes. derivatives markets enters into force

December 1, 2025.

___ as

In 2024, the FCA published a discussion paper on the future of the Sl regime and stated
that it expected to publish a consultation paper in Q2 2025.

Consolidated tape Over the channel
FCA to engage with industry on the consolidated tape for A number of EU MiFID changes are slated for September 2025,
equities and launch the selection process for a consolidated including:

tape provider for bonds. - the delayed EU RTS review; and

- Application of EU delegated regulation on OTC derivatives
reference data for MiFIR transparency.

Programme of reform to revoke and replace assimilated law
| Repealed ___[Done _____|InProgress __|NextTranche | RemainingFiles |

Long-Term Investment Securitisation Regulations Public Offers and UCITS Directive Benchmark Regulation Market Abuse Regulation
Fund (UK Long Term Asset 2024 and related FCA ‘Admissions to Trading
Fund regime) rules Regulations 2024; FCA's
final rules due in 2025
Data Reporting Services Draft Money Market Funds ~ AIFMD Cross-border Payments Taxonomy Regulation
Regulations 2024 and Regulations; FCA final rules. Regulation
related FCA rules expected
MIFID II: various, e.g.., Consumer Composite Payment Services CRR/CRD - Sustainable Finance
removal of DVC and share Investments (Designated Directive implementation of Basel 31  Disclosures Regulation
trading obligation Activities) Regulations (SFDR)
2024; FCA final rules
expected in 2025
ETS Directive Short Selling Regulations E-Money Directive and IFR/IFD CSDR
2025; FCA proposals Regulation
expected in 2025
Solvency Il MiFID Org Regulation MiFID Il (2024 Mansion Financial Collateral Settlement Finality
House annour Regulati Directive
Insurance Mediation EMIR (certain parts relating  Securities Financing Credit Rating Agencies
Directive to CCPs) Transactions Regulation Regulation
(SFTR)
Insurance Distribution CRR (unrelated to Basel Equivalence regime
Directive 31
REMIT

December regulatory developments for investment firms included:

FSB: policy recommendations regarding NBFI preparedness for margin and collateral calls

EBA; Amendments to the supervisory reporting framework for investment firms

ESMA:

e consultation on open-ended loan originating alternative investment funds
e consultation on Technical Advice on Listing Act implications
e consultation on the Internal Control Framework for some of its supervised entities
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announcement of ESMA’s conference (5 Feb 2025) “Shaping the future of EU capital
markets”

consultation on new private stock market (PISCES)
independent study for establishing an equities consolidated tape
next steps for establishing a bond consolidated tape

EMIR 3 — key changes

New Exemptions

New exemptions from the clearing obligation for OTC derivatives (i) that are initiated and
concluded as the result of an eligible post-trade risk reduction exercise; and (ii) with a third-
country pension scheme arrangement that meets certain conditions.

Permanent Exemption

Permanent exemption from bilateral margin requirements for single-stock options and
equity index options.

IMMV Requirements

New requirements for initial margin models validation for in-scope counterparties.
Letters Of Credit

Clearing members and their NFC clients may post letters of credit (referred to as bank
guarantees or public guarantees) as collateral, provided that they are unconditionally
available upon request within the liquidation period.

Authorisation

Reduced burden for EU CCPs seeking authorisation or an extension of an authorisation,
including improving the functioning of the college system and sharing of information
through a central database.

Active Account Requirement

Mandate for EU counterparties to hold "active accounts" at EU CCPs for some products
and for counterparties trading over a certain threshold in those products to clear some
products through an EU CCP.

ESMA is currently consulting on the proposed technical standards that will detail the scope
and operation of the active account requirement, including how “representativeness” is
defined.
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Reference
. Reference
period for )
Number of period for
. Number of CPs under
Classes of derivatives . most relevant CPs over EUR
Category subcategories . EUR 100 "
subcategories o 100 billion
of billion per or vear
derivatives year Pery
EUR OTC | Fixed-to-float interest
IRD rate swaps 12 5 6 months 1T month
Forward rate
agreement 12 5 6 months 1T month
Overnight index swaps 12 5 6 months 1T month
PLN OTC | Fixed-to-float interest
IRD rate swaps 1 1 12 months 12 months
Forward rate
agreement 1 1 12 months 12 months
ETD with an underlying
of 3 months interest
rate referenced in
EUR STIR | Euribor 4 4 6 months T month
ETD with an underlying
of 3 months interest
rate referenced in
€STR 4 4 12 months 6 months

Early December featured a small flurry of pre-holiday activity in the UK and EU. Amongst these
were several statistical reports and risk assessments - eg: globally (FSB) on the growth of non-bank
financial intermediation, the 2024 Global Insurance Market report (IAIS), the “topography of the FX

derivatives market" (BoE), the ECB's Q3 2024 Banking Statistics, and EIOPA’s latest financial

stability report.

Resolution was an important theme in the month with a number of announcements: regarding
insurers (ESB's list of insurers subject to resolution planning standards and PRA's Solvent Exit

Planning Supervisory/Policy Statements), banks (PRA policy statement on their power to direct

institutions to address impediments) and CCPs (PRA's approach to payments on contract tear-

ups).
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https://www.bankofengland.co.uk/prudential-regulation/publication/2024/december/solvent-exit-planning-for-insurers-supervisory-statement
https://www.bankofengland.co.uk/paper/2024/sop/boe-power-to-direct-institutions-to-address-impediments-to-resolvability
https://www.bankofengland.co.uk/paper/2024/sop/boe-power-to-direct-institutions-to-address-impediments-to-resolvability
https://www.bankofengland.co.uk/paper/2024/sop/boe-approach-to-determining-to-statutory-tear-up-in-ccp-resolution
https://www.bankofengland.co.uk/paper/2024/sop/boe-approach-to-determining-to-statutory-tear-up-in-ccp-resolution

European London
Venues & Energy
Intermediaries Brokers'
Association Association

On Sustainability, key areas of focus included green investment funds (EU Commission promising
a new standard for green bonds, ESMA publishing Q&As on the application of Guidelines to fund
names, FCA blogging about the need for trust in sustainable investment products), and
disclosures (HMT Final Guidance on TCED-aligned disclosures, ESMA consulting about digitalising
disclosures).

ESMA:

e ESMA consults on the Internal Control Framework for some of its supervised entities (19
Dec),

e ESMA publishes its Final Report on bond transparency and reasonable commercial basis

under MiFIR Review,

ESMA delivers final report on equity transparency under MiFID II,

ESMA delivers technical standards on CTPs and other DRSPs (16 Dec),

ESMA consults on open-ended loan originating alternative investment funds,

ESMA consults on Technical Advice on Listing Act implications (12 Dec),

Join us for ESMA's conference “Shaping the future of EU capital markets” on 5 February

2025 (10 Dec)

EBA:
e The EBA amends the supervisory reporting framework for investment firms (3 Dec)
BoE:

e Topography of the FX derivatives market: a view from London (13 Dec),
e Once more unto the breach - speech by Philippe Lintern (3 Dec)

e PRA statement on Indexed Long-Term Repo (ILTR) facility,
e Transitioning to a repo-led operating framework (9 Dec)

FCA:

Rule changes proposed by FCA to boost investment (19 Dec),

FCA consults on new private stock market (17 Dec),

FCA publishes independent study for establishing an equities consolidated tape (16 Dec),
Portfolio Letter: Our strategy for trading venues,

Portfolio Letter: Our strategy for Contracts for Difference,

Portfolio letter: Data reporting services providers,

Portfolio letter: Custody and fund services supervision strategy,

Primary Market Bulletin 53 (13 Dec),

The FCA sets out next steps for establishing a bond consolidated tape (3 Dec)
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UK MIFID Org Regulation Review; FCA CP 24/24; The FCA published a consultation paper in Q4

2024o0n the MIFID Organisational Regulation.

Chapter 4 of the CP included a number of EU-derived organisational and conduct rules that
may be changed.
“Immediate opportunity for rationalisation”

o SYSC 10 conflicts of interest
o Best execution and personal account dealing

“More complex opportunities for rationalization”

Information and disclosure requirements

Client categorization

Corporate finance contacts and venture capital contacts regimes
Assessing risk of harm by business model

Article 3 MiFID optional exemption firms

O O O O O

Unwrapping the UK MIFID Org Reg Consultation; Following HMT's Policy Paper on next steps for
reforming the UK’s MiFID regime specifically, including revocation of the assimilated MiFID Org
Reg (i.e. the UK-onshored version of Commission Delegated Regulation (EU) 2017/565, covering
the conduct and organisational rules for UK MiFID firms).

We now have the FCA's consultation paper on transferring the requirements of the
MiFID Org Reg into the FCA Handbook (CP24/24). It's a big one, clocking in at 351
pages, which will take a while to pick through. However, we note that the expressed
intention of the CP is not to make any policy or substantive changes to the current
requirements.

That said, Chapter 4 offers a window on what comes next (Future amendments to EU
Derived Organisational and Conduct Rules). It invites discussion on reforms including,
amongst other things, rationalisation of the Handbook (with various specific examples
cited), and potential changes to the client categorisation rules in COBS to make them
work more effectively. With a view to the even longer term, the CP also includes an
open-ended question (Q34) asking if firms think any sector-specific changes are
needed.

There is a split deadline for responses: comments on Chapter 4 are due by 28 March
2025, with responses on other aspects being due by 28 February. By way of a reminder,
responses to the FCA's separate DP24/2 on MiFID transaction reporting (which we
covered in last month’s edition) are due by 14 February.

Regarding UK MiFID/MiFIR, the FCA announced on 03 December the start of its process to
appoint a CTP for bonds, along with a concession notice setting out a description of the role and
the next steps for the tender process. We can expect the FCA to publish draft tender documents
by 31 January 2025.
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Reforming the PRIIPs and UCITS disclosure regimes (CP 24/30) — The FCA has set out

detailed proposals for revamping disclosures required for retail investment products. The
proposals would modernise and fundamentally change how firms provide information to
customers, both in terms of content and format. Importantly, the FCA envisages less prescription
and standardisation, other than in certain, specific areas, and aims to provide a simpler and more
flexible approach for firms in terms of how, what and when they communicate with retail
customers. The FCA will publish final rules later this year with a transition period to allow time for
firms to adjust. A separate consultation on related changes to existing FCA handbooks and on the
transition period will follow early in 2025.

MIFID Org Regulation — The FCA is consulting on proposals to transfer the rules in the MiFID Org
Regulation into its handbook to coincide with its repeal by HMT. The FCA proposes to retain the
substance of the requirements, providing continuity for firms. However, there is an interesting
section that invites views on reforms for updating, simplifying or better tailoring the rules the UK
market. The consultation follows HMT's policy paper on reforming the UK's MiFID framework,
published as part of announcements made around the Mansion House speech.

Consolidated tape (CT) updates — The FCA has started the process of appointing a bond CT
provider with the publication of a concession notice setting out steps for running the tender
process. The FCA aims to ensure that data on bond transactions, such as prices and volumes,
executed on venue as well as over — the — counter, can be accessed in a cost effective way. The
FCA has also published an independent report on the potential impacts of implementing a pre —
trade equities consolidated tape (CT) in the UK and concludes that most market participants think
there is a strong case for a CT with post — trade equities data although there are some concerns
about including pre — trade data. It will now assess four different policy options with industry
before consulting formally later in the 2025.

PISCES — the FCA is consulting on the regulatory framework for the Private Intermittent Securities
and Capital Exchange System (PISCES), a new type of trading platform that will enable
intermittent trading of private company shares using market infrastructure. PISCES will be
established under the FMI Sandbox and will initially run for five years allowing the FCA to update
the regime as it learns from its operation. PISCES will be for secondary trading only for
institutional and professional investors, plus a limited subset of retail investors. There will be a
tailored disclosure regime and UK MAR and transactions reporting requirements will not apply.

Benchmark Administrators — The FCA has published its third portfolio strateqgy letter to
benchmark administrators. Supervisory focus areas are: corporate governance & oversight, data
quality controls, benchmark controls, disclosures and operational resilience. The FCA is planning
multi — firm reviews on governance, data input controls and the adequacy of end — to end
benchmarks controls.

Contracts for Difference (CFD) providers — The FCA's supervisory strategy for CFD providers
focuses on: Consumer Duty, market integrity, reducing harm from firm failure, reducing the
number of 'halo firms, managing the risks of firms diversifying their product offerings, distributors
and appointed representatives (ARs), and operational resilience and outsourcing. The FCA plans to
conduct a multi — firm review focusing on the Duty’s ‘price and value’ outcome, considering
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whether firms are able to demonstrate consideration and delivery of fair value in areas including
spreads, overnight funding charges and commissions.

Data reporting services providers (DRSPs) — The FCA has published its second supervisory
strateqy letter to firms providing the data reporting services of Approved Reporting Mechanisms
(ARMSs) and Approved Publication Arrangements (APAs) — DRSPs. The FCA's supervisory priorities
are operational resilience, data quality systems and controls, communication with the FCA and the
notification regime, and effective implementation of regulatory change. The FCA will review
DRSPs’ procedures for submitting notifications to the FCA, focused on ensuring that firms have
clearly established and appropriate thresholds for determining when a naotification is required.

Trading venues — The FCA's supervisory strategy for trading venues focuses on operational
resilience, market orderliness, competition, innovation and growth, market reform and voluntary
carbon markets. The FCA will review the implementation of operational resilience requirements
and how venues are carrying out risk — sensitive member oversight and testing algorithmic
trading to manage the risk of market volatility.

Custody and fund services supervisory strategy — The FCA has published its latest supervisory
priorities for custody banks, depositaries and third party administrators. The priorities are largely
unchanged compared to the previous letter, published in March 2022, with significant focus on
themes relating to resilience and continuity of service. Boards of firms in this portfolio should
examine the detail in this latest letter closely and ensure that they are comfortable that the various
points outlined by the FCA have been addressed.

Bank of England FMI supervision — The BoE's consultation on Fundamental Rules for FMIs is the
first use of the BoE's new power, under FSMA 2023, to make legally binding rules for UK CCPs and
CSDs. The rules are similar to the FCA Principles of Business and the PRA's Fundamental Rules
and will also apply to BoE — regulated UK payments systems and specified service providers.
Concurrently, the BoE has updated its 2013 Approach to FMI supervision which outlines how the
BoE works with other regulators (both nationally and internationally), its FMI risk model, how it
supervises FMIs that form part of groups, different types of supervisory activity and its approach
to new firms and non — UK FMIs. It has also published its annual report on its supervision of FMIs
which outlines focus areas for 2025 including ongoing supervisory work on financial and
operational resilience of FMIs, working with government to deliver the National Payments Visions,
repealing and replacing UK EMIR for CCPs and supporting work to move to T+1 settlements.

2024 CCP Supervisory Stress Test Results — The BoE has published the results of its third UK CCP
Supervisory Stress Test. The test focused on credit stress testing and CCPs’ resilience to the
combination of a severe market stress and the default of two or more members. The results
confirm the resilience of each UK CCP to a stress scenario similar to the worst — ever historical
stress, combined with the default of the two members that lead to the largest mutualised losses.

CCP resolution — FSMA 2023 gave the BoE power to direct UK CCPs to address impediments to

resolvability. The BoE has now issued a statement of policy outlining its approach and process for
using this power. FSMA 2023 also introduced a new regime for resolving CCPs that are deemed to
be failing or likely to fail. The regime consists of eight stabilisation options, one of which allows the
BoE (as resolution authority) to ‘tear up’ (or terminate) one or more contracts cleared by the CCP in
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the affected clearing service. The BoE has also issued a final statement of policy on its approach
to determining commercially reasonable payments to clearing members whose contracts are
subject to a statutory tear up in CCP resolution.

Dear CEO Letters; Noting the FCA's recently-published suite of Dear CEQ portfolio strategy letters,
covering aspects of the FCA's strategy and expected next steps across Benchmark administrators,
Contracts for difference providers, Custody and fund services, Data reporting services providers, and

Trading venues.

e In particular the FCA sent one out to RIEs, MTFs and OTFs. Like ESMA, the FCA see a
multifaceted role for venues, and so its strategy has to balance a range of issues from
ensuring venues'’ resilience and orderly operation, to fostering innovation and growth and
promoting effective competition. The letter neatly sums up and contextualises a lot of the
ongoing developments in this space:

1. Operational Resilience: This is billed as the FCA's highest priority. It calls out the need to
minimise disruptions from operational outages, while effectively managing and remedying
any that occur. This includes addressing challenges from cyber threats and third-party
supplier failures. Upcoming supervision will review the preparedness of trading venues,
noting that venues should be acting “at pace” to tackle any identified issues.

2. Market Orderliness: In an upbeat note, the FCA highlights the resilience of UK trading
venues during recent stress events and periods of heightened volatility. However, it
emphasises the ongoing need for effective mechanisms to manage market volatility and
monitor participant activity. This includes adapting controls for new technologies like Al
and ensuring algorithmic trading does not contribute to disorderly conditions.

3. Competition, Innovation, and Growth: No surprises here: regular readers will be aware of
the big push for innovation, including the two new FMI sandboxes (DSS and PISCES - for a
refresh, see last month's edition).

4. Market Reform: There is a lot of regulatory reform happening in this space, not least off the
back of the Treasury’s Wholesale Markets Review (including the recent PS24/14, also
covered in last month's edition, as well as the awaited PS on CP23/27 and ongoing work on
the consolidated tape) . As we've seen from the consultation processes for these changes,
there will be plenty of legwork to be done by trading venues here.

5. Voluntary Carbon Markets (VCMs): While voluntary carbon credits are outside the FCA's
regulatory perimeter, trading venues offering markets in VCM-related products must
ensure these markets remain orderly, addressing concerns about the quality and integrity
of underlying carbon credits.

Dashing Through the Decade: ESMA Looks Ahead to 2030; On 03 December, Verena Ross, chair of
ESMA, gave a speech in Brussels on Securities markets in 2030, in which she set out ESMA's
expectations — and aspirations — over the next 5 years. Some of the key themes are worth
unwrapping:

e Al Ross likened the growth of Al trading to that of electronic trading in the 1990s — not a

“paradigm change”, but top of the list of innovations to existing practices. The target is to
deliver more efficient and orderly markets. However, this can't be taken for granted. ESMA
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identifles exchanges as a crucial link in the chain, as they will need to invest in Al for their
own operations while also overseeing use of Al by their members, participants and beyond.
Pre-trade transparency waivers: Ross spoke of how ESMA tracks changing trading patterns
when issuing pre-trade transparency opinions and noted in particular a recent blurring of
the lines between lit and dark trading (e.g. in connection with Frequent-Back Auctions and
Dark-Lit Sweep orders). We can expect ESMA to be keeping an eye on the impact on price
discovery and liquidity.

Consolidated tapes will also be established by 2030, which she framed as a “major game
changer” for de-fragmenting EU markets. ESMA will be launching the selection for the
bonds CTP in January 2025 and the equities CTP in June 2025, and we are expecting
decisions on each by July/December respectively, as we mentioned in our October edition.
Pan-European Liquidity Pools: On the aspirational side, Ross highlighted ways ESMA wants
to help entrepreneurs to grow. She spoke of the potential for trading venues to promote
national hubs to support local entrepreneurs, and of pan-European SME segments to then
help those companies embrace public markets. Work is already underway here, in
particular through the Listing Act

Central Supervision of FMIs: Finally, and tied to the point above, Ross expressed
willingness to look at moving towards centralised EU-level supervision of trading venues,
seeing them as a potential lynchpin for integrating European markets given their
multifaceted role in trading, listing and corporate governance.

EMIR 3 REFIT; The 20 day wait-period post-publication means it finally entered into force

on Christmas Eve. Final text here.

This effective date in turn sets the timetable for calculating when ESMA has to submit
technical standards on various aspects of the regulation. First up are the standards
relating to the requirements and conditions for maintaining an active account (due 24 June
2025), which we mentioned |ast month are currently in draft form and subject to
consultation, with responses due by 27 January.

Top 10 things you need to know about EMIR 3; An updated version of our article exploring

10 key questions on EMIR 3, including the active account requirement, from a buy-side
derivatives perspective.

11.
12.
13.
14.
15.
16.

17.
18.

19.
20.

Why is EMIR being amended again?

What is the current status of EMIR 3?

What is the active account requirement?

Who will the active account requirement apply to and could it apply to non-EU entities?
What categories of derivatives will the active account requirement apply to?

What steps should buy-side market participants consider taking to prepare for the active
account requirement?

What would be the consequences of non-compliance with the active account requirement?
What were the views of industry associations on the active account requirement proposals
during the legislative process?

Is EMIR 3 exclusively about active accounts, or does it make other changes?

Are any similar changes being proposed to UK EMIR?
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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. 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.
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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.

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 PUBLIC BONDS
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 Al Al <=£1m >£1m > £5m > £25m
Municipal Bonds 74% 7% 82% 12% | 9% 3% | 73%  e8%
<£2bn
<=£Im >£1m >£2.5m >£10m
TOTAL 75% 13% 88% 33% 99% 94% 94% 6%
CORPORATE BONDS
- DEFERRALS
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 <=£Im >¢£1im >£5m > £25m
Covered, |[EUR USD Hy 90% 55% 98% 82% 99% 99% 1% 1%
Convertible & <=£Im >£1m >£2.5m >£10m
Other Bonds . 76% 24% 97% 60% 99% 81% 1% 19%
All other instruments
<=£0.5m > £0.5m >£2.5m >£10m
TOTAL 84% 28% 97% 54% 99% 75% 1% 25%

57



European
Venues &
Intermediaries
Association

EVIA

London
Energy
Brokers'
Association

LEBA

ESMA Consultation Subject

Consultation Status & Next Steps

RTS 22 and RTS 24 (transaction data reporting

and order book data) — for our overview, see the

October edition of Markets View

Closes on 17 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

New U.K. Short Selling Regime

EU regime.

that is lighter touch than the EU.

