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EVIA & LEBA Compliance reference sheet; 0830 Wednesday 05" March 2025

February Requlatory Diary & Forward Outlook Grid plus Last Month's Regulatory
Activities & Conduct Initiatives

i February developments of interest for 2025
i Regulatory Forwards Compliance Calendar 2025 - 2028
i.  Detailed Thematic Notes from January Developments

o List of FMSB Standards and Practice Statements
o Capital Markets and Market Structure

o MAR

o BMR, RFRs

o Fintech, SupTech & Reg Tech Developments

o Sanctions Requirements

o Conduct, Fines & Enforcements

o Prudential & Risk

o Green finance, ESG & Disclosures

o Energy & Commodities

This summary highlights key regulatory changes, expected timelines, and areas of focus in the UK and EU
regarding crypto assets, market infrastructure, wholesale markets, commaodities, and operational
resilience.

Crypto Asset Regulation: UK & EU Updates
UK Developments

e The UK government and FCA plan to introduce draft legislation early this year, outlining which
crypto assets will be regulated.

o FCA will release further publications detailing specific regulatory aspects, including market abuse
rules, stablecoins, custody, and prudential regulations.

e Thefinal rules are expected next year, allowing the regulatory framework to take effect.

EU Developments
o MIiCA (Markets in Crypto-Assets Regulation) continues to roll out, with several delegated acts and

guidelines still pending.
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e Many EU member states opted for transitional periods:
o Lithuania: 5 months (until May 31, 2024)
o Latvia, Hungary, Poland, Slovenia, Finland: 6 months (until June 30, 2024)
o Sweden: 9 months (until September 30, 2024)
o Austria, Bulgaria, Ireland, Greece, Slovakia, Spain, Italy: 12 months (until December 31,
2025)
o Belgium & Germany have yet to confirm their transition plans.
o Differences between UK & EU regulation:
o The UK's definition of crypto assets does not specify distributed ledger technology (DLT),
whereas the EU’s MiCA explicitly includes DLT-based assets.
o MICA categorizes crypto assets into asset-referenced tokens, e-money tokens, and other
crypto assets, applying different regulatory requirements.

FCA's Upcoming Publications

o Discussion papers have been released on crypto market abuse and disclosure requirements.
e Consultations planned for 2024:

o Stablecoins, custody, and prudential rules (First half of 2024)

o Systems & controls, consumer duty, complaints, governance (Second half of 2024)

Other Crypto Developments

o UK Digital Securities Sandbox, launched in September 2024, will see its first participants progress
this year. This will extend to digital gilts

e EU regulators are evaluating DeFi (Decentralized Finance) risks and considering potential MiCA 2.0
for additional oversight.

Market Infrastructure: UK & EU Initiatives
UK

o PISCES (Private Intermittent Securities and Capital Exchange System):

o Allows trading of private company shares intermittently.

o Final legislation expected in May 2025.

o FCA' regulatory framework consultation ongoing.
o POPs (Public Offer Platforms):

o Designed for companies to make public security offers.

o FCA consultation concluded in October 2024, with feedback awaited.
e Expected Launch Timelines:

o PISCES may launch by end of 2025

o POPs timeline remains unclear, since the CP closed last October

EU
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e EUis monitoring the UK's PISCES and POPs models.
e EU Blockchain Sandbox is in its third round of applications since November, closing in January
2024.

Wholesale Markets & Transparency Reforms
UK Bond Transparency Changes

o New post-trade transparency regime for bonds & OTC derivatives effective from December 1,
2025.

o significant changes to the bond transparency regime that were set out by the FCAin a
policy statement last November, and they are intended to create a simpler and more timely
post trade transparency regime with fewer deferrals for bonds and for certain OTC
derivatives

« Bond Consolidated Tape Provider (CTP) selection process began in January 2025, and the tender
documents for the bond CTP are due to be published.

EU Bond Transparency Updates

o ESMA is selecting the first Bond CTP with applications due by February 7, 2024.
e Final decision on CTP provider expected by July 2024.

Commodity Markets Regulation
UK

e FCA published its policy statement covering Position limits and ancillary activity exemptions this
week and continues to work with HM Treasury on refining the UK commodity derivatives
framework.

EU

e Expecting to see a revised REMIT implementing regulation later in 2025

e Revised EMIR 3.0 framework took effect in December 2024, impacting non-financial
counterparties. New EU rules on commodity derivatives must be transposed by September 29,
2025.

o transitional provisions contain targeted amendments to provisions relating to non-financial
counterparties active in EU over the counter derivatives markets, including commodity
derivatives.

o There are also the changes to the position limits and position management controls

e More MiFID3 changes expected from the EC FISMA as part of a broader EU commodity derivatives
review.
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Operational Resilience: Key Regulatory Deadlines
UK

e Inscope firms must ensure compliance with operational resilience rules by March 31, 2025
e New FCA requirements:

o Incident reporting thresholds for operational failures.

o Third-party outsourcing notifications beyond ICT services.

EU (DORA - Digital Operational Resilience Act)

o |ICT-related incident reporting now mandatory.
« Financial services integrated with ICT will not be classified as ICT services under DORA.
o Technical standards and reporting guidelines expected in 2025.

Note of FCA Q1 2025 TACC Meeting held on 27" February
1. Introduction Chair Jon Releen

UK Regulatory Initiative Grid: A new and a much more complete version is in the final stages of
compilation and agreement. The aim for publication is currently by the end of March 2025.

Jon noted recent speeches by the FCA:

e Speech: Culture is contagious; Emily Shepperd, chief operating officer delivered a speech on
‘Culture is contagious’ at the 10th Annual Culture and Conduct in Financial Services Summit.

e Speech: Our T+1 journey starts now; Mark Francis, interim director of wholesale markets sell-
side delivered a speech on ‘Our T+1 journey starts now’ at the UK Accelerated Settlement
Taskforce industry event.

e Speech: Helping markets thrive and managing systemic risk: the FCA's approach to non-bank
leverage; Sarah Pritchard, executive director of consumers, competition and international

delivered a speech on 'Helping markets thrive and managing systemic risk: the FCA's approach

to non-bank leverage' at the Investment Association Roundtable.

e Speech: The Gordian knot of growth; Nikhil Rathi, chief executive delivered a speech on 'The
Gordian knot of growth' at the Association of British Insurers roundtable.

e Blog: Modernising our records management; We're modernising how we manage our email

records to make us a more efficient and effective regulator. In his blog, lan Phoenix, director of

intelligence and digital, explains what we are doing and why.

2. PS25/1 Reforming the commodity derivatives regulatory framework: Priya Kotadia & Oli Cierpka
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The FCA announced that a further commodity derivatives consultation would be published in June, which
would set out exemptions and the scope of position limits.

The FCA described the changes in the final policy approach from the proposals in CP23/27 Which took
into account EVIA LEBA concerns such that by creating 13 critical commodity contracts, so this would
exclude the possibility for competition. Consequently, the FCA have specified that those 13 Critical
contracts are only in reference to the exchanges who list them. This enables other trading venues to make
available for trading the same specifications without becoming classified as a critical contract.

The only financially settled contract Included in the critical list is the Ice WTI oil contract. All others are
physically settled & are futures contracts.

e The policy statement enables greater deferral and discretion by trading venue rules. Especially for
position limits which must apply both in the “Spot Month” and across all other months.

e It allows for certain exemptions. Both, where financial firms Intermediate to pass-through Trades
from non-financial counterparties; and certain exemptions in respect of large positions.

e |t sets out position management controls. Accountability limits will only apply in spot months, And
positions which. Are classified as risk reducing will be exempt.

e The requirements for Mandatory Position reporting Related OTC contracts has been removed.
Instead, trading venues need to consider the risks and to obtain relevant powers within their tool
kits.

The FCA were keen not to change the perimeter scope with regard to the ancillary activity. Test. They
reflected the concerns of industry such that a purely qualitative test may provide too many uncertainties;
and therefore, fail to provide the simplification sought.

Commodity Derivatives Framework
PS 25/1 - Takeaways

Regulation of
commodity Position Limits
derivatives . B

*  Position Reparting

*  Moved awsay from zetting a zingle set of additional reporting requirements
[including in respect of OTC positions) for zll critical contracts. Trading venues are
instead required to have the power to obtain OTC position data.

*  Trading venues will need to consider the risks that pozitions in OTC markets pose
to their markets, with reference to their fair and orderly trading cbligations and
satisfy us that they sre deploying their regulstory toolkit appropriztely.

Position Position *  Treasury has committed to legislate to give us fuller powers of direction in relation

to the reporting of OTC positions by broadening the scope of existing powers.

reporting management

* Perimeter

*  We are working on an AAT consultation paper addressing feedback from CP23/27
with the objective to maintain the scope while simplifying the test.

Timeline (Horizontal layout, similar to the original):

e Feb 2025: PS Publication (Foundation laid)
e Mar2025(1):
o FCA rules come into effect for position limit exemption applications.
o Existing exemptions remain valid during the new regime's application process.
e May/Jun 2025:
o Trading venues & Supervision agree on related contracts for each critical contract.
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e Early Jul 2025:
o Trading venues submit position limit, accountability threshold, exemption, and monitoring
arrangements to FCA.
o Includes OTC reporting requirements.
e Dec2025:
o Supervision confirms no further questions on the framework submitted in July.
e Mar2026:
o Supervision confirms no further questions on position limits and accountability threshold
levels.
e Jul2026:
o Commencement Date: All final rules apply.

Highlights

e Phased Implementation: The timeline clearly shows a phased approach to implementing new
regulations.

e Emphasis on Clarity & Agreement: Significant time is allocated for discussions and agreements
between trading venues and the FCA (Supervision).

e Exemption Process: The slide highlights the transition and continued validity of exemptions during
the new regime's rollout.

e Comprehensive Submission: The July 2025 submission is crucial, covering all aspects of the new
regulatory framework.

3. T+1 report; Ellie McCormack & Heather Pilley

The FCA set out recent developments under the Accelerated Settlement Task Force as chaired by Andrew
Douglas and on which the FCA and HMT sit as observers. The FCA has published a new T+1 webpage and
flagged the speech last week made by Mark Francis on the topic.

e We have published a ‘one-stop shop’ web page for industry, in order to support T+1, and we will
continue to support firms with the transition.
e QOur T+1 journey starts now
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They noted that the government last week accepted all the recommendations on amending the UK
onshored CSDR and the associated timelines towards October 11th, 2027. The FCA understood that many
of the more difficult lifts shall concern the automation of pre and post trade arrangements.

Andy Hill from ICMA. Intervened to flag the. Ongoing discussion between the European Industry Task
Force and the European authorities' concerning the proposed exclusion. Of Repo and securities financing
transactions from the scope of both Article 5.1, & recital 13 CSDR and any Consequential mandate for T +
1 settlement. Clearly, this is on account of payment instruments not being MiFID Financial Instruments.

The FCA, whilst noting that this scope is a matter for HMT rather than themselves, acknowledged recent
discussions with the AST in this regard & that they consider all forwards to be out of scope of T1
Settlement mandate.

4. 10SCO work on pre hedging; Chris Simon

Chris Simon set out the scope of the work and his involvement on the IOSCO committee overseeing it. He
will shortly commence reviewing the responses to the just closed consultation on high level standards &
principles for pre hedging.

e [EVIA Response to IOSCO Consultation on Pre-Hedging; 21Feb2025
e |SDA-and-FIA-response-to-I0SCO-re-pre-hedging; 01Mar2025

He noted that the I0OSCO scope is intended to be broad; & the principles to be very simple and clear. It
should not. Replace or otherwise confuse the existing standards. Chris Rich from the FMSB Endorsed
these comments and referred to their own principles for large trades.

EVIA noted their dissent from any prescriptive or fragmented requirements on trading venues rulebooks.
The committee discussed the extent to which the proposed principles were market agnostic.

Chris Simon is very happy to undertake broader engagement with industry over the coming months, as
IOSCO Are aiming for the final principles to be published by the end of the year.

5.Bond consolidated tape provider tender; Rob Avery & Eimear Sexton

In respect of Bond consolidated tape provider; the FCA explained the extension of the timeline for the
concession notice to now be 07" March. They anticipate the tender to be concluded in September with the
anointed winner to be allocated before Christmas.

e Bond consolidated tape | FCA
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In respect of equities consolidated tape provider; the FCA described the scope of the. European
Economics Consultation Paper, together with the recent industry roundtable held on that paper,
which EVIA attended. Notes; FCA Equity Consolidated Tape Roundtable; 24Jan2025

There is clearly much still to be decided, such as. The scope for a pre-trade consolidated tape. The latency
of any pre-trade consolidated tape and the scope of instruments to be included such as ETF's.

Currently, the FCA intend to publish a cost benefit analysis paper in the summer; which will lead on to a
further consultation paper in December. It was noted That the European Union currently intend to appoint
an equities consolidate type provider by Christmas.

6. SMAC
The FCA set out the agenda of the most recent committee meeting on the 4th of February:

DTO/PTRRS

DP 24/2: Changes to the transaction reporting regime in the UK.
Equities Consolidated Tape.

Market risks and trends

The future of the UK Sl regime.

Update on. T + 1 & the Acceleration Settlement Task Force.
Consultation paper on the Pisces Trading venue.