U.K. Short Selling Regulations 2025 have been made, repealing and replacing the onshored
The new government has taken forward existing proposals and proceeded with a regime

The new U.K. regime comes into force in two stages — certain provisions entered into force

on January 14, 2025 and the remaining provisions and FCA rules will come into force on

the “main commencement” day.

regimes

NEW DISCLOSURE
STRUCTURE

FCA will receive reports
privately, and publish
agaregated short
positions..

Kevareas

of
NEW NET SHORT e O
POSITION THRESHOLD dl"(’rg(‘n(’(‘

The regulations require
notification of net short positions
of 0.2% and each 0.1%
thereover, with the FCA given
rule-making powers.

W’

NEW SCOPE

The U.K. is removing sovereign
debt and sovereign CDS from
sCope.

Going forward, there will be meaningful divergence as between the U.K. and the EU

FCA POWERS

The U.K. is moving certain provisions
from primary or secondary legislation
to the FCA rulebook.

NEW DESIGNATION REGIME
The regulations establish two designated activities:
(1) Entering into a short sale of an admitted share

(2) Entering into any transaction other than a short
sale of an admitted share, where an effect of the
transaction is to confer a financial advantage on
the person entering into that transaction in the
event of a decrease in the price or value of an
admitted share
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EUT1 & Accelerated Settlement; Expected UK and EU moves to T+1 in 2027

The U.K. Accelerated Settlement Taskforce recommended moving to T+1 by the end of
2027.

In the EU, the ESMA final report on its assessment of the shortening of the settlement
cycle in the European Union proposed moving on 11 October 2027.

Expected operational preparations across the industry from 2025 onwards.

CSDR and Code of Conduct

Scope

Benchmarks, RFRs & LiBOR Transition

The European Parliament and the Council have just finalised the review of the Benchmarks
Regulation, after reaching a political agreement in December. The revamped rules aim to strike a
balance between reducing burden on EU administrators and users of benchmarks, while still
ensuring the robustness and reliability of benchmarks used and produced in the EU.

Benchmarks exist throughout the economy as measurements of prices, interest rates,
exchange rates and other economic variables. They play a key role in setting the price of
financial instruments or contracts, such as derivatives, funds and the interest rate of loans,
such as in mortgages or consumer credit contracts. This means benchmarks measure and
provide vital information, often across market segments.

The fact that benchmarks directly impact prices and returns means that there may be
conflicts of interest, and, consequently, conduct risk around benchmark-setting processes.
For this reason, and in the wake of scandals that came to light in 2012 involving interest
rate and foreign exchange benchmarks, international and EU bodies took steps to regulate
benchmarks. First, the International Organization of Securities Commissions

(I0SCO) established an overarching framework of principles for benchmarks used in
financial markets. Subsequently, the EU adopted the Benchmarks Regulation (BMR), which,
since 2018, has applied to all EU benchmark administrators. Since then, benchmark
administrators have to comply with rules on the organisation of their business and on the
input data and procedures they use to calculate benchmarks. Benchmark users also have
to fulfil certain requirements: they can only use benchmarks that comply with the rules, and
need to prepare for potential disruptions, such as the cessation of the benchmark they are
using. Supervisory duty over benchmark administrators, benchmark users and input data
contributors are shared between national supervisors and the European Securities and
Markets Authority (ESMA), with the latter responsible for EU critical benchmarks and
recognised non-EU benchmark administrators.

Overall, the BMR has achieved the objectives it was created for. It has ensured trustworthy
benchmarks that are calculated more accurately than before. It has made the way users
select and use benchmarks more deliberate and has made contracts more resilient. And it
has supported large-scale reform processes of interest rate benchmarks, such as, the
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reform of EURIBOR and the cessation of LIBOR. However, some limitations of the
regulation have become apparent over time. Notably, under the regulation, a benchmark
administrator must comply with the BMR and be supervised as of the first use of one of its
benchmarks, with limited proportionality and consideration for the benchmark’s economic
significance. In addition, the BMR restricts EU benchmark users, which include banks and
investment funds, from accessing non-EU benchmarks that do not comply with equivalent
rules. In the majority of cases, benchmark administrators outside the EU have clear
economic incentives to comply with EU rules, as EU benchmark users represent an
important market. However, where benchmarks are not provided on a for-profit basis, or
where revenues in the EU market are limited, administrators may opt to withdraw from the
EU market instead of going through the costs of complying with the BMR. In such cases,
EU benchmark users, such as asset managers, would no longer be able to use those
benchmarks and would be at a clear disadvantage.
The Commission proposed a review of the rules in October 2023 as part of a broader
package of measures to reduce administrative burden on companies and the European
Parliament and the Council reached a political agreement in December 2024. The revised
rules aim to keep only the most economically relevant benchmarks in scope, by
introducing a minimum threshold of EUR 50 billion in financial instruments and financial
contracts that reference a benchmark. This is expected to reduce the number of
benchmark administrators in scope of the regulation by 80 to 90 percent. In addition,
benchmarks labelled as EU climate transition benchmarks and EU Paris-aligned
benchmarks, produced by an EU or a non-EU administrator, will remain in scope as those
labels are based on the BMR and pursue important EU policy objectives. The European
Parliament and the Council decided that commodity benchmarks based on input data
gathered through journalistic means should also stay in scope, with a threshold
of EUR 200 million.
A key objective of the review was to ensure that businesses and investment firms in the EU
continue to have access to benchmarks provided outside the EU. This is achieved in the
first instance by the EUR 50 billion threshold: only a limited number of economically
significant non-EU benchmarks will from now on be in scope, and it can be assumed that
their administrators will have clear incentives to comply with the BMR. For exceptional
cases where there might still be issues, the Commission has the power to exempt
individual spot foreign exchange benchmarks that are frequently used for hedging.
Furthermore, the European Parliament and the Council also agreed to expand the role of
ESMA as supervisor for all non-EU benchmarks that will be in scope of the BMR. This will
make ESMA the single interlocutor for non-EU benchmark providers that want to offer
benchmarks to users in the EU.
The new rules will apply from 1 January 2026.

o Markets integrity: Benchmarks and market abuse

o Implementing and delegated acts - Benchmarks Regulation
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Data protection, privacy and localization

Data regulation will become more intricate in 2025 as new laws are introduced
alongside existing frameworks. In the US, several state-level data protection laws,
most of which are modeled on the California Consumer Privacy Act, will come
into force following failed attempts to pass a Federal law.

Technology-specific regulations are further complicating the picture. Efforts

to expand or introduce Open Banking initiatives in the US,25 Canada,26
Europe27 and the UK28 will bring advantages for customers but will also
increase the risks associated with data sharing and usage. European data
protection agencies are expected to play an important role in enforcing the new EU
Al Act.29

Actions for firms:

o Volatile geopolitics are raising national security concerns, which in
turn are influencing policies on data transfer and localization. The
US will introduce regulations to prevent bulk data transfers to
‘countries of concern,” following Executive Order 14117, which aims
to mitigate espionage and cybercrime risks.30 Australia is due to consider
measures to restrict data from its national digital identity scheme
from being stored, handled or transferred abroad.31 The European
Commission's UK data protection adequacy decisions are also due
to expire in June 2025, however, the Commission will determine
whether to extend the adequacy decisions for a further period of
up to four years.32 Firms should watch these developments closely.

o Monitor developments in data-specific legislation as well as
technology-specific regulations to capture the full scale of data-
related regulation.

o Use local expertise to ensure they properly understand the
requirements. International firms should also develop a cross-border
view to identify areas of divergence.

o Establish a process for responding to new data localization
measures using learnings from previous examples.

Securities Legislation

EU CSDR
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2023 2024 2025
XIDIID I I I

CSDR REFIT CSDR REFIT Certain articles of Commission Delegated From 1 January 2025,

formally adopted enters into CSDR REFIT apply Regulation (EU) all transferable

on 27 November force on 16 from 1 May 2024. 2023/1626 applies from securities admitted to

2023. January 2024. 2 September 2024. trading or traded on a
trading venue must be

CSDR REFIT represented in

published in the electronic book-entry

Official Journal on form.

27 December

2023.

EU PRIIPS REGULATION

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

REGULATION

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

PRIIPs Amending Regulation on 20 March
2023.

SECURITISATION REFORM

2023 2024 2025

i mmn

Draft Securitisation HM Treasury will lay Securitisation Regulations 2023  FCA and PRA will consult on

Listing and Regulations 2023 separate legislation in  and FCA and PRA rules further changes to their
P g Published 28 2024 with respectto  expected to apply from Q2/Q3 securitisation rules in Q4 2024/Q1
: 252 November 2023. due diligence 2024. 2025.
Capital Raising requirements for
Reforms FCAIPRA Occupational Pension PRA expected to consult in H2 2024 on
consultations closed Schemes. revised rules on capital requirements for
30 October 2023. securitisation.

Publication of SWES final report — The BoE has published the outcomes of the first system —
wide exploratory scenario (SWES) exercise. The report identified six key financial stability
conclusions and associated next steps, relating to financial firms’ risk management and
authorities’ policymaking and risk monitoring.

Enforcement transparency — The FCA is consulting on updated proposals on enforcement
transparency, following significant pushback from the industry and concerns from the
government about the impact of the initial approach. Revisions include extending the notice
period before an announcement from one to ten days to allow firms time to make
representations, and an updated public interest test that explicitly considers the potential negative
impact on a firm and the potential for an announcement to seriously disrupt public confidence.
The FCA has also clarified that it will not make proactive announcements of investigations that
are on — going when the proposals come into effect.
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FCA five — year strategy — In a recent speech, Emily Shepperd, FCA COO, outlined the FCA's new
five — year strategy. There are four main themes: becoming a more efficient and effective
regulator, tackling financial crime, building consumer resilience and supporting economic growth
and innovation. To support the strategy, the FCA believes there needs to be a debate about
appropriate risk appetite in the sector.

Financial Crime Guide update — The FCA has updated its Financial Crime guide focusing on

areas where firms wanted additional guidance to clarify FCA expectations. The changes also
reflect insights from supervisory work on financial crime and corporate updates from recent

publications.

FCA quarterly consultation paper 46 (CP 24/26) — The FCA has proposed changes to various
elements of its handbook across a wide range of regulations and topics including corrections and
clarifications to the Sustainability Disclosure Requirements (SDR), consumer credit product sales
data reporting, travel insurance signposting for consumers with pre — existing medical
conditions, disapplying the compliance oversight SMF from insurance special purpose vehicles
(ISPVs), updating references to the UK Corporate Governance Code and proposals for debt
management firms to submit a CASS audit.
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DLT, Tokenisation and Cryptoassets

Digital assets and central bank digital currencies (CBDCs); While certain types of digital
assets are gaining wider acceptance as a tool to transfer assets, modernize payments and
enhance financial inclusion, the global picture remains inconsistent.4,b Limited
examples of internationally coordinated activity have led to a proliferation of local
approaches which are progressing at different speeds.

e In areas of the market that are considered legitimate by regulators, most agree
that standards need to be raised. Two high-profile failures in 2022 continue to
drive regulators’ efforts to boost standards.5 Authorities in Singapore,6 Hong
Kong,7 the European Union (EU),8 Japan,9 the UK10 and the United UK EMEIA
EU Arab Emirates (UAE),11 are at different stages of implementing stablecoin
regulations. Digital asset trading venues are increasingly subject to regulation following
recent failures and concerns about the protection of customers’ assets.12 Dubai
has established a bespoke regulator — the Virtual Assets Regulatory Authority
— while others have handed responsibility to existing bodies.13 In the US,
however, many expect digital asset regulation to be loosened following statements
made by the President-elect during the 2024 election campaign and the
nomination of a new SEC Chair who will play an important role in overseeing
the use of digital assets in capital markets.

e Development of CBDCs, including wholesale and retail CBDCs, by countries
around the world, is another area of divergence that is rooted in differences in
policy objectives and scope. This has implications for the design of CBDCs and
their ability to be applied to use cases such as cross-border payments, which
rely on interoperability with other CBDCs and payment systems. Many
organizations are conducting experiments to address this issue.

e Actions for firms:

e Although some attempts to coordinate internationally exist, consistency is not
guaranteed. The Financial Action Task Force (FATF) reported in July 2024 that
while there is progress in anti-money laundering (AML) and counter-terrorist
financing (CFT) implementation for virtual assets, global adoption of standards is
uneven.

e Monitor political developments at an international, national and local level, which
could influence the direction of regulatory policy.

e Ensure that senior management plays a proactive leadership role in setting a
strategy and risk appetite for engaging in digital asset business and assessing
the risks inherent in business models and the efficacy of internal controls.

e Monitor trends to help identify and mitigate risks, such as fraud and AML, and
implement the travel rule.
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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.

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

Intermediation rules including order
handling and execution requirements

Lending rules including cwnership,
access and disclosures

Conduct and firm standards

for all Regulated Activities

Order (RAO) activities

Systems and controls including
Operational Resilience and Financial
Crime

Consumer Duty

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

Financial Stablecoins . Final rules
Promotions | issuance and Staking including ownership and Complaints All Policy Statements
rulesgolive | custody disclosures Conduct (COBS) published
m Prudential considerations for Governance including Senior Managers PS Regime

Q12020

Q42024

[m]

cryptoasset exposures

Q1/Qz2 2025

and Certification Regime (SMCR)

O Q4 2025/
Q32025 Q12026

go-live

Gateway
opens

Q42023 2026 E—»
Gateway
E3 [ cp | K3 K3 readiness

Money Laundering

Admission and disclosures

Stablecoins

Admissions and

Trading platforms,

Regulations Admission/frejection Backing assets Disclosures intermediation, lending and
legislation applies processes Redemption As per DP sl‘aking N

Disclosures Custody Market Abuse AsperDP+

Liability Recordkeeping As per DP Resolution

Key

Discussion Consultation
M e s

Due diligence

National Storage
Mechanism (NSM)

Market abuse
Systems and controls
nformation sharing

nside information
disclosure

Poicy
statement

Reconciliations
Segregation of assets
Use of 3rd parties

Prudential

intreduction of a new prudential
sourcebook, including capital,
liquidity and risk nanagement.

Groups

Reporting

Remaining material for
prudential sourcebook

Crypto

e [SB: FSB notes significant progress in monitoring, regulating and supervising crypto-asset
activities in France (11 Dec)

e BOE: The role of central bank digital currency in an increasingly digital economy (13 Dec)

e PRA: Data collection on firms’ exposures to tokenised assets, stablecoins and other
cryptoassets (12 Dec)

e FCA: FCA seeks feedback on plans to improve the transparency of the UK’s crypto markets,
DP24/4:

e FCA: Regulating cryptoassets: Admissions & Disclosures and Market Abuse Regime for
Cryptoassets (16 Dec)

e EBA: The EBA assesses potential benefits and challenges of tokenised deposits (12 Dec)

¢ DG FISMA: Commission takes further steps towards implementation of MiCA and DORA
(19 Dec)

e ESAs: ESAs provide Guidelines to facilitate consistency in the regulatory classification of
crypto-assets by industry and supervisors (10 Dec)

e ESMA: ESMA releases last policy documents to get ready for MiCA (17 Dec)

e EBA: The EBA provides further guidance on reporting requirements under the Markets in
Crypto Assets Regulation (18 Dec), EBA proposes criteria to appoint a central contact point
for crypto-asset service providers to strengthen the fight against money-laundering and
terrorism financing in host Member States (4 Dec)
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Al, Digital finance, SupTech, RegTech & FinTech

UK Cryptoasset regulation — The City Minister confirmed that the government intends to proceed
with the majority of existing plans for a regulatory regime for cryptoassets. However, actions
around stablecoins and unbacked cryptoassets will now be combined into a single phase rather
than being dealt with individually and there no longer appears to be a viable use case for bringing
stablecoins within UK payment regulations.

FCA Crypto Roadmap — the FCA has issued a Crypto Roadmap, outlining planned policy
publications throughout 2025 and into early 2026. The first Discussion Paper in the series
(DP24/4) on Admissions & Disclosures and the Market Abuse Regime is now live and aligns
closely with the original proposals. The Admissions & Disclosures section specifies requirements
pertaining to liability, due diligence, conflicts of interest and reporting, while the Market Abuse
section outlines a bespoke regime for cryptoassets based (as far as is feasible) on existing UK
MAR.

Property (Digital Assets etc) Bill — The House of Lords has launched a call for evidence regarding
the Law Commission’s Property (Digital Assets etc) Bill. The Bill seeks to confirm the existence of
a “third” category of personal property into which digital assets could fall, which would give
investors increased legal protection.

Digital Gilt Instrument — The Chancellor has announced plans to issue a Digital Gilt Instrument
(DGIT) within the Digital Securities Sandbox which opened in September. The PRA has also
published a request for information on firms’ current and expected cryptoasset exposures, to
inform its calibration of the relevant prudential treatment.

UK Al use — The BoE/FCA's latest Al survey showed that 75% of firms are already using some
form of Al in their operations, up from 53% in 2022. As a result, the Financial Policy Committee is
expected to publish an assessment of Al's impact on financial stability in early 2025. This will likely
include possible interactions with the new regime for Critical Third Parties.

UK Al Bill — The Secretary of State for Science, Innovation and Technology recently announced
an upcoming Al Bill. Focusing on the regulation of advanced models, the Bill would seek to
formalise voluntary agreements made under the Conservative Government. Interestingly, this
represents a potential departure from the current ‘hands off’ approach.

Al model training — The government has also issued a new copyright consultation proposing
exemptions for text and data mining during Al model training. With an ‘opt out” model for
rightsholders, this appears to favour technology companies over the creative sector. However, a
cross — party alliance within the House of Lords is already pushing for amendments.

U.K. and EU: Artificial intelligence
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U.K. EU Al Act

UK. consultation on legislation regulating the Rules on GPAI models apply, and

largest providers of Al systems following the provisions on penalties

Government's response to the House of Commons

Science, Innovation and Technology Committee

report on the governance of Al

2025 2 FEBRUARY 2025 2 AUGUST 2025 2 AUGUST 2026
EU Al Act EU Al Act
Certain Al systems will be prohibited EU Al Act mostly applies

One of the key issues for financial institutions will be to determine their status under the EU Al Act
each time they are using, deploying or distributing Al models or solutions. Will IDBs and TVs deploy

Al and will they be categorised as "Al Providers” — which is quite onerous.

Role

Provider

Deployer

Importer

Distributor

Authorised

Definition
A natural or legal person that develops, or has developed, an Al system or

name or trademark, either for payment or free of charge (e.g., OpenAl).

where the Al system is used in the course of a personal non-professional
activity.

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.

An individual or company in the supply chain (other than the provider or
importer) that makes an Al system available on the EU market.

A natural or legal EU person who has received and accepted a written

representative of a | mandate from a provider of an Al system or GPAI model to perform and
non-EU provider carry out on its behalf the obligations and procedures under the Al Act.

EU: Artificial intelligence 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 can integrate the record-
keeping and log keeping arrangements with those under EU financial services law

Risk Level
Minimal risk

Limited risk

High risk

Description
Al systems are free from regulatory obligations under the Al Act.
Al systems are subject to transparency obligations, such as disclosing Al-
generated content so users can make informed decisions on further use.

Al systems are subject to more onerous obligations, including: <ul><li>Risk
management systems must be established, implemented, documented, and
maintained.</li><li>Detailed technical documentation to demonstrate
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Risk Level

Unacceptable
risk

Description
compliance.</li><li>Design and development ensuring transparency for deployers
to interpret outputs.</li><li>Training, validation, and testing of high-quality
datasets with proper governance.</li><li>Al systems must maintain accuracy,
robustness, cybersecurity, and consistent performance throughout their
lifecycle.</li><li>Ensuring Al is subject to human oversight, proportionate to risks,
autonomy, and context of use.</li><li>Quality management systems, including
accountability frameworks, regulatory compliance strategies, data management,
technical specifications, validation procedures, post-market monitoring, and
incident reporting.</li></ul>

Al systems that are prohibited due to harmful effects, including: <ul><li>Cognitive
behavioural manipulation.</li><li>Untargeted scraping of facial images from the
internet or CCTV.</li><li>Emotion recognition in workplaces and educational
institutions.</li><li>Social scoring.</li><li>Biometric categorisation to infer
sensitive data.</li></ul>

U.K.: Artificial intelligence

e Government response to the House of Commons Science, Innovation and Technology
Committee report on the Governance of Al
e Government response to recommendations made in the independent report of Matt

Clifford,

the Al Opportunities Action Plan.

/ Following the government’s

announcement that it will
consult on legislation to bring
in requirements for the largest

Al models, the U.K. seems to legislative requirements
be pressing towards an Al act on the most powerful Al
of its own models; and

Financial institutions \

should look out for the
U.K. government’s:
+ consultation on applying

*

implementation of the Al
Opportunities Action Plan

as business possibilities
may arise
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State of play: How is Al reqgulation progressing globally?

AU CAN CHN EU HK JP 5G KR GBR us

EU Al Act or similar — —| |_ — —_ — '—| —| —

Guiding Frinciples,Ethics
Framework/Code of —_
Conduct

Al-related risks
considered in digita
policies (Le., data, cyber,
operational resilience)

F5 specific — r
guidance/initiatives - _]

Presenl Mal presand [ Prapased Under consultation

Artificial intelligence (Al) At present there is no globally consistent approach to Al
regulation. Regulatory initiatives tend to consider the context in which Al is being
used and the potential outcomes. Legislators are taking different approaches to the
degree to which rules apply throughout the Al value chain. For instance, under the
“risk-based” approach to Al regulation, the activity for which Al is used determines the
compliance thresholds that the technology must meet. In recognition of this
fragmentation, China advocated for a global approach to Al governance.