AoB

The UK Secondary Markets Advisory Committee members are:

i.  Arran Rowsell, head of strategy at BGC
ii.  Carla Grundy, EMEA head of trading venues and market infrastructure at TP ICAP Group
Services
iii.  Kate Finlayson, manging director at JP Morgan
iv.  Elisa Menardo, deputy head, governmental affairs, EMEA at UBS
v.  Eleanor Beasley, managing director at Goldman Sachs
vi.  Chris Dickens, head of non-financial risk, markets and securities services at HSBC Bank
vii.  Hans Buehler, co-CEO at XTX Markets
viii.  Virginie Saade, head of government and regulatory policy, EMEA at Citadel
ix.  Peter Whitaker, head of Europe/Asia market structure at Jane Street
X.  Jessica Morrison, head of market structure and quantitative analysis at London Stock
Exchange Group
xi.  Nick Dutton, chief regulatory officer at CBOE Europe
xii.  Gary Chia-Hsing Li, head of regulatory affairs, EMEA & APAC at MarketAxess
xiii.  Jennifer Keser, managing director, head of regulation and market structure at Tradeweb
xiv.  Kristina Combe, chief regulatory and compliance officer at LME Group
xv.  Laurence Walton, head of regulation and compliance at ICE Futures Europe
xvi.  Daniel Mayston, head of electronic trading and market structure at BlackRock
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XVil.
XVili.

XiX.
XX.

XXI.
XXii.
XXili.
XXIV.
XXV.

Edward Wicks, global head of trading at Legal & General Investment Management

Frances Ritter, Equity Index Group portfolio manager and trader at Vanguard Asset
Management

Kirston Winters, chief risk officer at OSTTRA

Judy Barrage, head of regulation and trade controls - trading and supply - at Shell International
Trading and Shipping Company

Tom Lee, head of trading at Hargreaves Lansdown

Maria Salamanca Meija, executive director, EMEA head of market structure at Morgan Stanley
Anne Plested, head of regulation change at ION Markets

Rebecca Healey, managing partner — capital markets consultant at Redlap Consulting

Rosie Murphy Williams, chief oversight officer, EMEA/global controls at The Bank of New York
Mellon

7.Tour de table, members' discussion of potential future topics & AOB - Incl: Chair's update on review of
capital requirements for specialised trading firms; Secretariat

Vi.

Vii.

The FCA's revised approach to non-financial misconduct [NFMC]; The consensus of industry
comments to the further FCA consultation & Reflections on the House of Lords Very critical
Report.

The FCA approach to further reforms on the securitisation regime in the UK In the second half of
2025.

The implementation of UK reforms to the short selling regime.
a. This should occur in the third quarter of 2025.
b. This will be set out in the fourth coming. Regulatory activities grid.

c. This will embed scope for discretion by the FCA.

The implementation of UK reforms to money market fund regulation; following the. Recent And
2023 policy statements.

And related work on short term funding markets. Including Reverse repo; Commercial paper and
certificates of deposit.

The implementation of UK reforms to the senior managers & certification regime [SMCR].
If there will be any UK implementation following it? Work on trading venue outages.
a. The FCA noted that there will be a publication of good practices, but only for the trading of
equities on exchange sometime in the calendar year 2026, but this will not be in the

regulatory initiatives grid.

If there will be any UK implementation of the IFPR Review
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a. The FCA noted that this is coming up this year and is included both in the regulatory
initiative Grid, As well as the CEOQ letter to the Prime Minister.
b. It will include the Discretion for bespoke treatment Of specialist firms under the PRU
Handbook.
viii. ~ When will there be TACC Feedback to the UK Transaction Reporting Regime DP
a. EVIA Response to FCA DP 24-2; Improving UK transaction reporting regime; 14Feb2025
b. UK Finance response to FCA DP242.pdf

Attendees:

*ACT * AFB - AFME + AIC » AIMA - CLC « CRA-CG « CUK: « EDMA « EFET + EVIA * FIA « FIA-EPTA « FMSB - |A
* ICMA « IMMFA « ISDA « ISLA « LMA « MFA + PIMFA + QCA - UKDepo * UKF

We all patiently wait... In order to get ahead of the FCA releasing its final rules on non-financial
misconduct (NFMC), expected in Q1 2025, but referred to here as being expected “shortly”; and
on the broader SMCR review and D&l next steps we are in an unsatisfactory holding pattern with
the FCA saying that it “will publish a consultation paper [on the SMCR] in due course” and that it is
(still) considering its next steps on D&I with the PRA.

e Another potential change from the review was buried in a recent FCA handbook notice, which noted
proposals to reduce the burden of criminal records checks, in response to the feedback to DP23/3.

e The FCA has also added that it is thinking about how its D&l work dovetails with the UK government's
own agenda in respect of workers' rights, gender action plans, and disability and ethnicity pay gaps
which, to a trained eye, means it looks like these next steps aren't coming any time soon.

1. FCA and PRA’s Letters to the UK Government

e The FCA and PRA have sent letters to the PM, Chancellor and Secretary of State as part of the
ongoing dialogue around growth and the roles of the regulators.

e These are worth reading — they note the 2025 plan to “make the SMCR more flexible” and also say
that they are going further with reducing the regulatory burden by removing “the need for a
Consumer Duty Board Champion now the duty is in effect” (something a lot of firms will be
delighted by, we're sure).

e The PRA also notes its work with the FCA and HMT on the SMCR and that it will be making
changes to “reduce bureaucracy and increase flexibility in the Senior Managers Regime” in 2025
(no timeline in these Dear CEOQ letters for banks/designated investment firms and UK deposit
takers, unfortunately).

e Another letter from the ECA, this time to the Treasury Committee, touches on the FCA's
enforcement reforms (see EVIA Response to FCA Part2 Questionnaire to CP 24-2 Naming and
shaming; 17February2025).

o Something particularly interesting, we think, is the FCA's specific reference to the fact that although
its enforcement portfolio has decreased by one third, it has “increased” its use of Skilled Persons
Reviews in 2023/2024 by 84% on the previous year and in Q1 2024/2025 it commissioned 14
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further reviews. These are not insignificant supervisory tools and we support a number of firms
with Skilled Persons Reviews and we'd be happy to discuss the support we can offer further.

2. FCA — Culture, non-financial misconduct and D&l with a warning shot for wholesale brokers; Aside from
this FCA Emily Shepperd speech’s slightly exhausting analogy of culture being like a cough or cold, there are

some key reminders for firms in here.

w N

Expect FCA Guidelines around late May.

Notably, the FCA reiterates its view that the root cause of many firms’ failings is poor culture and
governance. It clearly acknowledges its ‘growth’ mandate from the UK Government and have said
that this will involve more risk taking, which requires better decision making.

Better decision making, in the FCA's view, requires inclusive cultures that prevent groupthink, which
make people feel psychologically safe and allow them to challenge, learn and speak-up.

The FCA acknowledges that there will be isolated incidents, singular “bad apples”, but with around
nine incidents of NFMC reported a day (as per the FCA's survey of wholesale brokers, banks and
insurers in 2024) it considers that this isn't always the case with a suggestion that some firms are
turning a blind eye to NFMC like discrimination, bullying, sexual harassment and harassment.
These firms risk creating a “breeding ground for even bigger problems” which fundamentally
undermine the FCA's statutory objectives, hence the FCA's persistent interest in this area.

There's been a particular warning shot aimed at wholesale brokers in the FCA's Dear CEO letter
here where the FCA has stated that it will be proactively engaging with ‘outlier’ firms from the
NFMC survey data (something we expected it would do, but think could be unfair for some firms
based on the different approaches we know firms took in responding to the survey, given the
different data available to them etc).

The FCA will, as part of its engagement, be looking at:

policies and procedures in place for reporting NFMC concerns, including evidence of firms
encouraging a good ‘speak up’ culture and giving staff confidence that they will be treated
appropriately if they raise concerns;

management of NFMC cases by firms once they are reported by staff; and

processes for ensuring that fair outcomes are reached.

The letter also states the FCA will conduct “targeted work” to assess how firms manage their
brokers, and they will expect firms to have suitable controls to detect misconduct.
Material weaknesses in firms' frameworks will result in FCA actions — e.g. restrictions on firms and
enforcements against firms or individuals...
Other areas of focus in this Dear CEO letter are
o (i) remuneration arrangements and particularly how they are used as an effective
disciplinary tool by firms in addressing misconduct, including NFM,
o (ii) business oversight and a focus on effective risk and control oversight frameworks, and
o (iii) financial resilience with a focus on ensuring firms subject to the FCA's liquidity review,
have acted on their feedback and implemented good practices.
The FCA wants all CEOs (SMF1's) to have discussed this letter with directors/the Board and agreed
actions/next steps by the end of March 2025.
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3. Al-looming regulation and stability against risk; In recent months, the focus on Al within the financial
services sector has intensified, with notable considerations for Senior Management particularly in light of the
FCA and PRA’s previous papers (DP5/22 and FS2/23 on Atrtificial Intelligence and Machine Learning and the
FCA's Al Update) on the topic which highlighted that regimes such as SMCR would be relevant as firms seek
to develop and deploy Al.

o Alis specifically called out in these Dear CEO letters to international banks and designated
investment firms and UK deposit takers where the PRA noted that firms’ risk management,
governance and controls being tested by technological changes, including the increasing use of Al.
According to the PRA, firms vary in their ability to proactively identify, monitor and risk manage
emerging or novel risks, especially the increasingly complex interactions between risks. As such,
the PRA wants senior management and Boards to ensure that they have robust governance, risk
management and controls frameworks in place that are adaptive and resilient. Firms should
leverage stress and scenario analyses to inform risk management, strategy and business planning.
Boards also need to be considering where risk culture might be the root cause of material
weaknesses in the control environment.

e Industry reports by UK Finance indicate that financial institutions are increasingly investing in
generative Al to enhance operational efficiency and many firms are strengthening their Al
governance and risk frameworks including examining how accountabilities and risk ownership
affect the roles of senior executives (e.g. Chief Information/Data Officers, and COOs).

e The Global Financial Innovation Network (GFIN) has also emphasised the transformative potential
of Al'in financial services and references accountability and governance. The Financial Stability
Institution's report discusses the challenges of implementing Al in the financial sector. It
specifically references the board and senior management of firms being ultimately accountable for
Al use cases and there needing to be a clear allocation of roles and responsibilities across the
entire Al life cycle.

e There's also reference to how explainability and transparency are key to supporting senior
management and the board in their oversight. Another area we know a number of firms are
focussed on (which is referenced in this report) is ensuring that the Board and senior
management are sufficiently experienced and familiar with Al to effectively oversee it and provide
challenge to Al-driven decisions and assess their broader impact on firm’s strategy.

o Finally, there's also been the Treasury Committee’s call for evidence in relation to Al in financial
services (submissions deadline 17 March) — whilst there are no specific questions relating to
senior management / governance, this may be something senior executives want to consider and
feed into.

4. FCA and PRA - Consultation Papers on Operational Incident Reporting and Third-Party Reporting (CP
24/28 and CP 17/24); Something worth flagging from December is the FCA's consultation paper on
operational incident and third-party reporting.

e The proposals are split into two parts:

(N those relating to operational incident reporting; and
(ii) those relating to third-party reporting.

e Whilst the proposed requirements in relation to
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() are widely applicable to firms authorised by the FCA, the proposals in
(ii) will only be applicable to Enhanced SMCR firms as well as banks, PRA designated investment
firms, Solvency Il firms (amongst others specifically referenced).

e The PRA and the Bank of England have published their parallel consultation paper here.

e This once again shows the FCA looking to attach certain new requirements to the largest solo-
regulated firms. The consultation closes on 13 March 2025 and the FCA plan to issue their Policy
Statement in H2 2025.

5. PRA — Remuneration — SS 2/17; The PRA/FCA's remuneration updates in December 2024, lead to a focus
in this edition on the proposed updates to Supervisory Statement 2/17 on Remuneration. Here it is proposed
specifically that the SMF 4 (CRO) is “actively involved” in the design of the MRT identification policy and its
implementation as well as considering whether certain individuals should be MRTSs.

e Something we've found of particular interest is the proposal that firms break down the
responsibilities of Senior Managers into key component tasks with these tasks to be reflected in
relevant Statements of Responsibilities (SoRs). It suggests that these tasks should also include
material or urgent actions requested by the PRA to address a firm's key risks, included for example
in a Periodic Summary Meeting (PSM) letter. Not many firms specifically update their Senior
Manager's SoRs based on their PSM letters.

e The PRA goes on to say that in calculating variable remuneration, firms should consider
responsibilities as they are set out in SoRs and the PRA expects firms, in making such calculations,
to adequately consider the success or failure of SMFs against their responsibilities, including how
they have addressed supervisory concerns expressed in PSM letters. This elaborates on the new
proposed rules in 11.4 of the Remuneration Chapter of the PRA's Rulebook. A reminder that this
consultation closes on 13 March 2025.

6. For MLROs: more guidance; The FCA's thematic review on Money Laundering Through the Markets
(MLTM) has underscored the critical importance of robust systems and controls, particularly in
transaction monitoring and suspicious activity reporting, to effectively mitigate financial crime risks.

e This is definitely one for firms’ MLROs (SMF 17s) to consider further and reflect on in relation to
their firm’s current practices. Something else that might be of interest also is the EBA's fourth
report on NCA's approaches to AML/CFT supervision of banks.