Several countries are pursuing legislative solutions which apply across sectors,
although they are progressing at different speeds. The EU is set to implement
large parts of the EU Al Act, with bans on prohibited Al starting in February
2025 and rules on “Annex IlI" high-risk systems taking effect in August 2026.
Australian regulators are proposing mandatory guardrails for Al in high-risk
settings, and South Korea intends to introduce an Al Act within the vyear.
Although details are unclear, the UK's approach is likely to be more targeted
toward “those working to develop the most powerful artificial intelligence
models.”
China has put forward safety requirements for the development of large
language models, including a ban on the use of datasets containing more than
5% of harmful content. Meanwhile, the timeline for Canada's Artificial Intelligence
and Data Act is uncertain, with its passage before the next federal election in
question.
Others are choosing to issue guidelines or principles, recognizing that legislative
proposals could quickly become out of date, or to avoid stymieing innovation.
The Monetary Authority of Singapore (MAS) has produced principles on the
risks and opportunities of generative Al and the government has also launched
a generative Al sandbox for early-stage companies. Similarly, the Hong Kong
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Monetary Authority (HKMA) has published regulatory principles and established a
sandbox to promote responsible innovation. The Japan Al Safety Institute has
published guides on Al safety.

e Policy initiatives specific to financial services have been slower to develop.

e In the UK, this is because the regulators consider that existing, largely
technology-agnostic, regulatory requirements can be applied to the use of Al
Finance-specific initiatives are also being pursued. In Europe, the European
Commission is also reviewing how Al is deployed in the financial sector. US
authorities have produced documents that suggest their general direction of
travel, including the US Treasury's March 2024 report, which addresses Al
cybersecurity in finance, and the Security Exchange Commission's (SEC's) 2024
report addressing Al in emerging technologies and broader technological
governance.

e Actions for firms:

o Build and maintain an inventory of Al systems and use cases, making
sure to understand their risk profile in the current legal context.

o Consider implementing governance and control frameworks based on
standards, such as the National Institute of Standards and Technology
(NIST) Al Risk Management Framework.

o Safeguard confidentiality of firm and client data against exposure through
public Al solutions trained on sensitive queries and feedback.

o Focus on a risk-based approach toward critical Al infrastructures and on
the outcomes of Al applications.

On 10 January 2025, the Science, Innovation and Technology Committee of the House of
Commons published Governance of artificial intelligence (Al): Government Response (see the
response here) which contains the Government's response to recommendations made in May last
year by the Committee (read the Committee recommmendations here). The Government has said it
agrees that Al specific legislation is required and that it will continue to work with regulators
including through the newly established Regulatory Innovation Office (RIO) which will be ‘the
Government's primary lever for achieving its transformative ambitions in regulatory innovation.’

On 13 January 2025, the Department for Science, Innovation and Technology published the
government’s response to Matt Clifford CBE's Al Opportunities Action Plan (see the response
here). The Government has said it ‘will set out its approach on Al regulation’ and has published its
response and a delivery timeline for each of the Action Plan's 50 recommendations. A number of
regulation related actions have been accepted including working with regulators to accelerate Al in
priority sectors and requiring regulators to publish annually how they have enabled Al innovation in
their sector.

On 9 January 2025, the Financial Services and Markets Act 2000 (Collective Investment Schemes)
(Amendment) Order 2025 was laid before Parliament. The Order amends existing legislation to
ensure that arrangements for qualifying cryptoasset staking do not amount to a collective
investment scheme for the purposes of section 235 of FSMA. The Order comes into force on 31
January 2025 (read the Order here and the Explanatory Memorandum here).
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Al: financial stability and governance; The regulators are not yet done engaging with the machine as
Al's role in financial stability and economic growth has been called out in this speech by the Bank of
England.

e As financial institutions increase their use of Al, particularly generative Al, the Deputy
Governor has raised the question of whether the technology-agnostic approach relied on to
date will continue to be sufficient in the face of risk management and governance and the
Bank of England seems to be considering whether

o (i) practical guidance on what ‘reasonable steps’ mean for Senior Managers within
the context of Al systems would be helpful given existing guidance is based on a
time when autonomous decision-making technology such as Al was not
widespread, and

o (i) whether specific responsibility for Al is required in order to create an incentive
for meaningful accountability for Al deployment and oversight within firms
(something discussed in the PRA and FCA's joint discussion paper in 2022 and the
subsequent PRA and FCA feedback statements.).

e The Financial Stability Board has also published a report on the implications of Al for
financial stability, with a particular focus on how Al could inflate specific vulnerabilities in
the sector and consequently the associated risks relating to third-party dependencies and
service provider concentration, market correlations, cyber-risks, and data quality and
governance.

e The Bank of England and FCA's report on the third survey of Al and machine learning in
financial services flags that a third of all Al use cases involve third parties, with the top
three third-party providers accounting for 73%, 44%, and 33% of all reported cloud, model,
and data providers respectively.

e This is something for your relevant senior managers to consider who have responsibility
for operational resilience, cybersecurity, and risk management, amongst others. Of further
interest, the report stated 84% of firms have an accountable person for their Al framework
and 72% reported their executive leadership were accountable for Al use cases.

e Inearly 2025, the Bank of England and the FCA will publish results of a joint survey on how
financial services are using Al and machine learning, looking at the impact of Al on
financial stability and how they plan to monitor potential risks. This is in parallel to the FCA
seeking input on the future of Al in the financial services (deadline for responses is 31
January 2025).

UK Government launches consultation on Al and copyright; On 77 December 2024, the UK
Government released its consultation on clarifying the relationship between Al and copyright law.

e The proposal includes 47 questions and centres around clarifying UK copyright law in
order to give copyright holders more control of their content from Al training while also
supporting Al developers in the UK to have lawful access to high-quality data. The UK
Government recognises that some intervention is necessary to provide clarity and legal
certainty, but has not settled on the precise nature of that intervention or any new
legislation.

e The proposals to clarify current copyright law on text and data mining that have been
made by the Government, supported by the Intellectual Property Office, Department for
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Science, Innovation and Technology, and Department for Culture, Media and Sport,

include:

o

Doing nothing: Although the UK Government states that it does not wish to
prolong the legal uncertainty associated with the copyright infringement risks
of Al model training.

Strengthening copyright licensing: This option would mean Al models could
only be trained on copyright works if rights holders have granted an express
licence. This would give rights holders greater control, but would make it harder
for Al developers to train their models in the UK.

Introducing a broad data mining exception: This would allow data mining on
copyrighted works, including for Al training and commercial use, without rights
holders’ permission (as in Singapore). The UK Government describes this
option as requiring “radical changes to the UK copyright framework”.
Introducing a “rights reservation” mechanism: This would allow Al developers to
train their models on material to which they had lawful access, but only to the
extent that rights holders had not expressly reserved their rights. This option
would be coupled with transparency requirements about the works used for
training and standards for the reservation of rights. This option mirrors the
approach followed by the EU and is the UK Government'’s preferred approach,
subject to views expressed in the consultation.

The consultation also seeks views more generally on (1) the need for development of
standards for the reservation of rights; (2) (collective) licensing of copyright works for
Al training; (3) the need for Al developers to disclose the sources of their training
material and at what level of detail; (4) the treatment of models trained outside the UK;
(5) copyright protection for Al-generated outputs (including whether protection for
computer-generated works in the UK should be retained); (6) whether liability for Al-
generated outputs which infringe copyright is sufficiently clear; (7) labels for Al-
generated outputs; and (8) whether the current framework is sufficient to tackle
deepfakes and digital replicas.

The consultation is open for public review until 25 February 2025.

Read the full text of the consultation here.

New EU Product Liability Directive comes into force; Just over two years after the European

Commission (EC)’s proposal for a new directive, the new Product Liability Directive came into
force on 8 December 2024.

Introduced to update the Product Liability Directive 1985, the new legislation is the
product of public consultations, a study on civil liability for Al and a report by experts on
‘Liability for Al and other emerging technologies’. One of the EC’s key objectives was to
make the regime fit for the digital age, specifically with regard to new technologies like

Al

Key developments include:

o

Broadened “product” definition: the new regime’'s definition of a “product” has
broadened to include software, whether sold as an individual product or
embedded in hardware. This includes software in applications, operating
systems and Al systems, but excludes free and open-source software.
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o Data damage covered: to account for the rise in intangible assets, the destruction
or corruption of data (e.g. digital files deleted from a hard drive) is also covered,
including the cost of recovering or restoring such data, provided the data is not
used for professional purposes.

o Presumptions as to causation and defect: the new legislation introduces a
number of rebuttable presumptions that help claimants more easily establish
that a product is defective and/or has caused damage.

The new Directive applies to products placed on the market as from 9 December 2026.
Member States will have until this date to reflect the developments in their national laws.

EDPB publishes opinion on using personal data in Al model development and deployment; On

17 December 2024, the European Data Protection Board (EDPB) issued Opinion 28/2024
(Opinion) providing guidance on the processing of personal data in relation to Al models,
emphasising the role of General Data Protection Regulation (GDPR) in protecting data protection
rights and promoting responsible innovation. The Opinion covers the following topics:

1.

Anonymity of Al Models: Al models trained with personal data cannot always be
considered anonymous — an Al model is considered anonymous if the likelihood of
direct extraction of personal data used for Al development and obtaining personal data
from queries is insignificant. Supervisory authorities will assess these claims based on
the controller's documentation and methods to ensure data anonymity.
Legitimate interest as a legal basis: The EDPB proposes a three-step test for using
“legitimate interest” as a legal basis for Al data processing, highlighting the need for the
interest to be:
o legitimate, which means that the interest shall be lawful, clearly articulated and
not speculative;
o necessary for the purpose pursued;

and not overridden by the interests or fundamental rights and freedoms of the

data subjects. The balance of interests against data subjects’ is therefore

crucial.
Consequences of unlawful data processing: The EDPB discusses the impact of
unlawfully processed data during Al model development on the subsequent processing
of personal data during the deployment of the Al tool. It stresses individual case
assessment and the potential need for controllers to perform appropriate compliance
assessment demonstrate compliance with the GDPR, especially in cases of previous
unlawful data processing

European Commission releases second draft of General Purpose Al Models Code of

Practice; On 19 December 2024, the European Commission published a detailed second draft of

the General Purpose Al Models Code of Practice (GPAI CoP), following a comprehensive feedback
process involving around 1,000 stakeholders.

The GPAI CoP is designed to help GPAI model providers meet their obligations under
the EU Al Act along the full life cycle of the models, including by elaborating on the
methodology for assessing and mitigating risk posed GPAI models with systemic risk.
According to the press release, the second draft has been designed to be both
adaptable and forward-looking. The Commission also highlights that the second draft
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is a work in progress, with the focus being primarily on providing clarifications,
incorporating vital details, and ensuring alignment with the principle of proportionality.
e To further enhance the document's clarity and practicality, the European Al Office has
outlined plans for additional refinements, with this iterative process including more
feedback sessions. The release of a third draft is scheduled for February 2025.

FINMA publishes guidance on Al use in financial institutions; On 18 December 2024, FINMA, the
Swiss Financial Market Supervisory Authority released Guidance 08/2024 (Guidance) on
governance and risk management when using Al. The Guidance aims to help financial institutions
(FIs) protect their business models, and understand the risks associated with the use of A,
including those related to IT, cyber and data security, quality and availability.

e Inthe course of its supervisory activities, FINMA notes that most banks and other
supervised Fls are still in the early stages of Al development and that the
corresponding Al governance and risk management structures are still being
established. With this in mind, FINMA highlights the following primary risks of using Al
tools:

e Quality, accuracy and bias: The now widely recognised flaw in many Al tools that they
may generate responses that are inaccurate, incomplete or even fabricated.

o Explainability: Users generally do not know the underlying logic or mechanisms behind
Al-generated answers, creating challenges when, for example, Fls need to explain
responses to third parties such as clients, auditors or FINMA itself.

o Data protection: Users may be inputting confidential information into tools not
designed for the secure handling of such data.

US Treasury publishes report on Al in the financial services sector; On 79 December 2024, the
US Department of the Treasury released a report following the issuance of a public request for
information on the uses, opportunities and risks of Al in the financial services sector. The report
highlights the increasing use of Al throughout the financial sector and the potential for Al to
broaden opportunities while also amplifying certain risks, such as those related to data privacy,
bias and third-party providers. Specifically, the report recommends:

o Cross-party collaboration: Continued co-operation between governments, regulators
and the financial services sector to promote consistent and robust standards for uses
of Al

e Gap-filling: Further analysis and stakeholder engagement to explore solutions for gaps
in the existing regulatory frameworks.

e Enhanced risk management: Continued co-ordination between financial regulators to
improve risk management frameworks and clarify supervisory expectations on the
application of frameworks and standards.

e Information exchange: Further facilitation of financial services-specific Al information
sharing, to develop data standards, share risk management best practices and improve
the understanding of emerging Al technologies.

Monetary Authority of Singapore publishes review of Al model risk management practices in
banks; After conducting a review of Al model risk management practices in banks earlier this
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year, the Monetary Authority of Singapore (MAS) published its findings and best practice for Al
model risk management on 5 December 2024.

e Thereport concluded that as Al continues to develop, financial institutions should:

o implement robust governance;,

o conduct comprehensive risk identification and update Al risk management
frameworks to align with technological advancements;

o implement specific controls for managing generative Al risks;

o perform compensatory testing and enhance legal agreements for third-party Al,
and

o review controls in non-Al specific areas to take Al developments into account,
including legal and compliance, technology and cyber risk management
policies.

e The MAS is considering supervisory guidance for financial institutions next year to
build on the findings of its paper. Although the review focused on select banks, it can
offer useful guidance for other financial institutions when developing and deploying
their own Al.

Japan issues updated Al guidelines for developers, providers and users; On 25 December 2024,
Japan’'s Ministries of Internal Affairs and Communications and of Economy, Trade and Industry
jointly updated the Al Guidelines for Business, which were originally published in April 2024.

e The Guidelines place an emphasis on combating Al-generated disinformation and
misinformation, highlighting the critical need for businesses to:

o Beaware of the potential for Al to generate false information in media.

o Develop skills to discern such misinformation and craft effective prompts for
accurate generative Al responses.

o Access clear guidance and reliable information from public institutions.
Establish protocols for detecting and removing false information.

o Collaborate with fact-checking organisations to ensure information accuracy.

e These measures aim to promote the responsible use of Al-generated content and
enhance the integrity of information among and between businesses.

South Korea passes comprehensive Al regulation; On 26 December 2024, South Korea's
National Assembly passed the Act on the Development of Artificial Intelligence and
Establishment of Trust (Al Basic Act) to promote Al development and establish a trust-based
framework. The Act sets out obligations for businesses, including the following:

e Confirmation of impact: Businesses must assess whether their Al systems are
considered high-impact and may seek confirmation from the Minister of Science and
ICT.

o Transparency requirement: Businesses must inform users when their products or
services use high-impact or generative Al systems, including indicating when outputs
are Al-generated, such as deepfakes.
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Safety requirement: Providers of large-scale Al systems are required to identify, assess
and mitigate risks throughout the Al lifecycle and report their findings.

Safety and reliability requirements: For high-impact Al, businesses are required to
develop risk management plans, explain the Al system, implement user protection
plans, ensure human oversight, maintain safety documentation and perform tasks set
by the National Al Committee.

Impact assessment: Businesses must assess the impact of high-impact Al systems on
fundamental rights.

Local representative designation: Foreign businesses that meet certain sales / size
criteria must designate a local representative to submit safety measures, request
ministry confirmation for high-impact Al systems and support safety and reliability
measures implementation.

The Al Basic Act will take effect from January 2026, while the Government is aiming to
quickly implement supporting rules and guidelines to integrate the law effectively into
the market.

Philippine privacy commission releases Al quidelines; On 19 December 2024, the Philippine

privacy regulator, the National Privacy Commission (NPC), published guidelines on how the
country’s Data Privacy Act 2012 (DPA) applies to Al systems (NPC Guidelines).

They outline the need for clearly informing data subjects about the use of their
personal data for Al training and testing, as well as the governance mechanisms
required such as for human intervention in decision-making and review of the systems'’
output.

On the principle of fairness, the NPC Guidelines state that personal information
controllers (PICs) should also consider systemic bias, human bias and statistical bias
when assessing or auditing their Al systems, and implement mechanisms to identify,
monitor and limit them. Finally, there is clarification that publicly available personal data
are still protected by the DPA even if they are publicly accessible, and that a lawful
basis for PICs to process them is still needed.

Malaysia’s Ministry of Digital launches National Al Office; On 12 December 2024, Malaysia’s

Ministry of Digital announced the launch of the National Al Office (NAIO) as the Prime Minister
called for a shift towards "sustainability, integrity, and equitable wealth distribution’, stressing the
importance of developing Al with local talent.

As Malaysia seeks to establish itself as a hub for regional Al development, NAIO will
provide strategic planning, research, and development, and oversee regulation. Over the
next year, it will aim to produce seven deliverables including a code of ethics, an Al
regulatory framework, an Al impact study for the Malaysian Government and a five-year
Al technology action plan.

For the next 12 months, NAIO will be incubated with MyDIGITAL Corporation, another
Ministry of Digital agency, as it works towards the deliverables and develops its future
strategy.
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New Al Standardisation Committee formed in China; On 712 December 2024, the Chinese

Ministry of Industry and Information Technology announced the establishment of the Ministry of
Al Standardisation Technical Committee.

Designed to create and revise industry standards, the Commmittee’s remit includes Al
evaluation and testing, operation and maintenance, data sets, hardware, software
platforms, large models and managing Al risks.

The first session of the Committee is composed of 41 members and includes
representatives from tech companies such as Baidu, Alibaba Group Holding, Tencent
Holdings and Huawei Technologies, along with representatives from academic
institutions such as Peking University

Brazilian Senate approves technical analysis of new Al bill; On 70 December 2024, the Federal

Senate of the Brazilian National Congress approved changes to an Al bill, which aims to regulate
the use of Al systems in Brazil, following the submission of a technical analysis.

The bill proposes dividing Al systems into risk levels, with different regulation for each
category of Al. Given their possible impact on human life and fundamental rights, as
with the EU Al Act, ‘high-risk’ Al systems would be subject to stricter rules, with such
systems including autonomous vehicles, Al-powered border control systems and
medical diagnoses. Al systems with ‘excessive risk’, such as autonomous weapons
systems, would be completely prohibited.

The bill would also provide rights for those affected by certain Al systems, including the
right to privacy and the protection of personal data. Individuals affected by ‘high-risk’
systems would be entitled to additional rights, including the right to contest decisions
and have these decisions reviewed by humans.

The bill will now progress to the Chamber of Deputies.

UK judiciary comments on potential impacts of Al on the justice system and IP law; On 3

December 2024, the Deputy Head of Civil Justice, the Rt Hon. Lord Justice Birss, delivered a
speech on the impact and value of Al for IP and the courts at the Life Sciences Patent Network
European Conference - He highlighted that Al could help democratise justice by:

Summarising information: Large language models could be harnessed to provide
summaries of cases to all judges, which are currently only available in select courts.
Future decision-making: Al advancements may enable more efficient decision-making,
especially in small money or similar claims, if there was a right of appeal to human
judges.

He also examined the impact of Al on IP law, noting that the patent system may need
to be re-examined to grapple with new concepts as Al shapes scientific methods and
inventions.

Although there will be “many interesting developments, challenges and changes”, Lord
Justice Birss concluded that, if we get Al right, “there is every prospect it will be good
for society as a whole”.
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UK Government launches Al Opportunities Action Plan; On 13 January 2025, the UK Prime

Minister, Sir Keir Starmer, launched a new Al Opportunities Action Plan (the "Action Plan”) aimed
at harnessing Al to deliver improvements across the UK.

e This blueprint for the nationwide development and integration of Al is backed by

leading tech firms and includes a £14bn investment, which is expected to create over

13,000 jobs and build the necessary digital infrastructure. The Action Plan also aims to

establish Al Growth Zones (“AlIGZs") and leverage Al for public sector efficiency,
including for road maintenance and healthcare improvements.

e Central to the plan is the commitment to implement all 50 recommendations made by
Matt Clifford, the author of the Action Plan. These recommendations outline a strategy
for Al to drive significant economic and societal benefits. The government's approach
marks a departure from previous strategies, focusing on active investment into the Al
sector, including the establishment of AIGZs for accelerated infrastructure
development, a twenty-fold increase in public compute capacity, and the creation of a
National Data Library.

e Key initiatives of the plan include:

o

Al Growth Zones: The establishment of designated areas with improved access
to the energy grid to support Al projects, with the first zone announced in
Culham, Oxfordshire. These zones address the critical need for energy to power
Al data centres and aim to attract global investment and innovation in Al.
Sovereign Compute Capacity: A commitment to expand the UK's computing
capacity — where data is processed and stored in the UK — by 20-fold to
support Al development, including the construction of a new supercomputer.
Additionally, Nscale, an Al data centre firm, plans to invest £2bn in building
sovereign computing facilities to reduce British dependence on US cloud
providers.

Public Data Utilisation: Plans to grant researchers and Al companies access to
anonymised public data sets, including NHS patient information, to stimulate Al
innovation and improve public service productivity.

Creation of a National Data Library: An initiative to unlock the value of public
data in a secure manner, supporting the development and application of Al
across various sectors.

Integration of Al in Public Services: Plans to use Al to reduce administrative
tasks for public sector workers, allowing them to focus more on service
delivery. This includes using Al for road inspections to identify potholes and in
healthcare for quicker diagnosis of diseases like cancer.

Al Energy Council: The formation of a council chaired by the Science and
Energy Secretaries, working with energy companies to meet the demands of Al
technology, aligning with clean energy goals and including exploring the use of
small modular reactors.