7. FCA introduces criminal background checks for owners and controllers; The Financial Action Task
Force previously recommended that the FCA require controllers and beneficial owners of financial
institutions to obtain criminal background checks from the Disclosure and Barring Service (DBS) (or
equivalent for persons outside of England and Wales).

e The FCA consulted on this in 2024 and its final rules took effect from 17 January 2025. These
require that those giving notice of an intended acquisition or increase in control over a regulated
firm to confirm that a criminal record check has been undertaken on all relevant controllers in the
six months preceding the notification being submitted.

e This will also be applicable when firms are making applications for authorisation or registration
with the FCA.
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8. Enforcements; this summary of the key enforcement actions for last month:

FCA Final Notice — Arian Financial LLP: The FCA has issued a Final Notice against Arian Financial
LLP, imposing a fine of more than £250K for failing to implement adequate systems and controls
against financial crime. This enforcement action underscores the critical importance of robust risk
management systems. This one will be of particular interest to MLROs (SMF 17s) and those
holding prescribed responsibility (d) for financial crime.

FCA — Criminal charges including fraud: The FCA has charged Mr John Dance (SMF 27 and SMF
16) with nine criminal offences, including fraud and money laundering, related to his role at
WealthTek LLP. This highlights the FCA's increasingly rigorous approach to tackling financial
misconduct and protecting customer interests. Mr Dance allegedly misappropriated £64 million
from client accounts to fund personal ventures, including horseracing and property investments.
Mr Dance was granted conditional bail and will next appear at Newcastle Crown Court. The FCA
also published this relating to Mrs Lisa Campbell, also charged with multiple criminal offences
including fraud by abuse of position and providing false / misleading information to the FCA to
conceal her wrongdoing.

Court of Appeal — Mr Markou: In a recent Court of Appeal decision, the FCA successfully appealed
the Upper Tribunal's ruling concerning Mr Markos Markou, a director and chief executive of a
mortgage broker firm. The Court upheld the FCA's decision to ban Mr Markou from financial
services and imposed a reduced fine of £10,000 (originally £25,000). The Court upheld the ban
because Mr Markou was considered to be reckless, and his recklessness demonstrated his lack of
integrity thus justifying the FCA's prohibition order.

1. Regulatory communications- portfolio letters and “Dear Executive” letters; An absolute deluge
of Dear CEQ letters so far this year...

FCA Dear CEQ letter — supervisory strategy for benchmark administrators: This |etter
underscores the critical importance of benchmarks in the financial system and updates on
governance, data quality, and resilience, reflecting on progress since the 2020, 2022, and 2023
communications. The FCA identifies governance risks, including decisions impacting UK-
regulated activities being made outside of the UK management body, inadequate
documentation, and insufficient risk management frameworks. The FCA expects benchmark
administrators to ensure effective oversight in compliance with Benchmarks Regulation (BMR),
ensure all governance arrangements are well-documented and supported by comprehensive
risk management frameworks. Additionally, where part of larger global organizations, the
management body should be involved in strategic decisions impacting the UK-regulated
activities to foster positive change.

FCA Dear CEO letter — custody and fund services supervision strategy: This letter reflects on
the sector’s evolution and external risk environment since the last letter in March 2022. The
FCA identifies key areas of risk, including the heightened cyber threat environment,
technological innovations, and the sector’s readiness for market changes. In relation to
operational resilience, the FCA has said specifically that it wants to see strong ownership of
operational resilience by the Board and that Board's should review and approve annual
operational resilience self-assessments as required. The FCA is expecting Boards to seek
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relevant technical expertise where prudent to assure themselves of self-assessments'
adequacy. Further, in relation to change management (a hot topic for many firms) the FCA
emphasises good governance being a key area contributing to successful programmes.

ii.  FCA Dear CEOQ letter — strategy for Credit Reference Agencies (CRAs) and Credit Information
Service Providers: This |etter outlines the FCA's strategy for the next two years, focusing on
embedding the Consumer Duty, enhancing consumer support and understanding, ensuring
price and fair value, improving operational and cyber resilience, and assessing firms' financial
resilience. The FCA highlights the need for CRAs and CISPs to navigate operational and cyber
threats effectively, maintain high standards of personal data protection, and support
consumers in resolving data disputes efficiently. The letter also references the Credit
Information Market Study (CIMS), expecting firms to contribute to industry-led remedies and
the establishment of a new Credit Reporting Governance Body (CRGB).

iv. ~ PRA Dear CEO letter — Insurance supervision 2025 priorities: This letter outlines the PRA's
priorities for the sector in 2025, including ensuring the successful implementation and
embedding of Solvency UK reforms, focusing on operational resilience, addressing funded
reinsurance, monitoring cyclicality in the general insurance market, enhancing liquidity
resilience, planning for solvent exits, and managing climate-related financial risks. Specifically,
the PRA highlights the importance of boards and executives considering operational resilience
when planning major change programmes, making strategic business decisions, or engaging in
new third, or in some case fourth-party relationships; stating also that new investments in IT
infrastructure, software applications and third-party arrangements should be resilient by
design.

v.  PRA Dear CEO letter — UK deposit takers supervision — 2025 priorities: This |etter outlines the
PRA's priorities for UK deposit-takers in 2025, which we have already referenced above in
respect of Al and the SMCR review. However, one more point to note is reference to the fact
that the PRA will continue to engage with the SMF responsible for model risk management to
assess and monitor implementation of changes.

vi.  Other letters with less of a focus on governance, senior management, culture etc, but of
relevance to CEOs include:

e FCA Dear CEO letter — supervision strategy for Data Reporting Services Providers (DRSPs) -
here

e FCA Dear CEO letter — supervision strategy for trading venues: here

e FCA Dear CEO letter — Contracts for Difference (CFD) strategy: here

e PRA Dear CEO letter — international banks supervision — 2025 priorities: here (referenced above
in relation to Al)

e FCA Dear CEQ letter — priorities for payments portfolio firms: here (more on this can be found
in Payments View — Flash Update)

e FCA Dear CEOQ letter — portfolio strategy for Claims Management Companies (CMCs): here
(note the FCA's references to senior management in this).

The FCA is already roaring into action with Dear CEOQ letters, AML surveys, data requests, &
transaction reporting fines.

e CDF firms have already gotten a glimpse of where the regulator's priorities will lie over the next two
years. Now that the January deadline has passed, firms should be well underway into actioning
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their plans with board members and other directors to meet expectations. If you haven't started,
don't fret - we lay out what you can do to get yourself aligned.

Earlier this month, we reported on the FCA's £100,000 fine for breaches of transaction reporting
requirements. The penalised firm failed to submit transaction reports for single-stock CFD
transactions, breaching the requirements which became law under the UK MiFIR regime. This
enforcement action represents a significant tonal change from the FCA, and should act as a stark
warning to get your reporting in order.

Although corporate finance firms have generally flown under the regulator's radar, they've been lit
up by the regulatory spotlight after the FCA issued a survey to collect information on their AML
controls. If you've not gotten to conducting a business-wide assessment of your financial crime
processes, now is very much the time.

Another trend that seems set to continue is that of the regulator's focus on "data-led" supervision.
Financial advisers are due to receive their first data request this summer, so we've laid out four
steps you can follow to best manage your response to limit the risk of costly, avoidable regulation
before holiday season.