Appointment of Al Opportunities Advisor: Matt Clifford appointed to lead a team
across government departments to capitalise on Al opportunities and embed
its usage in public services.

e The Action Plan forms a core part of the government's industrial strategy and serves as
the initial component of the forthcoming Digital and Technology Sector Plan, set to be
released in the coming months.
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US announces measures to power data centres and impose export controls on Al chips; US
President, Joe Biden, signed an executive order on 14 January 2025 to support the energy needs
of Al data centres by making available federal sites for private sector development of Al
infrastructure. The order sets out, amongst others, the following mandates:

e The Department of Defence and Department of Energy each identifying three sites for
private companies to develop Al data centres, with proposals for these sites to be
selected by 30 June 2025 and the Al infrastructure operational by the end of 2027.

e Establishing a reporting system for electric grid connections to support Al data centres,
prioritising permit approvals for Al infrastructure on federal sites, and ensuring these
sites have access to adequate transmission facilities by the end of 2027.

e The order follows an announcement of a new regulatory framework to impose export
controls on advanced Al technology and computing chips. The US government has
introduced these new restrictions in an effort to protect against national security risks
posed by Al and prevent advanced Al technology from reaching “malicious actors”.

e The framework introduces measures to:

o Require US companies to obtain authorisation for exporting advanced
computing chips, with exceptions for allies and supply chain continuity, and for
open models and orders under a specific computing power threshold.

o Impose security conditions to safeguard the storage of advanced models,
aiming to prevent their diversion and misuse, and ensure the secure spread of
Al capabilities in alignment with US national security and foreign policy
objectives.

US Government rescinds Al Executive Order; On 20 January 2025, President Donald Trump
rescinded a 2023 Executive Order of former President Joe Biden that established a regulatory
framework for Al in the US.

e The 2023 Biden-era Order aimed to regulate Al by, for example, placing mandates on
companies to disclose key safety data and test outcomes in advance of their public
release. The Order would also have had the effect of establishing a US Al Safety
Institute to manage Al risks.

e With the rescission of Biden's Order, the US currently has no regulatory framework in
place for Al, therefore leaving a gap in governance — at least at federal level — as
compared with the comprehensive regulatory measures instituted by Europe. Al laws
and proposals continue to develop at State-level, however.

e President Trump’s act may be indicative of a “lighter touch” federal regime that is likely
to find support from proponents of strong Al development in the US.

UK launches consultation on reforming copyright law to balance Al innovation with creators’
rights; The UK IP Office has launched a public consultation on copyright law in relation to Al, with
47 questions on various copyright issues, including clarifying the application of UK copyright law
to text and data mining (“TDM”).

e This consultation addresses the need for Al developers to access large and varied
datasets, which may contain copyright materials, for training purposes. It proposes a
new TDM exception that would allow the use of copyright materials for TDM for any
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purpose (including Al training), provided rightsholders have not opted out and the
materials are freely available. This approach aims to balance Al innovation with
creators' rights, aligning with the EU's stance, and introducing transparency
requirements for Al developers to identify their training data.

The consultation also explores issues such as copyright protection for Al-generated
works, liability for copyright infringement, and the need for labelling Al-generated
content. This reflects the Government's efforts to make the UK competitive for Al
development and to ensure the UK does not fall behind other nations by maintaining a
restrictive stance on copyright law.

This consultation is part of the Government's broader strategy to enhance Al
development in the UK, as outlined in its Al Opportunities Action Plan.

India unveils Al governance framework for public consultation; India's Ministry of Electronics

and Information Technology (“MeitY”) has unveiled a report for public consultation, aiming to
establish a comprehensive framework for Al governance in India. Stakeholders are invited to
provide feedback before 27 January 2025.

The report identifies gaps in the application of current laws to Al, including the need for
stronger enforcement capabilities against Al misuse, alongside a necessity for a unified
government approach to manage Al's broad impacts to ensure transparency,
responsibility, and non-discrimination across its applications.

Recommendation for the India-specific Al regulatory framework include:

o Al Governance Mechanism: Forming an Inter-Ministerial Al Coordination
Committee or Governance Group to coordinate Al governance efforts across
the government.

o Systems-Level Understanding: Establishing a Technical Secretariat to serve as
a technical advisory body, pooling expertise from various sectors to map the Al
ecosystem and assess risks.

o Al lIncident Database: Creating an Al incident database to collect and analyse
real-world Al-related problems, focusing on harm mitigation.

o Transparency and Governance: Engaging the industry to promote voluntary
commitments towards transparency and responsible governance in the Al
ecosystem, including regular disclosures and evaluations of Al systems.

o Technological Measures: Exploring technological solutions to Al-related risks,
such as content provenance tools, evaluating their viability and engaging with
global counterparts.

o Legal and Regulatory Framework: Forming a sub-group to work with MeitY on
enhancing the legal and regulatory framework under proposed legislation like
the Digital India Act, focusing on grievance redressal and regulatory capacity.

ASEAN Digital Ministers adopt Expanded Guide of Al Governance and Ethics; During the fifth

meeting of the Association of Southeast Asian Nations (ASEAN) held on 17 January 2025, Digital
Ministers adopted the Expanded Guide of Al Governance and Ethics (the 2025 Guide). This builds
upon the 2024 Guide, including further policy recommendations to target 6 key risks posed by
generative Al:

o mistakes and anthropomorphism;
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factually inaccurate responses and disinformation;
deepfakes and malicious activities;

infringement of IP rights;

privacy and confidentiality issues; and

propagation of embedded biases.

O O O O O

e Tocombat these key risks, the 2025 Guide proposes policy recommendations,
including:

o Accountability: establishing shared responsibility across the generative Al (Gen
Al) ecosystem to ensure ethical use and transparency.

o Trusted Development and Deployment: applying best practices for safety, ethics
and functionality in Gen Al governance, emphasising safety and model
evaluation.

o Content Provenance: developing solutions to identify Al-generated content,
addressing deepfakes and misinformation risks.

o Testing and Assurance: encouraging research on Gen Al's social and technical
impacts, focusing on safety and societal benefits.

o Al for Public Good: promoting Gen Al's potential for public sector improvement
and economic development, including creating a collection of use cases and
enhancing public awareness and education.

CNIL publishes its 2025 — 2028 strategic plan, including legal framework on Al; On 76 January
2025, the CNIL, France's data protection authority, published its 2025-2028 strategic plan (the
Plan). The Plan seeks to protect personal data and ensure that individual rights are guarded
following the introduction of new technologies, most importantly Al. Key highlights of the Plan
include:

e Alas Axis 1. The CNIL notes that the popularisation of Gen Al is accompanied by an
increase in malicious or misleading content, and aims to combat this by raising public
awareness of the challenges posed by Al and the championing of individual rights.

e Collaboration and Harmonisation: The CNIL commits to collaborating with European
and other international authorities to better harmonise Al governance to:

o provide guidance to stakeholders;

o clarify the applicable rules; and

o ensure Al systems comply with these applicable rules by conducting
monitoring throughout the lifecycle of an Al system.

German Federal Office for Information Security updates guide on generative Al models; The
German Federal Office for Information Security has published an updated guide on Gen Al models
and the associated capabilities and risks involved with large language models (LLMs), image
generators and video generators (the Gen Al Guide). The Gen Al Guide advises German
companies and authorities to conduct risk analyses before they integrate Gen Al into their
workflows, with special attention to be paid to the following:

e User education and data management: educating users on the risks and opportunities
of Gen Al, and carefully selecting and securing training data.
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o Sensitive data: conducting extensive pre-deployment testing, and treating models
trained on sensitive data with extra caution.

e Transparency and auditing: clearly communicating risks, countermeasures and
limitations to enhance transparency, and implementing filters to monitor inputs and
outputs to prevent unintended actions.

» Vigilance and expertise development: staying alert to input manipulations and
developing expertise through non-critical experimentation.

Competition Bureau of Canada issues report regarding feedback on Al and competition; On 20
March 2024, the Competition Bureau of Canada (CBC) published a discussion paper on the
impact of Al and its potential effect on competition in Canada. On 27 January 2025, the CBC
followed this by issuing a report summarising the feedback received, which included:

1. Al market dynamics:

e Al market dynamics should be distinguished from other digital markets in their
complexity and application to a wide range of sectors, including banking and finance,
healthcare, and retail and e-commerce.

e Startups are emerging in the Al sector, despite the continuing presence of a few large
companies.

o New and smaller firms face multiple barriers to entry, including access to data,
computational power and human expertise.

2. Enforcing competition in the Al market:

e Al can lead to anti-competitive conduct which may require new enforcement
mechanisms.

e Vertical integration, partnerships and investments can provide both benefits and risks.

e Thereis arisk that algorithmic pricing and Al-driven collusion may lead to anti-
competitive conduct.

3. Promoting competition in the Al market:
e Canadian legislation should be tech-neutral and apply broadly regardless of the
technology involved.

e The CBC should be encouraged to conduct more thorough studies into the Al market.
e International collaboration should be encouraged to improve Al policy standardisation.
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Sanctions & Financial Crime

Authorities worldwide are refining their AML and CTF regimes to protect the financial
system against abuse by malicious actors. In response to greater geopolitical tensions
and technological advancement, they are addressing gaps and targeting higher-risk
actors and activities, particularly the use of cryptoassets and alternative payment
providers to evade sanctions.

The Australian government introduced a bill to update and expand its AML and
CTF regime to additional highrisk services including digital currencies and virtual asset
providers. The EU has recently introduced an enhanced AML regime including
establishing a new authority with direct supervisory responsibility for the riskiest
financial institutions. This change is expected to significantly increase scrutiny of
firms operating across the EU.50

The US Treasury’'s Financial Crimes Enforcement Network (FInCEN) recently
proposed a new rule to strengthen AML controls in financial institutions by
requiring consideration of national AML and CTF priorities. Earlier in 2024,
FINCEN joined the SEC in proposing to extend the AML and CTF regime to
investment advisors.51 US regulators of the next term.47 In relation to private
finance, prudential authorities in the UK and the EU have highlighted some
banks' poor understanding and risk management of their exposures to the
segment.

Actions for firms:

o Regulators are focusing on the understanding that banks and other
regulated institutions have of their exposures to NBFI markets. Prepare
for greater supervisory scrutiny, especially regarding risk management
procedures and exposures to less visible markets, such as private finance,
where regulators will be concerned about counterparty risk, concentration risk
and liquidity risk.

o Invest in data analytics and aggregation capabilities to support
identification and monitoring of material exposures and concentrations. have
identified inadequate financial crime skillsets and training within firms.

o At an international level, the Financial Action Task Force (FATF) will
progress new priorities under the Mexican presidency, including effective
implementation of FATF standards in relation to asset recovery, beneficial
ownership and virtual assets, and financial inclusion. Actions for firms:

o Ensure financial crime initiatives have an appropriate level of oversight,
with clearly defined roles and responsibilities.

o Review staffing and training to identify any gaps in financial crime
knowledge and expertise. Identify lessons that can be learned from
previous experiences of integrating sanctions requirements into your
organization’s control framework and ensure these are applied to future
changes.

Memorandum of understanding between UK OFSI and US OFAC on sanctions enforcement; On 73
January, HMT published a memorandum of understanding (dated 9 October) between the Office of
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Financial Sanctions Implementation (OFSI) and the Office of Foreign Assets Control (OFAC) in the

Us.

The memorandum facilitates the exchange of information between the organisations, it
aims to strengthen their collaborative relationship to advance their common mission of
investigating, enforcing, and promoting compliance with economic sanctions and certain
trade sanctions promulgated by the US and the UK.

Memorandum of Understanding—

Webpage —

Ban looms closer, Tiny Dancer;

Short time for short form: The Supreme Court upheld a law banning TikTok in the U.S. on
national-security grounds unless its Chinese parent company sells it by Sunday. Here are
convoluted ideas the White House could use to keep the app going. Some users say this is
the intervention they need to break their addiction.

Unsustainable: We ran an item here last week on companies that are deflating their
diversity efforts. Let's have a look at sustainability: An investor climate group suspended
activities after BlackRock dropped out. Barclays' sustainability chief quit. Brazilian
meatpacker JBS' CEO said the company never promised to cut or offset all its emissions
by 2040, and that when the company made a “commitment” and “pledge” to do just that, it
was actually an “aspiration.” And the aviation industry has deemphasized climate goals in
favor of making their numbers

Maintenance: EU shipyards are repairing Russian tankers, enabling Moscow to continue moving
gas through the Arctic despite western sanctions.
Orban'’s right hand: The US has sanctioned Hungarian premier Viktor Orban’s chief of staff for

“orchestrating” a statewide system of corruption.
U.S. puts new sanctions on Russian oil

An assist: The Biden administration’s broadest package of sanctions yet is intended to give
Ukraine and the incoming Trump administration leverage to reach a peace deal with
Russia. Ukraine said it is launching new offenses in the Kursk region inside Russia.

Energy: Moldova's pro-Russian breakaway region of Transdniestria remains in an energy
crisis after Moscow cut gas supplies, a move Moldova says is designed to undermine its
pro-Western government

What to expect from sanctions and export controls in 2025
Russia — Biden's gift on his way out; 08Jan2025

OFAC issued two new determinations. Firstly, determination pursuant to Executive Order
14024 permitting OFAC to place on the SDN List those who are found to operate or have
operated in the energy sector of the Russian Federation Economy. Adds to other sectoral
determination — including marine sector and financial services sectors.

This determination broadens already wide mandate to impose sanctions against non-U.S.
Persons operating in this space.

Determination pursuant to Executive Order 14071 prohibiting the provision of U.S.
petroleum services to persons located in the Russian Federation .Extends to non-U.S.
persons using U.S. dollars.

Added to existing prohibitions against providing a number of services ,including Certain
Services for the Acquisition of Aluminum, Copper, or Nickel of Russian Federation Origin,
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Engineering services, Trust and Corporate Formation Services, and Management
Consulting Services to mention a few

e Importantly, the price cap exception is exempt from this prohibition

e Similarly, the Sakhalin I, Caspian Pipeline Consortium C, and Tengizchevroil projects are
exempt under General License 1271 until June28, 2025.

e Sweeping designations as well with 200+ entities and vessels, including:

o Surgutneftegas and Gazprom Neft. UK followed suit on this one, and yesterday
OFSI and OFAC issued a Memorandum of Understanding, allowing for sharing of
relevant information, conducting coordinated investigations, training of personnel,
discussions on regulatory expectations, economic analysis, and other practical
arrangements.

o General License for Surguneftegas and Gazprom Neft both in the U.S. and the UK,
permitting wind-down of transactions until February 27, 2025.

o 183 vessels, including numerous Sovcomflot vessels previously exempt through GL
93, and bunkering vessels owned by Gazprom Neft Marine Bunker Limited Liability
Company.

o Two LNG projects targeted by the Department of State — through designation of
Gazprom SPGPortovaya Limited Liability Company (operator of the Portovaya LNG
Terminal), and Cryogas Vysotsk Limited Liability Company (operator of the Cryogas
Vysotsk LNG Terminal.)

o Known Hong Kong and UAE traders, Russia-based oilfield service providers,
Russian energy officials and others.

o Major implications, many of these entities are implicated in port facilities, bunkering
and the alike.

¢ Russia from the EU perspective; Circumvention; Half of all imported products on the
battlefield in Ukraine is expected to come from countries having sanctions against Russia.

o Example: Russia’'s import of CNC Machines. It shall be prohibited to participate,
knowingly and intentionally, effect of which is to circumvent prohibitions in activities
the object or in this Regulation, including by participating in such activities without
deliberately seeking that object or effect but being aware that the participation may
have that object or effect and accepting that possibility (Article 12).

e The shadow fleet and cable breaches; The global shadow fleet is expected to comprise of
1250 vessels (about 25% of the world’s tanker fleet).

o 90 laden vessels pass the coastline of the Baltic States every month.

o The Finnish navy has established a safety zone in the Gulf of Finland where Russia-
linked vessels are checked (as of today 20).

o A parallel fleet creates a parallel system.

o On 28 December, the (uninsured) Eagle S agreed to sail to Finnish waters where it
was seized - criminal investigation ongoing (gross sabotage and/or gross
interference with communication).

o On 19 December, Yi Peng 3, in international waters, allowed representatives from
four states to board the vessel (cable breach).

o NATO is beefing up naval presence in the Baltic Sea.

e Expectation from EU Operators in all of this? Due diligence requirements (and
expectations)

o EU parent companies must do their utmost to ensure subsidiaries and branches do
not undermine EU sanctions (Article 8a/Article 8i).
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Companies exporting certain “Common High Priority items” must have robust
compliance processes to ensure they do not end up in Russia or Belarus (Article
12gb/Article 8ga).

Export of certain products (including CHP) also require a so called "no Russia / no
Belarus clause” in the sales contract with the exception for some countries (Article
12g/Article 8g).

Strong "soft law” recommendations from the EU Commission that companies must
have a robust due diligence framework in place to comply with sanctions.
Presumably not entirely easy to rely on the exception regarding acts that someone
did not know, or had reasonable cause to suspect would infringe, sanctions (Article
10).

e Enforcement; Less than homogeneous application of (and appetite to enforce) sanctions
amongst the EU Member States makes enforcement difficult.

@)

There is no appetite to use the sanction tool (in contrast to the US) despite a legal
framework to do so (Article 3.1. (h) in Council Regulation 269/2014).
States that generally would be expected to be in favor of pushing enforcement (e.g.
Sweden) are either having an inadequate legal framework or enforcement culture.
Finland is standing out having conducted 900 inquiries of sanctions breaches since
2022. "Dozens” of verdicts have been handed down.
An EU Directive which must be implemented as of 20 May 2025 at the latest is
intended to streamline enforcement:
= Criminalization of sanctions breaches with minimum prison sentences.
» Companies can lose their business licenses / judicial winding up / closure
of establishment.
» Breach can also result in a corporate fine up to 5% of the company’s
worldwide turnover.
» Lack of internal supervision and control by a person having can be
punishable.

e Trump has said that he will end the war within the first 24 hours — now extended to six
months.

O
O

Forces within the Republican party that is against funding Ukraine.

LA wildfires — Musk and DJT Jr. made large point about fire equipment being sent
to

Ukraine — demonstrates general hostility.

Most unpredictable part of the Trump presidency when it comes to sanctions, no
clear path.

Impact if EU and UK keep sanctions intact?
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Russia — Biden’s gift on his way out

+ OFAC issued two new determinations. Firs(l¥, determination pursuant to
Executive Order 14024 permitting OFAC to place on the SDN List those who
are found to operate or have operated in the energy sector of the Russian
Federation Economy. Adds to other sectoral determination - including
marine sector and financial services sectors.

- This determination broad Iready wide date to imp
against non-U.S. Persons operating in this space.

+ Determination pursuant to Executive Order 14071 prohibiting the provision
of U.S. petroleum services to persons located in the Russian Federation.
Extends to non-U.S. persons using U.S. dollars.

« Added to existing prohibitions against providing a number of services,
including Certain Services for the Acquisition of Aluminum, Copper, or
Nickel of Russian Federation Origin, Engineering services, Trust and
Corporate Formation Services, and Management Consulting Services to
mention a few.

- Importantly, the price cap exception is exempt from this prohibition.

« Similarly, the Sakhalin Il, Caspian Pipeline Consortium C, and
Tengizchevroil projects are pt under General License 121 until June

28, 2025.
Sweeping designations as well with 200+ entities and vessels, including:

Surgutneftegas and Gazp Neft. UK followed suit on this one, and
yesterday OF Sl and OFAC issued a Memorandum of Understanding,
allowing for sharing of relevant information, conducting coordinated
investigations, training of personnel, discussions on regulatory

i economic analysis, and other practical arrangements.

P

General License for Surguneftegas and Gazprom Neft both in the U.S. and
the UK, permitting wind-down of transactions until February 27, 2025.

183 vessels, including numerous Sovcomflot vessels previously exempt
through GL 93, and bunkering Is owned by Gazp Neft Marine
Bunker Limited Liability Company.

Two LNG projects targeted by the Department of State — through
designation of Gazprom SPG Portovaya Limited Liability Company
(operator of the Portovaya LNG Terminal), and Cryogas Vysotsk Limited
Liability Company (operator of the Cryogas Vysotsk LNG Terminal.)

Known Hong Kong and UAE traders, Russia-based oilfield service
providers, Russian energy officials and others.

Major implications, many of these entities are implicated in port facilities,
bunkering and the alike.

China; Chinese Military Company List; Very little practical effect for now, but may change.

e Placed on The Chinese Military Company (CMC) List identifies Chinese companies
operating directly or indirectly in the United States that are: “engaged in providing
commercial services, manufacturing, producing, or exporting and either:

o directly or indirectly owned by, controlled by, or beneficially owned by, affiliated
with, or in an official or unofficial capacity acting as an agency of or on behalf of,
the People’s Liberation Army; Chinese military and paramilitary elements; security
forces; police; law enforcement; border control; the People’s Armed Police; the
Ministry of State Security (MSS); or any other organization subordinate to the
Central Military Commission of the Chinese Communist Party, the Chinese Ministry
of Industry and Information Technology (MIIT), the State-Owned Assets
Supervisions and Administration Commission of the State Council (SASAC), or the
State Administration of Science, Technology, and Industry for National Defense
(SASTIND); or

o identified as military-civil fusion contributor to the Chinese defense industrial
base.”

¢ Potential for huge disruption to the markets. U.S. Trade Representative under Trump and
also under Biden has imposed tariffs under Section 307 of the Trade Act of 1974.
Authorizes USTR to impose tariffs or other import restrictions on foreign products after
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determining that “an act, policy, or practice of a foreign country is unreasonable or
discriminatory and burdens or restricts United States commerce.”

o Section 301 has been litigated in front of the WTO numerous times, likely to be the

basis for Trump sanctions.

o Tariffsis a guaranteed, but what about sanctions?
Warning shot already with numerous HK entities in particular being designated through
Iran and Russia programs for facilitating the smuggling of ail. +
271st Century Peace Through Act specifically allows for the designation of Chinese financial
institutions supporting Iran.
More direct sanctions against China to come next with the design of a new sanctions
program

Syria - Fall of Assad; Assad fled to Russia on December 8, 2024 after offensive by opposition forces.

Opposition forces led by Tahrir Al-Sham, U.S. SDN designated for being a terrorist
organization, and also UK, EU and UN asset freeze target.

Left a vacuum, uncertainty as to what will happen next.

General embargo in place; The Syrian Sanctions Regulations generally prohibit new
investment in Syria by U.S. persons.

o Prohibition on U.S. persons supplying or exporting any services to Syria, unless
authorized by a specific or general license.

o Sanctions prohibit the importation of Syrian origin petroleum products into the U.S.

o Blocking restrictions against many persons/entities in Syria, giving rise to
secondary sanctions to non-U.S. persons providing material assistance/support.

o The U.S. Department of Commerce, Bureau of Industry and Security, prohibits the
export or reexport of any U.S. origin items, other than food or medicine, to Syria.

CAESAR Act of 2019; Mandate for the imposition of secondary sanctions against non U.S.
persons if that person “knowingly provides significant financial, material, or technological
support to, or knowingly engages in a significant transaction with":

o the government of Syria or a senior political figure;

o aforeign person that is a military contractor, mercenary, or a paramilitary force
knowingly operating in a military capacity inside Syria for or on behalf of the
Government of Syria, the Government of the Russian Federation, or the
Government of Iran; or

o aforeign person subject to sanctions pursuant to the International Emergency
Economic Powers Act (with respect to Syria or any other provision of law that
imposes sanctions with respect to Syria;

o "knowingly sells or provides significant goods, services, technology, information, or
other support that significantly facilitates the maintenance or expansion of the
Government of Syria's domestic production of natural gas, petroleum, or petroleum
products”

However, wide-reaching EU and UK restrictions; The EU position is materially similar to the
UK position. The relevant rules for oil transactions are contained in Regulation 36/2012 (as
amended).

o Atrticle 6 provides for the key restrictions in relation to “crude oil or petroleum
products” — which is defined at Article 1 / Annex IV as covering 2709 00, 2710,
2712,2713,2714,2715 00 00 goods. This is consistent with the UK definition.
Article 6 restrictions EU persons from:
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»= importing “crude oil or petroleum products” into the EU if they originate in
Syria or have been exported from Syria;
= purchase “crude oil or petroleum products” which are located in or which
originated in Syria;
= transport “crude oil or petroleum products” if they originate in Syria or are
being exported from Syria to any other country;
» providing associated financial services / brokering services in relation to the
above
o Atrticle 7a restrictions on jet fuel and additives in a similar vein.
o Numerous asset freeze restrictions as well.
Iran; Trump reinstated the Iran sanctions by exiting the Joint Comprehensive Action Plan in 2018.
e Iranis the country currently subject to the tightest restrictions — U.S. persons prohibited from
engaging in virtually any transaction.
e (Congress passed 21st Century Peace Through Strength Act and SHIP Act.
e Difficult to add more sanctions, but ability to enforce under current framework.
e EU and UK starting to follow via the Russian program?
Venezuela; Maduro just sworn in for new term after contested elections. Biden tried to soften with
General License 44 in exchange for free and fair elections in October of 2023 until April/May of 2024.
Political failure?
e Wide-reaching restrictions in place against the Venezuelan oil sector.
e U.S. persons prohibited from dealing with Venezuelan government entities.
e Trump the initial architect behind these sanctions, very unlikely to soften.
e More enforcement under the sanctions framework already in place? Removal of Malta-based
oil company yesterday, but likely of little significance.
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Conduct / Enforcement / Reporting

—

2.

U.K:SM&CR

Expectedin 2025

removed entirely?

London
Energy
Brokers'
Association

¢ &

‘Outcome of SM&CR Review by HMT, PRA Consultation on removing the Implementation for CCPs, CSDs
and FCA Certification regime and exchanges
+ Wil firms still have to internally assess + SM&CR extended to these FMI under
staff, under a less burdensome regime? FSMA 2023
Or will the assessment requirement be + Should align with the outcome of the

SM&CR review

U.K: SM&CR

SENIOR MANAGER FUNCTION (PRA AND FCA)

Chief Executive Officer Chair of the Nomination
Committee

Chair of Governing body Head of Key Business Area

Chief Finance Senior Independent Director

Executive Director Compliance Oversight

Chief of Risk Committee MLRO

Chair of Audit Committee Group Entity Senior Manager

Chief Risk Chief Operations

Chair of the Remuneration Other Overall Responsibility

Committee

Head of Internal Audit

U.K.: Enforcement

CERTIFICATION FUNCTIONS

Significant Management Function

Proprietary traders

CASS Operational Oversight Function
Functions subject to qualification requirements
The client dealing function

Anyone who supervises or manages a Certified Function
(directly or indirectly), but isn’t a Senior Manager

Material Risk Takers

Algorithmic trading

Q1 2025: FCA final new approach to publicising enforcement investigations

Following strong criticism of its original proposals, the FCA published revised proposals in

November last year.
Proposed amendments are to the:

Public interest test:

Including in the test, the impact of an announcement on the relevant firm, which would be
central to the FCA's consideration of whether to announce an investigation and name the

firm.

Adding a new factor of the potential for an announcement to seriously disrupt public
confidence in the financial system or the market.

Time firms have for responding to notices of proposed announcements
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e Afirm will be given 10 business days' notice (originally the FCA had proposed one day) to
make representations, with a further two business days' notice of publication of any
announcement if the FCA decides to proceed after taking these representations into
account.
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JTAG/EVIA Practice Standard; MiFID Corporate Actions Reporting Table
ISO 15022 N
Event type ST ISO 15022 definition Reportable ? Remarks
event code P
Funds related event in which the income (for example
accumulation units) that accrues during an accounting o
. period is retained within the fund instead of being paid No position
Accumulation ACCU away to investors. The retained income is nonetheless N/A change
deemed to have been distributed to investors for tax
purposes.
Trading Status: ACTV Trading in the security has commenced or security has N/A No position
Active been re-activated after a suspension in trading. change
Combination of different security types to create a unit.
Units are usually comprised of warrants and bonds or
Attachment ATTI warrants and equities. Securities may be combined atthe  No  Article 2(5)(h)
request of the security holder or based on market
convention.
Bonds -
Repurchase Offer to existing holders by the issuing company to i,
Offer/Issuer Bid/  BIDS repurchase its own securities. The objective of the offeris = .. Article 2(5)(n)
Reverse Rights to reduce the number of outstanding securities. EqL\J('t'eS
-Yes
Bond.HO|der BMET Physical meeting of bond holders. N/A No position
Meeting change
Article 2(5)(i) -
mandatory receipt
Bonus Bonus or capitalisation issue. Security holders receive of rights
Issue/Capitalisatio BONU additional assets free of payment from the issuer, in  NoO
n Issue proportion to their holding. p|US
Article 2(5)(h)
‘ _ _ Article 2(5)(i) -
Early redemption of a security at the election of the holder result of pre-
Put Redemption BPUT subject to the terms and condition of the issue with no ~ No q ined
reduction in nominal value. etermine
contractual terms
Legal status of a company unable to pay creditors.
Bankruptcy BRUP Bankruptcy usually involves a formal court ruling.  N/A :nStrurq_eC;]_lt_\?o
Securities may become valueless. onger
The Corporate event pays shareholders an amount in
cash issued from the Capital account. There is no No position
Capital Distribution CAPD reduction to the face value of a single share (or the share ~ N/A h
has no par value). The number of circulating shares change
remains unchanged.
Distribution of profits resulting from the sale of company
; ; assets, for example, Shareholders of Mutual Funds, Unit .
g.aerEl G.ams CAPG Trusts, or Sicavs are recipients of capital gains N/A Nﬁ position
Istribution distributions which are often reinvested in additional change

shares of the fund.
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Capitalisation

Non-US TEFRA D
Certification

Change

Class
Action/Proposed
Settlement

Court Meeting

Consent

Conversion

Conversion

Company Option

Credit Event

Decrease in Value

Detachment

CAPI

CERT

CHAN

CLSA

CMET

CONS

CONV
(MAND)

CONV
(CHOS/
VOLU)

COOP

CREV

DECR

DETI
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Increase of the current principal of a debt instrument
without increasing the nominal value. It normally arises o
from the incorporation of due but unpaid interest into the N/A No position
principal. This is commonly done by increasing the pool change
factor value, for example, capitalisation, and negative
amortisation.
Non-US beneficial owner certification requirement for N/A No position
exchange of temporary to permanent notes. change
Information regarding a change further described in the N/A No position
corporate action details. change
Situation where interested parties seek restitution for o
financial loss. The security holder may be offered the N/A No position
opportunity to join a class action proceeding and would change
need to respond with an instruction.
Announcement of a meeting at a Court. N/A No position
change
Procedure that aims to obtain consent of holder to a o
proposal by the issuer or a third party without convening N/A No position
a meeting. For example, consent to change the terms of change
a bond.

. B . Article 2(5)(i) -
Conversion of segurmes (generally converUblg bonds or mandatory event;
preferred shares) into another form of securities (usually ~ NoO .
common shares) at a pre-stated price/ratio. no 'nYeStment

decision
Conversion of securities (generally convertible bonds or
preferred shares) into another form of securities (usually ~ No  Article 2(5)(h)
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 Article 2(5)(i) _
years from the date of the grant. Option holders are not .
members of a company. They are contingent creditors of No mandatory receipt
a company and hence may, in some instances, be entitled of rights
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 cred!t derlvat|y_e foAr which the issuer Qf No position
one or several underlying securities is unable to fulfill his ~ N/A h
financial obligations (as defined in terms and conditions). change
Reduction of face value of a single share or the value of o
fund assets. The number of circulating shares/units N/A No position
remains unchanged. This event may include a cash change
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  No  Article 2(5)(h)

request of the security holder or based on market
convention.
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Bond Default

Trading Status:
Delisted

Drawing

Cash Distribution
From Non-Eligible
Securities Sales

Dividend
Reinvestment

Disclosure

Dutch Auction

Cash Dividend

Dividend Option

Scrip
Dividend/Payment

Stock Dividend

Exchange

DFLT

DLST

DRAW

DRCA

DRIP

DSCL

DTCH

DVCA

DVOP

DVSC

DVSE

EXOF
(MAND)

not been remedied.

London
Energy
Brokers'
Association

Failure by the company to perform obligations defined as
default events under the bond agreement and that have  N/A

Security is no longer able to comply with the listing
requirements of a stock exchange and is removed from  N/A

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

No

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 ~ N/A

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

No

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 N/A

issuer.

An action by a party wishing to acquire a security. Holders BONdS -

of the security are invited to make an offer to sell, withina ~ NO

specific price range. The acquiring party will buy from the Equities
-Yes

holder with lowest offer.

Distribution of cash to shareholders, in proportion to their
equity holding. Ordinary dividends are recurring and N/A
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  NO
company creates new share capital in exchange for the
dividend rather than investing the dividend in the market.

Dividend or interest paid in the form of scrip.

Dividend paid to shareholders in the form of equities of

the issuing corporation.

No

Exchange of holdings for other securities and/or cash.
The exchange can be either mandatory or voluntary  NO
involving the exchange of outstanding securities for

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)(I)

Article 2(5)(i) -
mandatory receipt
of rights

plus

Article 2(5)(h)
Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(i) -
mandatory event;
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Exchange

Callon
Intermediate
Securities

Maturity Extension

Warrant Exercise

Increase in Value
Information

Interest Payment
Liquidation
Dividend/
Liquidation
Payment

Full Call/Early
Redemption

Annual General
Meeting

Merger

Merger

EXOF
(CHOS/
VOLU)

EXRI

EXTM

EXWA

INCR
INFO

INTR

LIQU

MCAL

MEET

MRGR
(MAND)

MRGR
(CHOS/
VOLU)

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

o

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
accounting/financial impact on the holder.

having no

Interest payment distributed to holders of an interest
bearing asset.

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.

Bonds -

Equities

Bonds -

N
Equ

No

-Yes

No

N/A

No

N/A

N/A

N/A

N/A

No

N/A

No

-Yes

0
itie

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

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)
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No position

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

Partial
Defeasance/Pre-
Funding

Pay In Kind

Place of
Incorporation

Instalment Call

NOOF

ODLT

ODLT

OMET

OTHR

PARI

PCAL

PDEF

PINK

PLAC

PPMT

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 pool factor
reduction. The redemption is reflected in a debit of the
face amount (FAMT).

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.

N/A

No

Bonds -
No
Equities
-Yes

N/A

No

No

No

No

N/A

N/A

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)

Article 2(5)(i) -
mandatory event;
no investment
decision

Article 2(5)(i) -
mandatory event;
no investment
decision

No position
change

No position
change
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Partial Redemption
With Pool Factor
Reduction

Interest Payment
with Principal

Priority Issue

Final Maturity

Redenomination

Remarketing
Agreement

Intermediate
Securities
Distribution

Rights Issue/
Subscription
Rights/
Rights Offer

Shares Premium
Dividend

Smallest
Negotiable Unit

Spin-Off

PRED

PRI

PRIO

REDM

REDO

REMK

RHDI

RHTS

SHPR

SMAL

SOFF
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Securities are redeemed in part before their scheduled -
final maturity date. The redemption is reflected in a pool ~ N/A No position
factor reduction. No movement of securities occurs. change
An event which consists of two components, the .
decrease of the amortized value of a pool factor security ~ N/A NF? position
and an interest payment. change
Article 2(5)(i) -
mandatory receipt
Form of open or public offer where, due to a limited of rights
amount of securities available, priority is given to existing No
shareholders. plus
Article 2(5)(h)
The redemption of an entire issue outstanding of Article 2(5)(i) -
securities, for example, bonds, preferred equity, funds, by No mandatory event;
the issuer or its agent, for example, asset manager, at final no investment
maturity. decision
Event by which the unit (currency and/or nominal) of a o
security is restated, for example, nominal/par value of N/A No position
security in a national currency is restated in another change
currency.
Purchase and sale of remarketed preferred Article 2(5)(i) - result
equities/bonds through the negotiation of interest rate  No  of pre-determined
between the issuers and the holders. contractual terms
Article 2(5)(i) -
The distribution of intermediate securities that gives the No mandatory event;
holder the right to take part in a future event. no investment
decision
Article 2(5)(i) -
mandatory receipt
Offer to holders of a security to subscribe for additional of rights
securities via the distribution of an intermediate security. ~ NO
Both processes are included in the same event. plus
Article 2(5)(h)
This corporate event pays shareholders an amount in -
cash issued from the shares premium reserve. Itis similar ~ N/A Nf? position
to a dividend but with different tax implications. change
Modification of the smallest negotiable unit of shares in N/A No position
order to obtain a new negotiable unit. change
A distribution of securities issued by another company. Article 2(5)(i) B
The distributed securities may either be of a newly No mandatory event;

created or of an existing company. For example, spin-off,
demerger, unbundling, divestment.

no investment
decision
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Stock Split/Change Increase in a corporation's number of olutstar?ding Article 2(5)(i) -
in Nominal SPLF equities without any change in the shareholder's equity or No mandatory event;
L the aggregate market value at the time of the split. Equity i 1 t
Value/Subdivision i i i noinvestmen
price and nominal value are reduced accordingly. decision
Reverse Stock Decrease in a company's number of outstanding equities Article 2(5)(i) B
: . without any change in the shareholder's equity or the mandatory event;
Spllt/.Change n SPLR aggregate market value at the time of the split. Equity No no investment
Nominal Value i i i i
price and nominal value are increased accordingly. decision
Trading Status: SUSP Trading in the security has been suspended. N/A No position
Suspended change
_— Article 2(5)(i) -
Tender/Acquisition TEND An offer made to holders by a third party, requesting them mandatcgrj(e)vent‘
/Takeover/ (MAND) to sell (tender) or exchange their securities (squeeze out ~ NO ) N i '
Purchase Offer stage). no mvestmen
decision
Tender/Acquisition TEND A offer made to holders by a third oart ot Boﬁgs _
n offer made to holders by a third party, requesting them .
é’-ll__l?‘iéﬁg\slgréffer s/COI_I[CLJJ?/ to sell (tender) or exchange their securities. Equities Article 2(5)(n)
-Yes
Tax Reclaim TREC Event related to tax reclaim activities. N/A No position
change
Worthless WRTH Booking out of valueless securities. N/A Instrument no
longer TOTV
Withholding Tax WTRC Certification process for withholding tax reduction or N/A No position
Relief Certification exemption based on the tax status of the holder. change
Extraordinary or N "
Special General XMET  Extraordinary or special general meeting. N/A Cﬁaigzl lon

Meeting
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AML & MAR

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

the process for implementing regulations

various commitments in the Economic Crime Plan 2023-
: identifying high risk third countries.

UK AML 2026.

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

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

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

For MLROs — FATF Money Laundering National Risk Assessment Guidance: The FTAF has
published guidance on the money laundering national risk assessment which is required by
financial institutions (Regulation 18, Money Laundering Regulations) and will be practically helpful
for SMF 16/SMF 17s seeking to comply with the MLRs and broader industry guidance. The
guidance covers assessment preparation and set-up, assessing and understanding risks, and
post-assessment actions.
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Financial Stability, Operational Resilience

Operational resilience

UK EU

PRA/FCA Consultation Paper 26/23 EU Digital Operational Resilience Act (DORA)
Oversight framework, second batch of RTS and

‘Operational Resilience: Critical Third Parties to ITS published 17 Jan 2024 :
the UK Financial Sector’ published on 7
December 2023 ICT risk management framework

Second UK Consultation paper expected Q4
Classification of ICT-related incidents
This will include how and when data is collected on
the use of third parties and will overlap with Harmonised templates for the register of
existing outsourcing notification requirements. information

Policy on ICT services performed by ICT third-
party providers EU Commission reviewing before
adopting the technical standards

Operational Incident and Third — Party Reporting: The FCA is consulting (CP24/28) on
reporting operational incidents and material third — party arrangements. The consultation,
which closes in March, includes detailed reporting tables.

Recent events, including ongoing conflicts, natural disasters and a global IT
failure, have reinforced regulators’ focus on firms' ability to withstand major
operational disruptions. Several jurisdictions have introduced new standards
designed to strengthen firms’ management of operational risk. Firms need to
understand their end-to-end process for delivering services and how that could

be disrupted.

Timeline of new operational resilience standards

! January 2025 * July 2025
" EUDi i will apply

Q

+ March 2025
In the UK, ms will
e operating within
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Regulators are especially focused on the additional risks introduced through the
financial sector's growing reliance on third-party technology companies, such as

vendor

and cyber risk. Their focus has sharpened since the disruption of July

2024. Although the impact was overcome relatively quickly, this incident renewed
interest in upcoming regulation designed to address risks that originate outside
the regulated ecosystem.

Papers

Vii.

For instance, the Basel Committee is consulting on common standards for
third-party risk management by international banks that call for a more
comprehensive and rigorous approach to critical third-party service providers.
In Europe, regulators in both the UK and EU are extending their oversight
to the supply of critical services to the financial sector to mitigate the
impact that disruption or failure of a third-party service provider could
have on financial stability and adopting measures to boost cyber
resilience. Financial institutions subject to the Digital Operational Resilience
Act (DORA) must ensure they can prevent, withstand and recover from
major ICT-related disruptions. As well as establishing standards for financial
institutions to follow, DORA provides a framework for overseeing critical ICT third-
party providers. New cyber resilience rules came into effect in October
2024.

In the UK, the Bank of England, the Prudential Regulation Authority (PRA)
and the Financial Conduct Authority (FCA) are due to finalize, in Q4 2024,
their rules and supervisory expectations for the critical third-party regime
(CTP). The regime, which will apply to third parties that are designated as
CTPs by HM Treasury, is designed to manage financial stability risks
caused by a small number of technology providers that serve multiple
financial institutions.

Actions for firms:

o Reuvisit business continuity arrangements to prepare for renewed supervisory
focus. Expect regulators to incorporate tech disruption scenarios in
stress testing exercises.

o ldentify the risks in your firm's end-to-end process to deliver
services, including exposures from third-party providers, and put in place
measures to mitigate the risk of disruption. International groups should
understand their exposures at a local, regional and global level.