IOSCO Identifies Concerns on Implementation of Market Surveillance Recommendations; The
International Organization of Securities Commissions ("I0SCQ") reviewed the implementation of its
2073 recommendations to help market authorities address the technological challenges facing
effective market surveillance and identified areas of concern.

IOSCO: Final Report: Thematic Review on Technological Challenges to Effective Market
Surveillance Issues and Regulatory Tool
In its Thematic Review, IOSCO assessed the consistency of outcomes arising from the adoption of
eight recommendations outlined in its 2013 Report, Technological Challenges to Effective Market
Surveillance: Issues and Regulatory Tools. (See related coverage.) In the Review, which was based
on responses from 34 jurisdictions, I0OSCO analyzed legislative, regulatory and practical measures
in place as of December 2023.
IOSCO identified the following key findings and issues of concern:
On Regulatory Capabilities. I0OSCO found that most jurisdictions have implemented measures to
monitor trading venues and detect market abuse. However, it identified seven concerns:
o Nineteen jurisdictions "have no formal or legal requirements” to identify transactions based
on algorithmic execution.
o Thirteen jurisdictions lack automated surveillance for products traded across multiple
venues, making monitoring more challenging.
o Tenjurisdictions reported limitations in processing the large volumes of data generated by
high-frequency trading.
o Six jurisdictions do not conduct regular "testing or recalibration of automated surveillance
systems," risking inefficiencies in detecting market abuse.
o Sixjurisdictions with multiple trading venues cannot analyze order and trade data on an
integrated basis, hampering market abuse detection.
o Fivejurisdictions reported gaps in their ability to "monitor or supervise all marketplaces.'
Three jurisdictions cited insufficient funding and resources for market surveillance.
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e On Surveillance Capabilities. I0SCO found that most jurisdictions have updated their surveillance
capabilities in response to market developments "with most of the participants reporting that
markets have undergone significant developments in the past 5 years such as cross-market
trading, volume and range of products traded, trading methods, and market technology." However,
five jurisdictions lack formal requirements or evidence of conducting effective reviews.

e On Access to Data. While all jurisdictions have legal authority to collect trading data, IOSCO found
that, of the 25 jurisdictions that lack a Central Reporting Point, 15 have not adopted other
measures to ease the collection or comparison of trade data across multiple trading venues.
IOSCO noted this is mainly an issue of concern for those jurisdictions with multiple trading venues.

e On Customer Identification. I0SCO emphasized the importance of associating customers and
market participants with orders and transactions. Four jurisdictions reported difficulties linking this
information across multiple markets.

e On Data Format. While most jurisdictions have legally enforceable data format requirements, five
respondents cited practical difficulties in reconstructing and analyzing order books due to data
quality issues.

e On Data Protection. I0OSCO found that all jurisdictions have taken significant measures to safeguard
market surveillance data. No issues of concern were identified.

e On Synchronization of Business Clocks. In more complex markets with multiple trading venues,
most jurisdictions have implemented requirements for business clock synchronization. No issues
of concern were identified.

e On Cross-Border Surveillance. Most jurisdictions have not mapped their cross-border surveillance
capabilities, raising concerns about detecting misconduct in global markets. I0OSCO urged
authorities to evaluate these capabilities to mitigate risks.

The FCA published a Dear CEO letter at the end of 2024, setting out its strategy for CFD firms
over the next two years. The letter is addressed to CFD providers and distributors, and gave firms
until the end of January 2025 to agree a plan with board members and key decision makers. Now
that the deadline has passed, CFD firms should be well underway in turning the plan into actioned
deliverables to meet the FCA's latest expectations. And if you haven't started yet, now is the time to
revisit the plan and get yourself aligned with these requirements.

FCA findings; The letter raises concerns across key areas that must be immediately addressed:

Consumer Duty

Market abuse and market integrity

Firm failure

Halo firms

Diversified business models

Appointed representatives

Operational resilience and outsourcing.

e Given the breadth of findings, its important that CFD firms establish a plan for delivery on all the
findings. Without adequate planning, you can find yourself overwhelmed by the number of actions.

e Consumer Duty requirements: Are you up to speed?

e By now, firms should be very familiar with their Consumer Duty exposure. Despite this, the FCA

highlights several key areas that CFD firms must give particular attention to.

O O O O O O O
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o Appropriate client targeting

e The FCA reiterates the importance of appropriate client categorisation arrangements by CFD firms,
particularly when ‘opting up’ clients from retail to elective professional. Your marketing should be
appropriate and consider your client’s capacity to absorb potential losses. Be prepared to
demonstrate how you've adequately concluded a client’s loss capability, and not merely taken the
client’s opinions on your own appetite for loss at face value.

o Client sophistication and knowledge

o Similarly, client categorisation should consider its investment sophistication and knowledge. CFD
firms should ensure they focus on ensuring clients fully understand the nature of the product and
associated risk, given a high percentage of clients close money trading CFDs.

e Vulnerabilities and protections

e Given the loss of regulatory protection once a client is recategorized from retail to professional, it's
vital to give additional thought to those of a vulnerable nature. The FCA specifically calls out clients
at risk from the potentially addictive nature of certain types of CFD trading. Demonstrate how you
consider vulnerabilities such as trading limits, clear risk warnings, and training to ensure sales
practices don't exploit clients.

o Market abuse risks

e The FCA remains concerned about the market abuse risk posed by CFDs. Fuelled by the large
number of STORs that are submitted by CFD firms, the regulator reminds firms of the financial
crime risks posed by Organised Criminal Gangs in using CFD instruments to trade upon inside
information / in manipulative ways — skewing the market in favour of criminals.

e Reviews of market abuse surveillance arrangements remain a key supervision tool of the regulator.
If you're a CFD firm, be prepared for the FCA to enquire into your systems and controls for post-
trade monitoring in line with Article 16 of UK Market Abuse Regulations.

e Athorough assessment of your surveillance arrangements should consider at least the following:

o Market abuse risk assessments — Have you fully identified and assessed your market abuse risks.
Are their tailored for your firm based upon your trading activities, the markets your exposed to, and
your client base?

e Surveillance systems — Does your surveillance consider the full range of instruments that you
trade. Is your calibration tailored to those instruments? Have you applied enhanced surveillance to
areas that present the highest risk to your firm?

e STOR submission procedure — Are you submitting STORs in a timely and accurate manner? Have
you provided adequate training to staff to ensure internal escalations are of the highest quality?

e Preventative and detective measures — What are you implementing to ensure you have proactive
measures to protect your firm from market abuse, rather than merely reacting to risks post-trade?
How are you identifying and mitigating market abuse risk before it crystalises?

e Reducing harm from firm failure

e “No firm in this portfolio is too big to fail..". Firm failure is a part of business, according to the
regulator, whose position remains the same. It's the systems and controls put in place to ensure an
orderly wind down with minimal impact to clients that really matter.