OpRes - Cyber Simmons+Simmons; The EU Cyber Resilience Act — 28 Jan

OpRes - DORA Hogan Lovells; European Commission confirms that financial services
are not ICT services for DORA purposes — 30 Jan

OpRes - DORA Simmons+Simmons; DORA: Clarifying regulation of ICT services — 28
Jan

OpRes - DORA Simmons+ - Simmons; DORA: Implementation day is here — 17 Jan
OpRes - DORA Hogan Lovells; DORA — One week to go — 10 Jan

OpRes - DORA Linklaters; Commission rejects DORA subcontracting rules — 31 Jan
OpRes - DORA Linklaters; EU shares key guidance on DORA — 23 Jan
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vii. ~ OpRes - DORA Linklaters; DORA deadline day arrives: Here are five things firms still
need to do — 16 Jan
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2023 2024 2025
BRRD Daisy Chain Formal adoption of EBA work to deliver The CRR3 Mombecstatos 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 fneasures )
CRR3/CRDVI 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. o t.h‘: dfa 1o o 'tsd :
force by 15 resolution groups (2:223"‘" Directive expected in Q2 zzgxflgmgsgr;i::urez
November 2023. apply from g 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
T TVIIER] (PS17/23) published Publishdraft Statementexpected ~ Statement expected Standards (SCO60) date —1 July
Wiel o B December 2023. secondary Q2 2024. following publication on prudential 2025.
M emeniston S - legislation in of secondary izt

Ca st 2024. SDDTs - PRA plans to  'egislation by HM e s
Policy Statement : Treasury. vp
(PS15/23) published CONBREOn ool implemented by 1
elements of the regime January 2025.
December 2023. in Q2 2024.
2023 2024 2025

ceveenment mmn

EBAreporton  EBA expected to Commission reports on various The first data on the diversity
prudential finalise Guidelines on  aspects of IFD and IFR due by practices under the planned
1t of benchmarking of 26 June 2024. EBA GLs is expected to be
IFDAFR ESG-related diversity practices in re?oned in 2025 with a N
assets 2024. EBA report on convergence and e date of 31 D
published gender-neutral remuneration 2024.
October 2023. policies expected Q2 2024.
UK INVESTMENT FIRMS PRUDENTIAL REGIME (IFPR)
UK RING FENCING REGIME
2023 2024 2025

Pevelopment mmn

HM Treasury CP on HM Treasury PRA expects to HM Treasury expected to issue

near term reforms pects to bring i tin H1 on alignment of ring-fencing
and PRA CP20/23  forward secondary 2024 the changes and resolution regimes in H2 2024.
both closed legislation to consulted on in

November 2023. affect neartefin CP20/23.

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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January highlights for banks include: EBA and ECB details of the 2025 bank stress tests; the
European Commission announcement that they will extend equivalence for UK CCPs for another
three years; the reports from global standard setters about margining in centrally cleared and non-
centrally cleared markets. The UK's PRA announced that it will delay implementation of Basel 3.1
measures for a year to see what emerges from US regulators. The FCA and the PSR set out next
steps for open banking. The Bank of England provided on update on progress towards a Digital
Pound. All the main UK regulators responded to the government about the steps they will take to
address the Chancellor's guidance that they should operate in ways that support growth. The PRA
amended resolution assessment reporting and disclosure dates (ie frequency). The SRB updated
its operational guidance on OCIR (Operational Continuity in Resolution). The ECB Banking
Supervision, UK PRA and FCA all set out their respective supervisory priorities for 2025. The FCA
launched a consultation (CP25/3) on proposals for firms operating public offer platforms (POPs).
The ISSB announced a “virtual stakeholder event” - a session on 25 February focused on transition
plans.

Strong and Simple — The PRA has now published PS19/24 on rules relating to the definition of an
Interim Capital Regime (ICR) firm, which were previously issued as ‘near final’

in PS17/23 and PS9/24. PS19/24 outlines the mechanism by which firms can join the ICR and
thereby remain under the current capital regime in the period between implementation of the Basel
3.1 standards (1 January 2026) and the new capital regime for Small Domestic Deposit Takers
(SDDTs).

BoE approach to stress testing — The BoE has also published its updated approach to stress
testing the UK banking system from 2025 onwards. A Bank Capital Test will now be carried out
every other year, replacing the annual cyclical scenario exercises. In the intervening years,
supplementary stress testing (e.g., desk — based exercises) will be used where appropriate.
Exploratory exercises will continue to be used as a means of assessing other risks, such as
structural and emerging risks. The approach has been updated to reflect the material increase in
levels of bank capital since the global financial crisis and the evolving nature of risks.

RAF reporting and disclosure dates — After consulting on changes to the reporting and disclosure
dates for the UK Resolvability Assessment Framework (RAF), the PRA has confirmed that the
timing of future submissions will no longer be fixed to two — year cycles. Instead, they will be on a
periodic basis, with the next two reporting dates set for the first Friday in October 2026 and the
second Friday in June 2027.

Key elements of final Basel Ill standards; Output Floor; 72.5% of RWAs derived under SAs (to be
phased in)

e Credit Risk

o Revised Standardised Approach (SA)

o Revisions to the Internal Ratings Based Approach

o Revisions to the use of Credit Risk Mitigation techniques
e Market Risk

o Revised approach to market risk
¢ Credit Valuation Adjustment
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o Removal of the use of internal models for credit valuation adjustment (CVA) risk,
replaced by new standardised and basic approaches
Operational Risk
o Removal of the use of internal models for calculating operational risk capital
requirements, and a new SA to replace existing approaches
U.K. Strong and Simple Framework
o Size; £20 billion total assets
o Domestic Activity; < 85% credit exposures to obligors located in the UK and 75%
floor
o Limited Trading Activity
» Trading book business thresholds: <5% total assets and £44 million
» FX position threshold: <2% own funds and 3.5% ceiling
= No commodity positions
o No Internal Ratings Based Approvals
SDDT Capital Regime; PHASE 2 — 2027; CP7/24
o SDDT,; Modification by Consent; Further layers of the strong and simple framework?
Capital
o Pillar 1 based on Basel 3.1 standardised approaches with proposed exemptions
Pillar 2A methodology simplified — ‘risk-by-risk approach’
Single Capital Buffer - 23.5% RWAs
Non-cyclical stress test
Simplified ICAAP with RST every 2 years
o Simplified capital deduction requirements
Reporting
o Basel 3.1 reporting with
= SDDTs descoped from 38 templates
» most Counterparty Credit Risk reporting replaced with a simplified template
= Further amended templates and instructions
Phase 1 — 2024; PS15/23
Liquidity
o NSFR — new Retail Deposit Ratio
o No general Pillar 2 add-ons
o New streamlined template for ILAAP (reduced minimum frequency proposed in
CP7/24)
o Reduced ALMM returns
Pillar 3 Disclosures
o SDDTs with listed instruments: UK OV1 and UK KM1 templates
o SDDTs without listed instruments — no pillar 3 disclosures

O
O
O
O

Non-bank finance

The Financial Stability Board (FSB) estimates that in 2022, non-bank financial

institutions — sometimes referred to as “shadow banks” — accounted for more than

47% of the assets in the global financial system, up from 42% in 2008. NBFls include
regulated and unregulated firms that offer “bank-like” products and services, including
credit and payments, without the same prudential requirements as banks. In the US,
NBFls collectively originate and service most residential mortgages.44 Although their
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contribution to the functioning of capital markets is recognized, regulators have recently
become more concerned that concentrations of risk in NBFls could spill over into the
regulated sector and destabilize systemically important institutions.
Recent events fueling increased NBFI scrutiny

+ Global “dash for cash”, prompted by the ' London Metal Exchange nickel market dysfunction, fueled by an
COVID-19 pandemic. Investors rushed to ! increase in demand for nickel after the Russian invasion of Ukraine.
: sell securities, causing market instability i The episode led to a suspension in trading and cancellation of orders

¥ March 2020 " March 2022

i March 2021 ! September 2022

: Collapse of Archegos Capital Management after ' Crisis in liability-driven investment products

the firm failed to meet its margin calls, prompting i used by the pensions industry following the

» banks to rush to sell off the fund's positions & government's September budget announcement
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IFR/ CRR/ CRD6 & Operational Risk, Resilience

What's coming up for the UK and EU capital regimes?

EU CRR I
APPLICATION

Applies final Basel lll standards
generally* from1January 2025

EU CRD VI

January 2026
2025 2026

EU CRR 11

APPLICATION

*FRTB standards application
deferred until 1 January 2026

APPLICATION
Applies generally from 11

REVISED UK BASEL 3.1
IMPLEMENTATION
DATE

PRA announced on 17 January a
further delay to UK.
implementation of ‘Basel 3.1° until
1January 2027

2027

U.K. SDDT CAPITAL
REGIME

1January 2027 implementation
anticiapted

BCBS STANDARDS ON
PRUDENTIAL
TREATMENT OF
CRYPTOASSET
EXPOSURES

Intended implementation date 1

January 2026

London
Energy
Brokers'
Association

LEBA

END OF BASEL Il
OUTPUT FLOOR
PHASE IN

Both the EU and U.K. propose the

output floor be fully implemented
by 1 January 2030.

UK banks urge BoE to ease loss-absorbing debt rules UK banks are urging the Bank of England to

ease proposed rules on loss-absorbing debt, saying they exceed US and EU standards and could
lead to significant costs. Industry group UK Finance has expressed concerns that the rules could

create capital instability and discourage investment. Full Story: Financial Times
U.K’s 'smarter’ prudential regulatory framework

e Transferring CRR provisions to PRA rulebook and statements of policy
e HMT restatement of equivalence regimes

e Review of leverage ratio requirement thresholds

e Amendments to large exposures framework

e New rules on step-in risk

A smarter ring-fencing regime; Evolution Not Revolution

e Financial Services and Markets Act 2000 (Ring-fenced Bodies, Core Activities, Excluded

Activities and Prohibitions) (Amendment) Order 2024
e Changes to ring-fencing thresholds:

«  Core deposit threshold - £35bn
+ Secondary threshold
+ De minimis threshold on exposures to single RFI

e Architectural reforms:

+  Geographical restrictions removed
+ 4year transitional period on merger/acquisition
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Permitted products and services:

SMEs
Trade finance
Debt restructuring
Conduit vehicles
Derivatives
+  Central banks and MDBs
Approach to international firms
U.K.- PRA CP11/24 — International firms: Updates to SS5/21 and branch reporting
e EU- New restrictions on cross border banking services (CRD VI)

Operational Incident and Third — Party Reporting: The FCA is consulting (CP24/28) on reporting
operational incidents and material third — party arrangements. The consultation, which closes in
March, includes detailed reporting tables.

Operational Resilience / Cyber security

e ESAs: ESAs are recruiting Heads of Unit for their DORA Joint Oversight Team (20 Dec), The
ESAs’' Dry Run exercise shows the goal of reporting of registers of information under Digital
Operational Resilience Act in 2025 within reach (17 Dec)

e PRA:CP17/24 — Operational resilience: Operational incident and outsourcing and third-
party reporting,

¢ PRA: Operational resilience: operational incident and outsourcing and third-party reporting
for financial market infrastructures (FMIs) (13 Dec)

e ECB Banking Supervision: Operational & ICT risk SREP methodology (17 Dec)

In December, ECB Banking Supervision published the results of their 2024 SREP for EU banks, as
well as their supervisory methodology and priorities for 2025.

The ECB also reported that it plans to keep bank capital requirements broadly steady for 2025.

The UK's PRA announced a data collection exercise focused on understanding firms’ exposures to
tokenised and crypto-assets. European supervisors were also concerned about crypto: ESMA
released further MiCA policy documents, and the ESAs jointly provided Guidelines for the
regulatory classification of crypto-assets.

The PRA launched a consultation (OpRes) on incident reporting and outsourcing and third party
reporting - CP17/24. The

The PSR reported concerns about cross border payments (card fees), and proposed a price cap.
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Green finance, ESG & Disclosures

B\

European Commission has

simplification package to be

proposed an Omnibus Regulation

published on 26 February 2025.

P\

Proposals are expected to
include streamlining of EU
Taxonomy Regulation, Corporate
Sustainability Reporting Directive
and Corporate Sustainability

Due Diligence Directive.

London
Energy
Brokers'
Association

2\

L

Intention is not to change content of
the law, but to reduce burdens and
duplication of requirements.

e EU Corporate Sustainability Reporting Directive
o Introduces comprehensive and detailed sustainability-related reporting
requirements, which are a material enhancement of existing non-financial reporting

rules.

Forms part of annual financial and management reporting.

o First cohort of firms to report in 2025 on the 2024 financial year.
Various detailed reporting standards and guidance expected to be published in

2025.

WHICH UNDERTAKINGS?

REPORTING FOR THE
FIRST TIME IN?

FOR FINANCIAL YEARS
STARTING ON OR AFTER?

Large EU undertakings/parents of a large group which are “public interest entities” 2025
(“PIEs") and exceed an average of 500 employees during financial year

Large non-EU undertakings/parents of a large group which have EU-listed securities
and exceed an average of 500 employees during financial year

Other large EU undertakings/parents of a large group which are not PIEs exceeding 2026
an average of 500 employees during financial year

Other large non-EU undertakings/parents of a large group which have EU-listed
securities but do not exceed an average of 500 employees during financial year

EU and non-EU listed SMEs (except micro undertakings) and certain EU small and 2027
non-complex institutions and captive insurance undertakings

Certain EU subsidiaries and EU branches of third country undertakings in scope 2029
of Art. 40a, CSRD (i.e., that have material EU business)

e EU Corporate Sustainability Due Diligence Directive

1January 2024

1January 2025

1January 2026

1January 2028
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(among others) large EU companies and large non-EU companies

iéj Requires due diligence on supply chains and sustainability matters by
which meet turnover and employee threshold tests

Came into force in July 2024 and must be transposed into EU member
state regimes by 26 July 2026. No major developments slated for
2025, but firms should look out for proposals arising from Omnibus
Regulation package.

Under CSDDD, due diligence should be carried out into human rights
and environmental adverse impacts throughout production,
distribution, transport and storage of a product or provision of services
at the level of the company’s own operations, its subsidiaries and
business partners in the “chain of activities”. There is a carve-out for
regulated financial undertakings, meaning only upstream business
partners are in scope.

Labelling Regimes And Greenwashing; ESMA guidelines on funds’ names using ESG or
sustainability-related terms began applying on 21 November 2024. New funds created on or
after that date were required to apply the guidelines immediately. Funds existing prior to that
date have until 21 May 2025 to apply the guidelines.

Deforestation Regulation; Application of EU Deforestation Regulation has been postponed
for one year until 30 December 2025 to help companies with a smooth implementation. The
Regulation is designed to tackle deforestation related to EU consumption of certain products
(cocoa, palm-oil, soy etc.) by introducing due diligence rules in relation to those products
being made available in the EU.

Sustainable Finance Disclosure Regulation; Possible publication of full report on
strengths/weaknesses and evolution of SFDR regime in 2025.

ESG Ratings Regulation; Entered into force on 1 January 2025 and ; will apply from 2 July
2026. Aims to improve reliability, comparability and transparency of ESG ratings.

EU Green Bond Regulation; Introduces European Green Bond label ; as a voluntary
designation by bond issuers. Applies for the most part from 21 December 2024. Remains
to be seen how popular this label will be, including in light of the new U.S. administration.

EU Taxonomy Regulation; Platform on Sustainable Finance has published this year (January
2025) a draft report and call for feedback on activities and technical screening criteria to be
updated/included in the EU taxonomy. Draft report contains recommendations but is not
an official EU Commission consultation.

U.K. ESG The Labour government made a manifesto commitment to make the U.K. the green

finance capital of the world. The following developments are expected in 2025 as the UK.
considers whether to follow the suit of the EU:
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o U.K. Sustainability Reporting Standards
o UK. government plans to consult on exposure drafts in Q1 2025; if positive
endorsement is made, FCA to introduce requirements for U.K.-listed companies.
o UK. government to make decision on requirements for other U.K. companies in Q2
2025.
o Sustainability Disclosure Rules, Labelling And
o Regime began to take effect in 2024. After 2 April 2025, FCA temporary flexibility on
naming and marketing rules for UK-authorised investment funds comes to an end.
o Expansion of SDR rules expected in 2025 — FCA to publish policy statement in Q2
2025 on application to portfolio management. HMT expected to publish
consultation on expansion to overseas firms in 2025.
e Anti-Greenwashing
o HMT consultation on value of a taxonomy closes on 6 February 2025.
e U.K Green Taxonomy
o HM Treasury plans to lay Sl on ESG ratings providers in early 2025 and FCA to then
publish consultation on draft rules and guidance.
o ESG Ratings Provider
o Department for Energy Security and Net Zero to consult on proposed
implementation of principles and ways to improve integrity of markets in early
2025.
e Voluntary Carbon And Nature Markets
o TFMR report published in October 2024; HMT has confirmed it will co-launch
o Transition Finance Council and consult in H1 2025 on how to progress transition
plans manifesto commitment.

Delivered under Regulation (EU) 2020/852 on the establishment of a framework to facilitate
sustainable investment, the EU Platform on Sustainable Finance published on 8 January 2025 a
draft report setting out preliminary recommendations for activities and technical screening criteria
to be updated or included in the EU taxonomy, which is open for public consultation until 5
February 2025 (read the draft report here).

On 9 January 2025, the European Banking Authority (EBA) published its final guidelines on the
management of Environmental, Social and Governance (ESG) risks under Article 87a(5) of the CRD
IV Directive (2013/36/EU) as amended by the CRD VI Directive ((EU) 2024/1619)). The guidelines
set out requirements for institutions for the identification, measurement, management and
monitoring of ESG risks, which seeks to ensure their resilience in the short, medium and long term.
The guidelines will apply from 11 January 2026, with the exception of small and non-complex
institutions, for which the guidelines will apply at the latest from 11 January 2027 (read the
guidelines here).

Global Developments

1. Re-imaging of Net Zero Alliances with a wave of membership departures (multi-sector); The
past month saw a flurry of U.S. banks and asset managers leave the Glasgow Financial Alliance for
Net Zero (GFANZ) and related initiatives. The development was not wholly unexpected, given the
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surge in anti-ESG litigation in the U.S. last year targeting members with allegations of anti-competitive
practices

As a result, GFANZ has announced a restructure to shift focus away from standard-setting
towards mobilising capital for the energy transition, and Net Zero Asset Managers Initiative
(NZAM) has suspended activities pending a review of the initiative. It remains to be seen
how the U.S. political landscape will continue to impact the global ESG agenda, particularly
with regulators in other jurisdictions remaining firm in their support for net zero efforts.
Globally regulators have continued to temper anti-trust concerns for collaboration on net
zero in the market through releasing guidance on collaboration - see the update from
Australia within our APAC section below for the most recent example.

European Developments

1. Platform on Sustainable Finance published a report on “Categorisation of Products under the

SFDR" (asset management); On 17 December, the EU’s Platform on Sustainable Finance published a

report, “Categorisation of Products under the SFDR", as part of the European Commission's review of
the Sustainable Finance Disclosure Regulation (SFDR).

The Report proposes a categorisation scheme which would be both (a) based upon a
financial product’s sustainability strategy and (b) in alignment with the investor's values or
impact objectives - these would be identified through the use of sustainability preferences.
The three categories which the Report recommends are the following:

o Sustainable: Sustainable products would contribute through Taxonomy-aligned
investments or sustainable investments with no significant harmful activities or
assets based on a more concise definition consistent with the Taxonomy.

o Transition: This category would include investments or portfolios which support the
transition to net zero and a sustainable economy, while avoiding carbon lock-ins, in
accordance with the Commission's June 2023 recommendations on facilitating
financing for the transition to a sustainable economy.

o ESG collection: A product in the ESG category would exclude significantly harmful
investments / activities and invest in assets with better environmental and/or
social criteria or applying various sustainability features.

The Report also recommends: a tighter definition of sustainable investment; evaluating
whether the scope of categorisation should go beyond the current SFDR; and that the
Commission should develop a common understanding on impact investing in the EU’s
sustainable finance framework and how this relates to the EU Taxonomy (asset
management).

2. EU adopts new Construction Products Regulation (construction and real estate); On 7 January,
the EU's new Construction Products Regulation came into effect, marking a significant evolution from
the previous Construction Products Regulation (No 305/2011) and representing a major step forward
in modernising the real estate industry. This introduces several key innovations aimed at enhancing
sustainability, safety, and competitiveness within the construction sector.
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One of the most notable changes to the law is the increased focus on sustainability. The new
regulation mandates stricter environmental performance criteria, aligning with the EU's broader
green goals. This includes the introduction of Digital Product Passports, which provide
comprehensive information on the environmental impact, safety, and performance of construction
products. These passports will facilitate the calculation of a building's carbon footprint, promoting
more eco-friendly construction practices and aligning with the requirements of the new Energy
Performance of Buildings Directive

3. EBA publishes guidelines on management of ESG risks (financial institutions); On 9 January, the
European Banking Authority (EBA) published its final Guidelines on the management of ESG risks,
establishing criteria for institutions to identify, assess, manage, and oversee ESG risks, and
incorporate strategies to guarantee their resilience over short, medium, and long-term periods. The
EBA has also published a consultation on guidelines for ESG scenario analysis.

In particular, the Guidelines:

e outline the necessary internal procedures and risk management frameworks that
institutions are required to implement in line with the Capital Requirements Directive
(CRD6);

e detail the components of strategies institutions must develop to track and mitigate
financial risks originating from ESG factors, including those related to the shift towards
achieving climate neutrality in the EU by 2050.

e These measures aim to enhance the stability and robustness of institutions as ESG risks
grow and as the EU moves toward a more sustainability-oriented economy and are
designed to bolster institutions' readiness for the transition and should align with the
transition plans institutions have prepared or reported in accordance with EU regulations.

Timing: The provisions of the Guidelines will be effective from 11 January 2026, except for small
and non-complex institutions, for which the implementation deadline is extended to no later than
17 January 2027.

4. Swiss FINMA circular on climate- and other nature-related financial risks (multi-sector); On 77
December, the Swiss Financial Market Supervisory Authority (FINMA) published a circular on its
expectations of banks and insurers with regard to the management of climate- and other nature-
related financial risks.

The requirements are structured in four pillars:

e Governance: firms will need to define and document the tasks, competencies and
responsibilities for the identification, assessment, management, and monitoring of nature-
related financial risks.

e Risk identification, materiality assessment and scenario analyses: firms should periodically
identify the nature-related financial risks and assesses their financial materiality for its own
risk profile. The design of the identification and materiality assessment shall take account,
where relevant, of information from internal and external sources; indirect effects of nature
risks; exposure to regions, jurisdictions and economic sectors with increased nature risks;
and quantitative or qualitative indicators and materiality thresholds for the individual risks.
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o Risk management: firms should integrate the management and monitoring of the nature-
related financial risks appropriately into existing systems.

o Stresstests: category 1 and 2 banks should gradually integrate material nature-related
financial risks into their stress tests. Insurers with material nature-related financial risks
should take these into account as part of the Own Risk and Solvency Assessment (ORSA).