e The FCA will monitor for this in two key spaces: capital and liquidity managements, and
arrangements that lower protection of client funds.

o Capital and liquidity management

e The letter acts as a reminder of your obligations under the IFPR, including the requirements to
maintain and review your ICARA. The FCA also highlights its previous observations of firms who
have struggled to adequately calculate liquidity risk and stress testing frameworks. The regulator
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will follow up on suspected prudential weakness and misreporting because of its review of
regulatory reporting and data requests.
Title transfer collateral arrangements
Title transfer collateral arrangements, or TTCAs, aren't permitted to retail clients and can only be
used if legitimately needed. When providing TTCAs, ensure your systems and controls adequately
prevent over-reliance. You must also ensure client assets are brought back under the CASS
safeguarding requirements, when there's no longer a requirement for the TTCA.
The FCA observed that 40% of firms in this portfolio hold client money under TTCAs. Given that
client assets held under TTCAs may be subject to delays or value reduction if a firm fails, this can
present a genuine risk to clients.
You're expected to act appropriately in the set-up of TTCAs and not use them as a vehicle to
circumvent regulatory requirements. We advise implementing the following:
Requirements under TTCAs and CASS — Ensure staff at all levels of your organisation understand
how TTCAs can be used (and how they shouldn't).
Robust policies and procedures — Make sure your documentation outlines your use of TTCAs,
including assessments for removing client assets out of the TTCA and back into the scope of
CASS.
Control implementation — Set up controls to monitor excess collateral amounts and track client
inactivity.
Halo firms
Approximately one in five firms in the portfolio appear to not be using their regulatory permissions.
This gives rise to ‘halo firms', i.e. firms part of wider international groups that use their FCA
authorisation as a sign of legitimacy and conform for clients. Once onboarded, these halo firms
pass clients to different entities outside of the jurisdiction of the FCA and outside of the scope of
UK protection.
The regulator is also concerned with change in control requests offering entry routes to UK
authorisation without going through the scrutiny that comes with a full authorisation request.
For both, the FCA will continue to scrutinise businesses seeking halo status. For existing firms
doing little to no business, they'll be invited to cancel permissions. Acquiring firms can also expect
similar scrutiny to a full authorisation request for change in controls.
Diversification
Aligning with its Consumer Duty observations, the FCA has concerns that moves into the
diversification space can result in inappropriate marketing to inexperienced retail clients, in
particular younger investors.
Though the regulator wants to avoid blocking healthy competition, drastic changes to a firm's
business model may indicate serious issues.
Where drastic increases in business models result in matched expansion of client onboarding,
you're expected to review and consider how liquidity obligations may have changed leading to
additional injection of capital.
Distributors and appointed representatives
Despite previous action, the FCA voices its concern that distributor and appointed representative
arrangements are giving rise to halo firms and / or lead to unjustifiable client costs when
accessing CFDs through them.
CFD firms still acting as and / or engaging with distributors will likely be targeted by the regulator
as part of its deep-dive reviews of business models to consider client outcomes and their use of
regulatory permissions.
Operational resilience
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o Finally, the letter offers a reminder of the inherent risks, and regulatory obligations for stability,
when using IT platforms for the delivery of operational functions. Minimising preventable harm
remains a key driver of the operational resilience regulatory framework.

e Outsourcing partners should equally be scrutinised as part of due diligence and oversight
arrangements. This means ensuring prudential arrangements, including the ICARA. Consider the
complexities of outsourcing and ensure risk is mitigated in the event of operational outage and / or
wind down of an outsourced service provider.

FCA First major transaction reporting fine sets clear tone;

o Appropriate oversight and governance

e Astherules apply to all, regardless of firm sizes, so does the expectation of appropriate
governance arrangement. Transaction reporting, like many other compliance obligations, should be
considered upfront prior to the launch of new products or business and the question whether the
obligation applies should be appropriately overseen and challenged by the firm’'s senior
management. In the case of Infinox, the FCA noted that during the relevant period it was the
responsibility of a single individual at the firm to manually identify which financial instruments were
reportable when new business was commenced, and no checks were put in place to scrutinise this
process. While it is understandable that resources may be more limited at smaller firms, this case
has shown that having no oversight of systems and controls is not an option.

e Openness and honesty with the FCA

e The FCA highlights in its final notice that Infinox “did not proactively report the breach”’. This was
one of the contributing factors that aggravated the breach further, which has caused the original
penalty amount to be increased by 10%.

e The key takeaway here is that firms must be prepared to submit their error and omission forms in
a timely manner. Of course, this doesn't mean firms must submit an errors and omissions
notification the second an issue is identified. In fact, reasonable time should be taken to
understand the root cause, identify any other issues, and to consider if the solution to rectify the
reports could lead to wider issues or knock on effects to other fields.

o Nonetheless, firms should take a cautious approach when considering what is a ‘reasonable’
timeframe. Whilst the FCA would not favour firms sending multiple errors and omissions
notifications (especially if they relate to the same transaction), undue delay could be equally
criticised by the FCA.

e In abroader context, the principle of openness and honesty with the FCA goes beyond the errors
and omissions form. Where the root cause of inaccuracy in transaction reporting indicate other
potential flaws in the firm’'s business model or system and controls, a notification to the FCA under
Principle 11 could potentially be required.

e Lessons learnt

e Inissuing its first fine and making an example of the case, it would be fair to say that the FCA
expect firms to take notice and look at their own reporting framework to identify if there are gaps
or deficiencies. This should include, among other thing, a review of your transaction reporting
governance arrangements to see if they're still fit for purpose, whether your reporting logic still
makes sense and most importantly if any issues are identified, that the regulator is promptly
notifled and a remediation plan put in place.
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Fail to prepare, prepare to fail; Riding the wave of FCA data requests; The FCA's adoption of “data-
led” supervision has seen a deluge of data requests hit firm inboxes over the past few years. And
that trend only looks set to continue: wealth managers received notice of a third, quasi-annual
request in January 2025, with financial advisers due to receive their first data request this summer.