Timing: The implementation of the circular will be phased, starting with category 1 and 2 banks
implementing from 1 January 2026, with all institutions required to implement by 1 January 2028.

UK Developments

1. The FRC publishes final recommendations on endorsing the IFRS Sustainability Disclosure
Standards (multi-sector); On 718 December, the Financial Reporting Council (FRC), in its role as the
Secretariat to the UK Sustainability Disclosure Technical Advisory Committee (the TAC), has
published the Committee’s final recommendations to the Secretary of State for Business and Trade.
They endorse the first two IFRS Sustainability Disclosure Standards (SDSs) for use in the UK. The
publication of the TAC's recommendations represents the next key step in the UK's endorsement of
the IFRS SDSs.

In advising endorsement, the TAC has also recommended minor amendments to IFRS S1, General
Requirements for Disclosure of Sustainability-related Financial Information (S1) and to IFRS S2,
Climate-related Disclosures (S2). The amendments include extending the 'climate first' reporting
relief from one to two years and suggesting that the UK Sustainability Disclosure Policy and
Implementation Committee develop guidance on implementing S1 to clarify how entities can align
this standard with existing sustainability-related disclosure requirements under the current UK
legal framework, to ensure practical and effective implementation.

Middle East and Africa Developments

1. The UAE becomes first in the region to mandate carbon emission reporting for largest polluters
(multi-sector); On 28 December, United Arab Emirates (UAE) legislation came into force requiring
companies to monitor and report their greenhouse gas (GHG) emissions. This legislation aims to
reduce GHG emissions as part of the UAE's efforts to reach carbon neutrality by 2050 and regulate
the registration of carbon credits. There is a transitional period until 28 June 2025 for entities to
comply.

The new legislation is mandatory for companies with annual emissions equivalent to 500,000
metric tons or more of carbon dioxide. Entities with emissions below this threshold are also able
to voluntarily register. In-scope entities are required to:

e establish a monitoring, reporting, and verification system for their GHG emissions which is
aligned with the legislation’'s requirements and international best practices; and
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e submit an annual emissions report to the Ministry of Climate Change and Environment and
the relevant local authority.

e The legislation also establishes a National Register for Carbon Credits, requiring in scope
entities to register and approve their carbon credits. This allows larger polluters to
purchase carbon credits and offset their emissions, while companies with lower emissions
can voluntarily sell their carbon credits on designated trading platforms.

e This development reaffirms the UAE's commitment to transitioning away from fossil fuels
made during COP29. Whilst more stringent measures such as a pollution-charging
mechanism are being considered by UAE policymakers, we expect these may be delayed
due to continued reliance on fossil fuel exports.

2. Rwanda Capital Market Authority publishes sustainable bond guidance (multi-sector); On 7
January, the Rwanda Capital Market Authority (CMA) has published new guidelines on the issuance
of Green, Social, Sustainability and Other Labels (GSS+) Bonds. The Guidelines provide a regulatory
framework for the public issuance and listing of GSS+ bonds within Rwanda’s jurisdiction. Entities will
not be able to issue a GSS+ Bond without complying with the Guidelines, which draw from the
international guidelines published by the International Capital Markets Association (ICMA) and the
Climate Bonds Initiative (CBI), including the widely used Green Bond Principles (GBP) and Climate
Bond Standard (CBS).

Issuer will need submit a GSS+ Bond Framework alongside an initial verification report and the
bond prospectus to the CMA for approval.

e The GSS+ Bond Framework is a description of the issuer’s alignment with the relevant
ICMA bond principles or guidelines as well as any relevant internal or external Standards.
The Guidelines offer a breakdown of information to be included into the Framework
depending on the transaction type.

e The Guidelines also detail information on the use and management of proceeds, as well as
the selection of Key Performance Indicators (KPIs) and Sustainability Performance Targets
(SPTs). They require additional allocation and impact reporting for GSS+ bonds at least
once a year, which need to be reviewed by an external reviewer. Finally, the Guidelines detail
the process related to a “breach” of the sustainable bond requirements, including the
potential removal of a label if there is found to be sustainability washing or the GSS+ Bond
has ceased to meet the prescribed eligibility requirements.

Americas Development

1. Canada'’s Economic Statement includes plans for introducing mandatory climate disclosure
and supply chain due diligence measures (multi-sector); On 716 December, Canada published its
2024 Fall Economic Statement, which introduced plans for legislation establishing a supply chain due
diligence regime, to address Canada’s commitment to eliminate forced labour from its supply chains.
The statement also introduced plans to implement mandatory climate-related financial disclosures.
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The intention of the new supply chain due diligence regime is for government and businesses to
scrutinise their international supply chains for potential labour rights violations and take corrective
action.

e A new oversight body will be established to ensure adherence. Additionally, legislative
changes will aim to strengthen the import ban on goods produced with forced labour,
increasing importers' responsibility to verify clean supply chains. The timing for the new
legislation is uncertain, but new funding of $25.1 million is earmarked for 2025-26 for
compliance with existing and incoming forced labour rules.

e The government also re-stated its commitment to introducing mandatory climate-related
financial disclosures for large, federally incorporated private corporations.

e The government intends to amend the Canada Business Corporations Act to implement
these disclosure requirements and will work to align these requirements with existing
securities regulations for publicly traded companies.

2. Canada releases inaugural sustainability disclosure standards (multi-sector); Canadian
Sustainability Standards Board (CSSB) has released its inaugural Canadian Sustainability Disclosure
Standards (CSDS), CSDS 1, General Requirements for Disclosure of Sustainability-related Financial
Information, and CSDS 2, Climate-related Disclosures. The standards build on the International
Sustainability Standards Board's (ISSB) global IFRS Sustainability Disclosure Standards, while
incorporating adjustments for the Canadian public interest. The CSDS can be found in the CPA
Canada Handbook — Sustainability.

The CSDS mirror the ISSB's standards but with differences around the transitional requirements
for disclosure.

e For example, the first three annual reports under CSDS2 will not require disclosure of
Scope 3 emissions or use quantitative climate-related scenario analysis to assess its
climate resilience. There is also an additional transition relief of one year for the start date
for reporting on sustainability matters beyond climate (with a start date of 1 January
2027). Full details of differences are outlined by the CSSB in a table, alongside a detailed
description on its website.

e Timing: Reporting under the CSDS is currently voluntary, with the effective date of 1
January 2025. It is like that the CSDS will be built into mandatory disclosure regimes
(including into the amendments to the Canada Business Corporations Act mentioned in the
above update).

APAC Developments

1. China introduces its first Basic Standards for Corporate Sustainability Disclosures (multi-sector);
On 17 December, the Ministry of Finance for the People’s Republic of China issued its Basic
Standards for Corporate Sustainability Disclosures (Basic Standards), which were previously
consulted on in May 2024.
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The Basic Standards in many ways follow the International Sustainability Standards Board
(ISSB)'s sustainability disclosure framework, requiring companies to disclose information related
to governance, strategy, risk, and opportunity management, as well as indicators and targets.

e Adivergence is the adoption of a double materiality approach, which is closer to the
European disclosure requirements. Double materiality assesses ESG impacts on a firm's
financials and ESG outcomes.

e The standards can be used on a voluntary basis, and they mark a crucial step in the
roadmap towards establishing a nationwide mandatory standard by 2030. Notably, in
December the Central Economic Work Conference was held in Beijing, during which
President Xi Jinping outlined key tasks for 2025, which included a focus on the green
transition. Xi Jinping highlighted the need for efforts to “cut carbon emissions, reduce
pollution, pursue green development and boost economic growth in a concerted manner,
and ramp up the green transition in economic and social development,” highlighting the
strategic priority for the country.

2. Beijing Green Exchange released new CCER 2.0 trading rules permitting listed transactions only;
On 27 December, Beijing Green Exchange, which hosts China's domestic voluntary carbon market,
namely China Certified Emission Reductions (CCERs), released the Announcement on Matters
Concerning the Trading Entities and Trading Methods of the CCERSs

The Announcement contains two rules stipulating the currently permitted trading entities and
trading methods of the CCERs.

e The rules restrict CCERs market participation to legal entities and some other
organisations approved by the government, and the sole permitted trading method at
present is listed transactions. The Announcement indicates that these restrictions are
temporary while it anticipates a future expansion to include natural persons’ participation
and more trading methods such as block trades and auctions, although no specific
timeline has been set for such expansion yet.

e CCER 2.0 launched on 22 January 2024 after pausing in 2017, with the first project
registered on 3 December. According to Beijing Green Exchange, current CCER 2.0 rules
aim to stabilise the nascent market and address issues CCER 1.0 faced, including low
transaction volumes, price fluctuations, and lack of diverse participants.

e Prior to the official launch of CCER 2.0, the Administrative Measures on Voluntary Emission
Reduction Trading for Greenhouse Gases took effect which clearly includes natural persons
as trading entities, and block trades and auctions as trading methods. Despite concerns
over market restrictions, it is advisable to wait and monitor CCER's developments.

3. HKMA circular to authorised institutions regarding good practices on transition planning
towards net-zero economy (financial institutions); On 76 December, the Hong Kong Monetary
Authority (HKMA) issued a circular to authorised institutions (Als) provide key observations and good
practices on planning for the transition to net-zero economy based on a survey (the Survey)
conducted by the HKMA in Q4 2023. This is aligned goals of the Sustainable Finance Action Agenda
launched by the HKMA in October 2024.

118


https://sites-simmons-simmons.vuturevx.com/e/xmkaj4kfyihlewg/486b6048-b1b6-43e3-aa73-e801fb7c87d0
https://sites-simmons-simmons.vuturevx.com/e/rseujqkhex6zaa/486b6048-b1b6-43e3-aa73-e801fb7c87d0
https://sites-simmons-simmons.vuturevx.com/e/8i0ukcmwo1bmsrw/486b6048-b1b6-43e3-aa73-e801fb7c87d0
https://sites-simmons-simmons.vuturevx.com/e/8i0ukcmwo1bmsrw/486b6048-b1b6-43e3-aa73-e801fb7c87d0
https://sites-simmons-simmons.vuturevx.com/e/dugmxuw5qzxppa/486b6048-b1b6-43e3-aa73-e801fb7c87d0
https://sites-simmons-simmons.vuturevx.com/e/3hkahippehptwmg/486b6048-b1b6-43e3-aa73-e801fb7c87d0
https://sites-simmons-simmons.vuturevx.com/e/3hkahippehptwmg/486b6048-b1b6-43e3-aa73-e801fb7c87d0
https://sites-simmons-simmons.vuturevx.com/e/ax0qejjsqcvsk2q/486b6048-b1b6-43e3-aa73-e801fb7c87d0

European London
Venues & Energy
Intermediaries Brokers'
Association Association

Some key observations and good practices based on the responses from 38 Als (incorporated
both locally and outside of Hong Kong) to the Survey are set out in the Annex to the circular.

The Survey covered the key elements of governance, implementation strategy,
engagement strategy, metrics and targets, data collection and processing, scenario
analysis, and disclosure and communication. Als are encouraged to make reference to the
good practices in the Annex when conducting transition planning.

The summary points of the Survey is for Als to take a positive and proactive stance in
addressing the challenges and opportunities of the net-zero transition, demonstrating
strategic governance, innovative implementation strategies, comprehensive engagement
efforts, and a disciplined approach to setting and reviewing targets. It is noted that there
are still obstacles and challenges to obtaining good quality data for transition planning in
terms of data collection and processing.

Looking ahead: The HKMA is also preparing a new Supervisory Policy Manual module (GS-
2) on “Transition Planning” to set out its expectations on how Als should manage and
address the risks associated with the net-zero transition.

4. The Australian Competition and Consumer Commission publishes guidance on sustainability
collaboration (multi-sector); On 18 December, the Australian Competition and Consumer
Commission (ACCC) published its final guide for businesses on sustainability collaboration (the
Guide). As companies look for ways to meet ESG obligations and expectations, the Guide is designed
to assist businesses navigate competition law compliance risks and understand how they can
collaborate on sustainability initiatives without breaching competition laws.

The Guide identifies “low-risk” collaborations where participants can proceed without regulatory
engagement, and those that are higher in risk and require engagement with the ACCC.

High-risk collaborations include agreement on prices that will be charged or paid,

markets participants will operate in, customers or suppliers participants will deal with, or
the way in which participants will respond to a tender. Where collaboration is likely to result
in meaningful public benefits that outweigh anti-competitive downsides, it may be
authorised by the ACCC.

One issue has been the uncertainty around the weight the ACCC will give to sustainability
goals, as well as the timescale of the process. The Guide makes clear that a reduction in
greenhouse gas emissions “is a public benefit of considerable weight.” More widely, the
scope of “public benefit” extends beyond environmental issues to anything which provides
value to society, including social issues such as anti-slavery and governance initiatives. The
Guide also confirms that the ACCC will streamline the process where there do not appear
to be any significant detriments.

The Guide forms part of a wider trend of competition authorities globally to publish
guidelines facilitating sustainability initiatives among businesses. These include the CMA's
Green Agreements Guidance, the European Commission's Horizontal guidelines, the Dutch
sustainability claims guidelines and the French Notice on informal guidance from the
Autorité de la concurrence in the area of sustainability guidelines. To varying degrees,
these guidelines ensure that competition law does not impede legitimate business
collaboration which has as its aim environmental sustainability.
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Elsewhere:

Global: SBTi updates plans for three sectoral standards: oil and gas, chemicals and power.
EU: EFRAG announced the release of its voluntary sustainability reporting standard for non-
listed SMEs (VSME).

EU: EU Council adopts regulation on packaging and packaging waste.

EU: EU introduces Flight Emissions Label for more informed and sustainable travelling.
UK: Bank of England PRA publishes 2025 priorities for the UK insurance sector, including
climate change.

France: The Autorité des Marches Financiers has decided to apply ESMA's Guidelines on
funds' names

US: New York State Governor Kathy Hochul signed a law that requires big fossil fuel
polluters to pay $75bn in the next 25 years for climate adaptation. The "Climate Change
Superfund Act" focuses on those oil and gas companies that produced more than 1 billion
tonnes of GHG globally over the last 24 years.

Pakistan: Pakistan adopts a phased approach to the ISSB Sustainability Disclosure
Standards

New Zealand: the Sustainable Business Council (SBC) and the External Reporting Board
(XRB) have published climate transition planning guidance, along with guidance for
executives'’ objectives and responsibilities in transition planning. XRB has also produced
guidance on transition planning disclosure.

New Zealand: The Financial Markets Authority (FMA) published a report summarising
insight from the country’s first mandatory climate-related disclosures.

ESG Consultation round-up

1. FMSB consults on statement of good practice on governance of sustainability-linked products
(multi-sector); The Financial Markets Standards Board (FMSB) published, for consultation, a
transparency draft of a statement of good practice (SoGP) on the governance of sustainability-linked
products (SLPs). The SoGP is intended to codify good practices for the governance of SLPs and
support the adoption of consistent governance approaches across asset classes and jurisdictions.
The SoGP applies to service providers or users of SLPs in wholesale financial markets.

A risk register is included in Annex 1 to the SoGP summarising the potential risks
associated with the use of SLPs. These are grouped under four themes: governance and
approval processes, conflicts of interest, product characteristics, and user and investor
considerations. FMSB explains that many of these risks can be mitigated through adhering
to existing industry guidance.

Annex 2 to the SoGP contains a non-exhaustive list of asset class specific industry
guidance. FMSB notes that industry bodies, including the International Capital Markets
Association (ICMA), and the Loan Market Association (LMA), among others, that have
released voluntary guidelines for the issuance of sustainability-linked bonds (SLB), loans
(SLL) and derivatives (SLD). The principles include recommendations on structuring
features, disclosure and reporting, and are intended for use by market participants to
further develop transparency and best practice. The SoGP is designed to be read in
conjunction with this industry guidance.

Timing: Reponses should be submitted by 21 February 2025.
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2. EU Platform on Sustainable Finance consults on activities and Technical Screening Criteria to
be updated or included in the EU Taxonomy (multi-sector); On 8 January, the Platform on
Sustainable Finance published a draft report on preliminary recommendations for the review of the
Climate Delegated Act and the addition of activities to the EU Taxonomy, which is open for public
consultation. Key areas of feedback being sought:

e Climate Delegated Act revision:
o revised energy-related thresholds;
o proposed revisions of bioenergy, manufacturing, environmental protection,
construction and real-estate activities/criteria;
o review of the generic Do No Significant Harm (DNSH) criteria for water, pollution
and biodiversity; and
o recommendations for further four areas of Delegated Act revision work.
e Proposed new Taxonomy activities and their criteria:
o mining of lithium, nickel and copper;
o smelting and refining of lithium, nickel and copper;
o digital solutions and services; and
o criteria for 28 “adapted” activities for inclusion in Adaptation Annex.
e Additional proposals:
o headline ambition statement for adaptation;
o identification of highly vulnerable sectors for later inclusion; and
o note on nature-based solutions work.
e Timing: Feedback should be provided by the end of day on 5 February 2025.

3. The European Banking Authority consults on Guidelines for ESG scenario analysis (financial
institutions); On 76 January, the European Banking Authority (EBA) published draft Guidelines on ESG
scenario analysis, which set out expectations for institutions when incorporating the use of scenario
analysis as part of their management framework to test institutions’ financial and business model
resilience to the negative impacts of ESG factors. These Guidelines complement the EBA Guidelines
on the management of ESG risks (see our EU section update above). The guidelines are divided into
three sections:

e The first section aims to specify the different uses of scenario analysis and to propose a
progressive and proportionate approach to incorporating scenario analysis into the
management system.

e The second section provides guidance on what is required before undertaking a scenario
analysis and on the criteria for setting scenarios and identifying the transmission channels
for translating climate risks into financial risks.

e The third section specifies the distinctive features to be taken into account when
conducting a climate stress test (in addition to the requirements set out in the Guidelines
on institutions’ stress testing) and the use of scenarios to help define and adjust the
institution’s strategy and test the robustness of its business model to a range of plausible
futures.

e Timing: The consultation will close on 16 April 2025 and the Guidelines are expected to be
finalised in the second half of 2025 and apply from 11 January 2027.
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4. Qatar consults on amending rules on corporate sustainability reporting to align with ISSB (multi-
sector); On 20 December, the Qatar Financial Centre Regulatory Authority (QFCRA) published
‘Proposed Amendments to General Rules on Corporate Sustainability Reporting’, which propose to
align the existing sustainability reporting requirements with IFRS ST and IFRS S2.

e The QFCRA proposes to implement the corporate sustainability reporting framework
through the adoption of a phased and proportionate approach to reflect the varying levels
of firms’ readiness and capacity to implement the ISSB standards. This approach entails:

o focusing on a limited number of entities that have to apply the requirements (i.e. all
Category A firms as specified by the Governance and Controlled Functions Rules
2020 (capturing larger banks and insurers), and entities designated by the QFCRA)

o providing proportionality mechanisms and extended transition reliefs to facilitate
the use of the standards; and

o providing guidance to entities through a guidance document.

e The QCFRA is proposing to develop and implement a corresponding assurance framework
to the sustainability reporting framework. The assurance framework will be based on the
assurance of sustainability information based on newly developed international assurance
standard (e.g. the |AASB Standard).

e Timing: The comment period for the amendments ends on 25 March 2025.

5. Consultation on the implementation of California Climate-Disclosure Legislation (multi-sector);
The California Air Resources Board (CARB) is consulting on the implementation of Senate Bills 253
and 261, as amended by Senate Bill 219, which focuses on enhancing transparency around
greenhouse gas (GHG) emissions and climate-related financial risk management practices of US-
based business entities.

e The legislation aims to provide consumers, investors, and the public with standardised
information about the environmental impact of major US companies operating in
California.

e Timing: The deadline for submitting feedback is 14 February 2025.

6. Philippine’'s SEC issues draft memorandum circular outlining Green Equity Guidelines (multi-
sector); On 26 December, the Philippine Securities and Exchange Commission (SEC) published a
draft Memorandum Circular (Mc) on the Guidelines for the Philippine Green Equity, intended to create
greater visibility and promote capital flows towards green-focused businesses in the Philippines.

e Green Equity refers to shares to stock of a company whose revenue is derived significantly
from activities (50% of the revenue) considered green and whose majority of investments
(more than 50%) are in activities considered green.

e Companies seeking the Green Equity label must submit applications to the SEC's Markets
and Securities Regulation Department (MSRD), provide regular updates on environmental
targets, KPI performance, and alignment with taxonomy guidelines and conduct annual
limited reviews and comprehensive triennial assessments to maintain the label.

e Timing: Feedback should be provided on or before 25 January 2025.
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Carbon Emissions Markets

Momentum on global carbon markets; In parallel to the momentum seen at COP29 (see above),
there were several carbon-related developments of note globally.

e The International Civil Aviation Organization (ICAO) has updated its list of Eligible
Emissions Units (EEUs) for both the pilot phase (2021-2024) and first phase (2024-2026)
of the Carbon Offsetting and Reduction Scheme for International Aviation (CORSIA). As of
November 2024, the ICAO has approved six standards to issue EEUs: American Carbon
Registry (ACR), Architecture for REDD+ Transactions (ART), Gold Standard, Verified Carbon
Standard (Verra), Climate Action Reserve (CAR), and Global Carbon Council. Standards
providers have begun publishing guidance to support project developers to produce credits
under the scheme.

e On 15 November, the Integrity Council for the Voluntary Carbon Market announced that it
has approved three methodologies for issuing high integrity carbon credits for reducing
emissions from deforestation and forest degradation in developing countries (REDD+).

e On 11 December, Brazil passed a law establishing the Brazilian Emissions Trading Scheme
(ETS) (Law 182/24), establishing a compliance carbon market not unlike the EU ETS.

e On 19 November, the European Council approved the first voluntary EU certification
framework for permanent carbon removals, carbon farming, and carbon storage. It
introduces four overarching criteria for certification, the activities must: be quantifiable,
additional, ensure long-term carbon storage, do no significant harm to the environment,
and provide co-benefits.

e On 15 November, the UK Government published Principles for voluntary carbon and nature
market integrity. The UK principles are unique as they explicitly incorporate biodiversity
protection and nature-based solutions, acknowledge misleading terminology (e.g., “carbon
neutral” and "biodiversity positive”) and require the reporting of planned use of credits
where financially material. As a reminder, there will be a consultation on the
implementation of the principles in early 2025. In the meantime, there is a live UK
Emissions Trading Scheme consultation, so see update twelve below for more details.

Negotiations on the international plastic pollution treaty (INC-5) took place at the end of last
month. While they were expected to be the final round of negotiations, consensus was not
reached, with critical points of disagreement being around plastic production caps, mandatory
restrictions on hazardous chemicals, funding mechanisms for developing nations and around
transparency and accountability. Further negotiations are expected in 2025, although no dates
have been confirmed.

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

123


https://sites-simmons-simmons.vuturevx.com/e/emuuf5ojnfz9ira/ef4e990a-53c3-4b92-b0d7-8512b9145a86
https://sites-simmons-simmons.vuturevx.com/e/emuuf5ojnfz9ira/ef4e990a-53c3-4b92-b0d7-8512b9145a86
https://sites-simmons-simmons.vuturevx.com/e/0m0izkgzuijwga/ef4e990a-53c3-4b92-b0d7-8512b9145a86
https://sites-simmons-simmons.vuturevx.com/e/fj0i8j7o81iyauw/ef4e990a-53c3-4b92-b0d7-8512b9145a86
https://sites-simmons-simmons.vuturevx.com/e/pyewjfpjtz62cha/ef4e990a-53c3-4b92-b0d7-8512b9145a86
https://sites-simmons-simmons.vuturevx.com/e/pyewjfpjtz62cha/ef4e990a-53c3-4b92-b0d7-8512b9145a86
https://sites-simmons-simmons.vuturevx.com/e/hs06ggswogb6kaa/ef4e990a-53c3-4b92-b0d7-8512b9145a86
https://sites-simmons-simmons.vuturevx.com/e/hs06ggswogb6kaa/ef4e990a-53c3-4b92-b0d7-8512b9145a86
https://sites-simmons-simmons.vuturevx.com/e/euuing8trlvoyzg/ef4e990a-53c3-4b92-b0d7-8512b9145a86

European London
Venues & Energy
Intermediaries Brokers'
Association Association

On the global stage, this month saw the third and final COP of the season, the 16th Conference of
Parties to Combat Desertification in Riyadh, Saudi Arabia (COP16). As drought and land loss create
significant challenges across climate, biodiversity and livelihoods as well as the economy, COP16
warned that the global economy could lose S23 trillion by 2050 through degradation.

e Halting this trend now would cost around $4.6 trillion.

e COP16 saw some mobilisation of finance (e.g. Arab Coordination Group pledged USS$10
billion by 2030 to the OPEC Fund for International Development) but the commitments
were far below the levels needed.

e The next meeting of the Parties is set to take place in 2026 in Mongolia (COP17).

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.

e Progress on existing commitments: At last year's COP28, following a global stocktake,
countries had agreed to updated targets including; to cut emissions by 43% by 2030
relative to 2019 levels; to transition away from fossil fuels; phase-down unabated coal
power; and triple renewable energy capacity by 2030. Unfortunately, the draft dialogue at
COP29, aiming to reaffirm these goals was postponed for a decision at COP30 in 2025.
Notably, 25 countries and the EU announced plans to include a pledge for 'no new
unabated coal power' in their next climate plans (NDCs).

e Finance: COP29's notable achievement was reaching agreement on a “new collective
quantified goal on climate finance” (NCQG) whereby developed countries will “take the
lead” in raising $300bn a year for developing countries by 2035. It also calls on “all actors”
to scale up funds from “all public and private sources” to “at least $1.3tn” by 2035. The
negotiation was marred with procedural challenges that highlighted the need for more
streamlined and transparent discussions at future COP sessions.

e Carbon markets: Another major milestone was the agreement on the rules of carbon
trading under Article 6 of the Paris Agreement, notably operationalising inter-state carbon
trading under Article 6.2 (known as Internationally Transferred Mitigation Outcomes
(ITMOs)) and a centralised international carbon market under Article 6.4 (the Paris
Agreement Crediting Mechanism (PACM)). The Article 6.4 Supervisory Body has finalised
standards for project methodologies and carbon removals. Methodologies for specific
types of carbon-cutting activities need to be approved and projects need to begin being
registered. The first methodologies are expected to be approved in the second half of
2025.

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.

e 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.

e "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.
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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 VCMs, 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). I0SCO'’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, IOSCO and the World Bank have today published a policy note outlining high
level elements for promoting financial integrity in carbon markets generally, using the
occasion to announce a new partnership in 2025. Building on I0SCO’s Good Practices and
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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 IOSCO'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
transparency within voluntary carbon markets is crucial for their credibility and impact. Our
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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.

e 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.

e 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.

e 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.

e 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.

e 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.

e This came alongside a panel where Hugh discussed investing in innovative solutions to
decarbonise the built environment, highlighting the challenge of measuring energy
efficiency.

e 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.

The International Platform on Sustainable Finance launches the Common Ground Taxonomy; On
14 November, the International Platform on Sustainable Finance (IPSF), a partnership between the
People’s Bank of China (PBOC), the European Union Directorate-General for Financial Stability,
Financial Services and Capital Markets Union (FISMA), and the Monetary Authority of Singapore
(MAS), presented the Multi-Jurisdiction Common Ground Taxonomy (M-CGT), a comparison of the
sustainable finance taxonomies of China, the EU and Singapore. The purpose of the exercise is to
facilitate interoperability between the jurisdictions and not to create a single standard.

e The scope of M-CGT builds on the bilateral EU-China Common Ground Taxonomy (CGT),
covering green activities across China, the EU and Singapore taxonomies and their
corresponding criteria for the climate change mitigation objective. The M-CGT maps a total
of 110 activities across eight focus sectors (expanding the EU-China CGT scope).

e Once the mapping was complete, the scope and technical screening criteria for each
activity was analysed. Where there were similarities, the level of stringency was compared
and for distinct criteria (e.g., local certifications), common requirements were analysed.
The findings showed some degree of comparability of green activities across the three
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jurisdictions, with around 60% of activities sharing clear, stringent criteria across regions
(mainly across the manufacturing, transportation, water and waste sectors) and 5% have
fully aligned criteria (e.g., electricity generation).

A flurry of FAQs from the EU; This month has seen three key publications responding to frequently
asked questions (FAQs) relating to the European ESG disclosure regime.

e |mplementation of the EU Taxonomy: On 29 November, the European Commission
published a set of FAQs to support in-scope entities with the implementation of the EU
taxonomy. Read full details of what is covered in our Insights article here.

o Disclosure against ESRS: On 6 December, the European Financial Reporting Advisory
Group (EFRAG) announced the release of 64 new explanations added to its Compilation of
Technical Explanations responding to stakeholders’ technical questions on the European
Sustainability Reporting Standards (ESRS). This now includes a total of 157 explanations
released between January and November 2024.

e Guidance on Funds' names: On 13 December, the European Securities and Markets
Authority (ESMA) published Q&As on aspects of the practical application of its Guidelines
on funds' names using ESG or sustainability-related terms. Read full details of what is
covered in our Insights article here.

EU Regulations on packaging waste and forced labour get close to the regulatory finish line and an
update on the EU deforestation policy; This month saw two key regulations get close to the finish
line of the European lawmaking apparatus following European Council adoptions, as well as the EU
reaching political agreement on the amendment of the EU Deforestation Requlation (EUDR).

o Packaging Regulation: On 16 December, the European Council adopted a regulation on
packaging and packaging waste. The regulation sets binding targets for re-useability of
packaging, creates restrictions on certain types of single-use packaging and requires
companies to minimise the packaging used and substances of concern (like packaging
containing per- and polyfluorinated alkyl substances (PFAS)). The regulation will be
published in the Official Journal and will enter into force twenty days thereafter. The
regulation will be applied eighteen months after the date of entry into force.

e Forced Labour Regulation: On 19 November, the European Council adopted the regulation
prohibiting products in the Union market that are made using forced labour. It does not
create additional due diligence obligations for businesses besides those already provided
by EU or national law. The ban will be enforced by risk-based investigations, which will
assess likelihood of violations by looking at the scale and severity of the suspected forced
labour, the quantity or volume of products placed or made available on the Union market,
among other things. The regulation will be published in the EU Official Journal and will
apply three years after coming into force, which will likely be at the end of 2027.

e EUDR: On 3 December, the European Council and Parliament reached a provisional
agreement on a proposed targeted amendment of the EUDR, postponing its date of
application by twelve months. Notably, the agreement does not mention any further
amendments, including the "no risk" category (as mentioned in our November ESG View).
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This provisional agreement still needs to be confirmed by both institutions before going
through the formal adoption procedure, so watch this space.

The UAE launch the GEEA, to double global energy efficiency; On 75 November, the UAE Ministry of
Energy and Infrastructure announced the launch of the Global Energy Efficiency Alliance (GEEA) at
COP29. The GEEA aims to double annual global energy efficiency rates by 2030.

e The GEEA's key objectives include:
o Establishing a platform for sharing best practices and data;
o Providing training and resources for emerging economies;
o Facilitating collaborations between governments, private sectors, and financial
institutions;
o Harmonising global energy efficiency standards.

e Looking ahead: The GEEA aims to establish a founding committee, create framework
documents and engage stakeholders for initial partnerships and officially launch the GEEA
in 2025, initiate flagship projects, and monitor energy efficiency progress. Keep an eye out
for opportunities to get involved.

Hong Kong publishes a roadmap for mandatory sustainability disclosures; On 710 December, Hong
Kong's government launched a roadmap on sustainability disclosure, which requires publicly
accountable entities (PAEs) to adopt the International Financial Reporting Standards - Sustainability
Disclosure Standards (ISSB Standards). PAEs are defined as entities:

whose securities are traded in a public market or entities in the process of issuing
securities for trading in a public market or hold assets in a fiduciary capacity for a broad
group of outsiders as one of their primary businesses; and

ii.  have a significant weight in the jurisdiction, regardless of whether they are listed or non-
listed.

ii.  Theroadmap provides a well-defined pathway for large PAEs (i.e., listed companies which
are Hang Seng Composite LargeCap Index constituents as well as large non-listed financial
institutions carrying a significant weight in Hong Kong) to fully adopt the ISSB Standards
no later than 2028.

iv.  Outlined in the roadmap:

e the Hong Kong Institute of Certified Public Accountants (HKICPA) has developed the Hong
Kong Sustainability Disclosure Standards on a full alignment basis with the ISSB
Standards, which were published on the 12 December, with an effective date of 1 August
2025;

e all Main Board issuers (companies listed on one of the Boards of the Stock Exchange of
Hong Kong Limited) are required to disclose against the New Climate Requirements
(based on [FRS S2) on a “comply or explain” basis starting from 1 January 2025 (further
detail in the implementation guidance). Large Cap Issuers are required to disclose against
the New Climate Requirements on a mandatory basis starting from 1 January 2026; and

e Hong Kong Exchanges and Clearing Limited (HKEX) will consult in 2027 on mandating the
Hong Kong Standards for listed PAEs, with an expected effective date of 1 January 2028.
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SFC guidance to asset managers regarding due diligence expectations for third-party ESG ratings
and data products providers; On 25 November, the Hong Kong Securities and Futures
Commission (SFC) issued a circular to provide guidance to asset managers which engage ESG
ratings and data products providers (ESG service providers) and use the products of these
providers to facilitate their investment decision-making and risk management processes. Asset
managers should conduct reasonable due diligence and ongoing assessments on third-party ESG
service providers to ensure compliance with the Code of Conduct for Person Licensed by or
Registered with the Securities and Futures Commission.

e The due diligence and ongoing assessments should allow asset managers to reasonably
understand the ESG products provided by the third-party ESG service providers. These
include how such products are produced, limitations and the purposes for which the
product is being used.

o To meet the above regulatory expectations, asset managers may take into account the
principles and recommended actions of the Hong Kong Code of Conduct for ESG Ratings
and Data Products Providers (VCoC). Where ESG service providers have signed up to the
VCoC and completed the self-attestation document, asset managers can utilise the
information contained in the document to facilitate their due diligence and ongoing
assessments.

e Asset managers should adopt a proportionate approach to fulfil the regulatory
expectations, i.e., the level of due diligence and ongoing assessments should be
proportionate to the impact that the products ultimately have on their investment and risk
management processes.

e Asset managers may leverage group resources and staff and adopt group policies and
procedures to satisfy the above expectations, provided that they are subject to standards
that are similar to or higher than the SFC'’s expectations.

The UK NCP releases a final decision on a breach of guideline set down by the OECD; The UK
National Contact Point (UK NCP) for the OECD Guidelines for Multinational Enterprises. received a
complaint on 10 September 2020 alleging that Glencore UK failed to conduct appropriate
environmental and human rights due diligence in relation to a wastewater spill and an alleged oil leak
in 2018, and a further wastewater spill in 2020, at the Badila Qilfield in Chad.

e The complainants also alleged that Glencore UK has not meaningfully engaged with the
local communities, has not contributed to the communities’ sustainable development, nor
effectively disclosed information affecting the communities. On 21 November, the UK NCP
issued its final decision, finding that Glencore UK had not complied with certain provisions
in the OECD Guidelines and has recommended that Glencore UK refers to due diligence
more prominently in its policies, making particular reference to due diligence in regard to
its business relationships and environmental impact.

e This case reflects a wider trend of regulators looking into due diligence requirements and
holding companies accountable for failings in their due diligence policies, in particular
where such failings cause environmental damage abroad. This trend is likely to continue as
companies are required to conduct more detailed due diligence, in particular in Europe (e.g.
as aresult of CSDDD). It is notable that it took the UK NCP four years to reach a decision
(result in part from having paused its investigation to encourage the parties to mediate)
which shows how long these investigations can take.
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Asset managers face ESG scrutiny in the courts and by regulators; Several financial services firms
have been the target of greenwashing-related regulatory / litigation activity this month, showing
continued focus from regulators, courts and activist groups on the financial sector:

Attorney General of Texas, Ken Paxton has led a lawsuit against large asset managers with
the support of ten other States. The lawsuit has been brought against BlackRock, State
Street Corporation, and Vanguard Group for conspiring to artificially constrict the market
for coal through anticompetitive trade practices. It is alleged that they purchased shares in
publicly held coal producers in the US, and then used their power as shareholders to
pressure the coal companies to accommodate “green energy” goals. Attorney General
Paxton has said that “Texas will not tolerate the illegal weaponisation of the financial industry
in service of a destructive, politicised ‘environmental’ agenda”. BlackRock and State Street
have reportedly described the suits as "baseless”. This case forms part of the wider ‘Anti-
ESG’ movement in the US and is one of a few recent examples of States taking legal action
to hold companies accountable for allegedly prioritising environmental issues over
financial return.

Luxembourg's financial regulator, the Commission de Surveillance du Secteur Financier
(CSSF), has fined Aviva Investors €56,500 for breaches of its internal governance
frameworks in relation to five of its funds categorised as Article 8 under the EU’s
Sustainable Finance Disclosure Regulation (SFDR). The CSSF identified a number of bonds
held by the funds with an ESG score below the exclusion threshold disclosed in the funds'’
prospectuses. This case demonstrates that regulators are increasingly focused on
ensuring asset managers do not diverge from their advertised investment strategy and are
willing to take enforcement action where necessary.

Policy and disputes updates from around the globe

Global: UNEP FI has published a progress statement for signatories of the Principles for
Responsible Banking (PRB), simplifying its reporting framework.

Global: UNEP FI has published a nature-positive guide for insurance.

EU: EU has published in the Official Journal the new Regulation on the transparency and
integrity of Environmental, Social and Governance (ESG) rating activities.

EU: Council and the European Parliament reached a provisional agreement on a proposal
to streamline benchmark authorisation and registration requirements, and to alleviate the
burden on EU companies. The Council and Parliament agreed that only those benchmarks
defined as critical or significant, EU Paris-aligned benchmarks, EU Climate Transition
benchmarks, and certain commodity benchmarks should remain under the scope of the
regulation.

UK: The UK Sustainability Disclosure Advisory Committee has confirmed it will issue
recommendations for the UK's Sustainability Reporting Standards (based on the ISSB
standards) this month.

UK: Greenpeace and Shell have settled SLAPP lawsuit outside of court.

France: French NGO HOPR, known as Stop Planned Obsolescence, has filed a complaint
against HP, arguing its ink cartridges have programmed obsolescence in violation of the
French Consumer Code.
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e USA: The California Air Resources Board (CARB) has released an Enforcement Notice
relating to the Climate Corporate Data Accountability Act, notably CARB will not take
enforcement action in the first reporting cycle if entities make good faith efforts to comply.

o Turkiye: Turkiye has launched the Turkive Industrial Decarbonisation Investment Platform.

e Australia: Australian Government released Australia’s first ever First Nations Clean Energy
Strategy.

e Australia: Department of Climate Change, Energy, the Environment and Water published
Australia’s Circular Economy Framework.

These consultations in flight across the globe:

e Global: The Partnership for Carbon Accounting Financials (PCAF) is consulting on its newly
developed methods for measuring and reporting the greenhouse gas (GHG) emissions
associated with financial activities. One aspect of the consultation looks at “financed
avoided emissions”, otherwise referred to as “scope 4" emissions. Consultation closes 28
February 2025.

e EU: ESMA has published a consultation paper seeking views on how the European Single
Electronic Format (ESEF) can be applied to sustainability reporting. Consultation closes 31
March 2025.

o Switzerland: The Swiss Federal Council has opened a consultation on updating its
sustainability-related disclosure rules for companies. Proposals including alignment with
Switzerland’s net zero by 2050 target, and alignment with international disclosure
standards. Consultation closes 21 March 2025.

e Germany: A voluntary sustainable fund label, the FNG Siegel has launched a consultation
to introduce new categories of labels: FNG-Label Transition and FNG-Label Sustainable.
Consultation closes 31 January 2025.

e UK: The Financial Conduct Authority (FCA) has proposed a selection of minor amendments
to the Sustainable Disclosure Requirements (SDR), including proposal that firms will have
16 months (not 12 months) to produce the first report under SDR, giving an extra 4 months
preparation time. Consultation closes 27 January 2025.

e UK: Launched a consultation on the implementation of the Carbon Offsetting and
Reduction Scheme for International Aviation (CORSIA).

e UK: There is a live consultation on expanding the scope of the UK Emissions Trading
Scheme to include the maritime sector. Consultation closes 23 January 2025.

e Singapore: The Workplace Safety and Health Council is consulting on Guidelines on the
Preparation of Workplaces for Adverse Weather Conditions supporting companies to
prepare their worksites for adverse weather conditions such as strong winds and heavy
rains. Consultation closes 10 January 2025.

As the Regulation on Wholesale Energy Market Integrity and Transparency (REMIT 2) is in
force, UK/US firms who trade Dutch natural gas futures on ICE Endex in Amsterdam, who
now find themselves within the scope of REMIT and needing to register with the Autoriteit
Consument & Markt (ACM) and designate a representative in the Netherlands. So, the ACM
has been looking closely at this and have recently contacted various firms who they believe
may need to register with them.
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The LME White Paper on Enhancing Liquidity; in response to the concerns raised by the UK
regulators and the Oliver Wyman review following the March 2022 nickel market crisis, the
London Metal Exchange (LME) set about the process of modernising the market.

e An LME white paper, issued on 4 September 2024, outlines a package of measures
aimed at modernising the LME's market structure to enhance liquidity, transparency,
and price competition while preserving the unique features that serve the physical
metal communities. The period for commenting on this paper comes to an end at
the end of 2024 and will be followed by a consultation paper in the new year. Final
rules are expected by July 2025.

e Trade associations have been considering the white paper (unsurprisingly, members
are sceptical of many of the ideas) and the LME formed a Blocks Working Group to
engage on the proposals. However, as many of the proposals will impact clients of
LME members, we thought you would like to see a list of key initiatives for a warm-

up:

1. Market Structure Modernization: The LME proposed to boost transparency and
increase price competition by introducing industry-standard block rules and a
liquidity provider program to support on-screen liquidity. Basically, all trades under a
block size in the most liquid contracts will need to be shown on LMESelect rather
than just executed in the inter-office market. What the thresholds will be (members
do not like the 10 lot threshold for every contract), and which contracts will be covered
(just the 3@ Wednesday monthly contracts, other monthly contracts, or the spreads
too?) are still under discussion.

2. OTC Market Considerations: To ensure a level playing field between the OTC and on-
exchange markets, the LME intends to apply similar block rule requirements to OTC
contracts that reference LME prices. This is to prevent volume from being
incentivised away from the transparent central liquidity pool. This proposal feels
rather like a derivative trading obligation (DTO) which is not something we think an
exchange can impose.

3. Enhanced Market Data Transparency: The LME plans to require all risk transfer trades
to be booked into LME systems and made public, ensuring maximum practical
transparency. This includes publishing all member-to-client trades in the exact
instruments traded. Another controversial idea. Members are worried that
publishing OTC open interest data could compromise client confidentiality and
negatively impact members' ability to manage risk

Ends. 04 February 2025
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