So how can you best manage your response to these requests and limit the risk of costly, and
potentially avoidable, regulatory escalation?
What is data-led supervision?
The regulator’s use of frequent, sector-wide, mandatory data requests is a relatively new tool.
These requests — covering areas like business models, fees and charges, people and controls, and
more detailed data on client outcomes — give the FCA greater sight of firms’ activities and the
potential risks associated with them.
This more proactive approach is extending FCA supervision to a much larger population of firms. It
has also resulted in a sharp increase in the number of firms being subject to skilled person reviews,
having requirements imposed on key aspects of their business, and incurring costs for remedial
work.
How can | prepare?
Step one: Understand the FCA's ‘exam question’
The first step to responding to any FCA information request is to make sure you understand what
the regulator is trying to assess — or the FCA's ‘exam question’. To do this, you should ask yourself:
o Whatissues or risks are the FCA trying to investigate?
o How do the specifics of the requested data link to this?
Taking time upfront to think about the risks and the implications for your data creates a strong
foundation for the work to follow.
Step two: Plan your response
The second step is to put in place a plan for the activities needed to prepare your response and
identify the resources to deliver it.
The complexity of this will depend upon the size and the structure of your firm. But in most cases,
it will take a team of people from across the business with different specialist knowledge and
skills. And to get this group of people working to a common plan requires coordination and project
management. Getting the wrong people involved, or failing to have a realistic plan, is an all-too-
common problem and a major cause of problems. Arming yourself with the right people, a clear
plan, and someone to pull it all together, reduces risk and, ultimately, cost.
Step three: Check your data is accurate
The third step is to locate or extract the information and check it's accurate. The FCA may ask for
data that's similar, but not identical, to existing management information. And some of the
information that's being requested may need to be created from scratch. Adapting or extracting
your data to fit the specific requirements stipulated by the FCA can be time consuming and require
the combined know-how of the business and support functions such as IT.
Checking the data is accurate is equally critical and requires some lateral thinking. For example,
we've seen firms caught out after submitting technically accurate responses to FCA data requests,
only to discover that it revealed inaccuracies with the data submitted within their standard returns.
Inconsistencies like this can be a trigger for regulatory follow-up questions and, in the worst cases,
escalation.
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Step four: Help the FCA understand your data
The final step is the preparation of the data submission itself. Typically, the FCA will mandate a
format for each element of the data request. Where this is not the case, firms need to think about
how they present the data they have chosen to include. Either way, it's important to explain your
data, including:

o highlighting any assumptions you've used,

o signposting any “noise” in the data that could be misleading, and

o providing additional context on the information submitted.
Preparing “guidance notes” alongside your data submission, aimed at helping the FCA interpret the
data accurately, can avoid any unnecessary confusion or, worse, the regulator inferring non-
existent wrongdoing.

FCA Response To Critical Report 'Disappointing, MPs Say The Financial Conduct Authority's

response to a highly critical parliamentary report has been lackluster and continues to
demonstrate that the regulator is "in dire need of transformation," the MPs who penned the report
said Monday. Read full article »

In its report, ‘Naming and shaming: how not to regulate’, the Financial Services Regulation
Committee highlights that serious questions remain over the Financial Conduct Authority (FCA)'s
consultation paper CP24/2 (Part 2) on publicising enforcement investigations.

Report: Naming and shaming: how not to regulate (HTML)
Report: Naming and shaming: how not to regulate (PDF)
Inquiry: FCA enforcement guidance consultation
Financial Services Regulation Committee
The Committee found that the FCA had not made a convincing case for the proposed shift away
from its current policy of publicly announcing enforcement investigations into firms before they
have concluded only in ‘exceptional circumstances’. The report highlights that the FCA's proposal
to make such public announcements more frequently by means of a more flexible public interest
framework affords the FCA considerable discretion and may expose firms to significant
reputational damage before the facts of the case have been established.
The Committee also identifies that the proposals risk positioning the UK as an international outlier
in a manner that appears misaligned with the FCA's secondary competitiveness and growth
objective.
Although the report recognises the work that the FCA has done to listen to stakeholders’ concerns
in the aftermath of the initial consultation in April 2024, including through issuing revised proposals
in November 2024, the Committee concludes that the FCA could have avoided much unnecessary
controversy by engaging with stakeholders in the development stage of the proposals.
Key recommendations
The Committee calls on the FCA to:

o Demonstrate that stakeholders’ concerns have been adequately addressed after the

closure of the second consultation on 17 February 2024 and amend its proposals if
necessary before making any final decision on implementation.
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o Withdraw the proposals if it has not found an acceptable balance between realising the
potential benefits for consumer protection and managing the potential risks to firms,
individuals, and market stability.

o Change its policy of producing a cost benefit analysis only for rules and guidance on rules
to allow such analysis to inform the policy-making process for significant changes such as
this.

o Publish further guidance on how the factors contained in the proposed public interest
framework will work in practice to demonstrate that decisions on whether to publish
enforcement investigations will be made according to a robust, fair and proportionate
process.

o Consider increasing transparency by focusing its efforts on current measures which are
helping to expedite its investigative processes before making substantial changes to the
wider enforcement framework.

o Ensure that future consultations are properly signposted on the Regulatory Initiatives Grid
in advance and review its internal processes regarding earlier engagement with
stakeholders when appropriate.

o Publish a ‘lessons learnt’ document reviewing the appropriacy of its internal processes and
communication strategies for consulting on a change of this scale and setting out
measures to prevent similar mistakes in future.

o Engage with HM Treasury over any future developments relating to its enforcement
investigation proposals to ensure that they are aligned with the Government's view of the
secondary international competitiveness and growth objective.

e Chairman's comments; Lord Forsyth of Drumlean, Chairman of the House of Lords Financial Services
Regulation Committee, said:

o ‘It was incumbent on the FCA to make a strong and unequivocal case for why such a
fundamental change was needed and it has failed to do that. Its consultation on the
changes has been an abject failure and even the FCA Chairman acknowledged this has not
been the FCA's finest hour'.

o ‘“Lessthan 18 months ago the FCA stated that it recognised that the disclosure of an
enforcement investigation could inappropriately damage a firm’s reputation if the
investigation did not substantiate the FCA's concerns. We simply could not understand the
FCA's about-turn in such a short period of time.

o “The FCA told us that the average duration of investigations is around three to four years
and in 56 per cent of cases no further action was taken. If it presses ahead with its
proposals on past performance it could mean that half of the firms it investigates, and the
people involved in them, will have their reputations unnecessarily and unfairly damaged.
This is not acceptable.”

Confirmation that the FCA has revised its webpage and also announced in this speech by Nikhil
Rathi that, from 27 February 2025, they are no longer requiring firms to have a Consumer Duty
Champion (although firms can retain the role if you wish to).
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e This does not remove the FCA's expectations that Boards and senior management ensure the
firm’s strategy, culture and objectives focus on delivering good customer outcomes, but it makes
the governance requirements much less prescriptive.

e The FCA explains that the role was introduced to help firms to embed the Duty in their
management discussions, processes and policies. Now that the Duty is in full force, it expects that
there is no longer a need for someone to perform this role.

e We have also seen that the FCA will be publishing the results of their vulnerability review ‘shortly’.

The first provisions of the EU Al Act — prohibited Al practices and Al literacy — started to apply
from 2 February 2025.

Last week, the European Commission issued guidelines on the definition of ‘Al system’ and on
each of the prohibited Al practices.

Al's on the Prize: New Call for Evidence; The UK Treasury Committee published a Call for Evidence
on artificial intelligence in financial services on 03 February 2025. According to the Bank of England,
75% of firms are already using Al, with a further 10% planning to use it over the next three years. The
Committee’s driver here is to understand how the UK can strike the balance between utilising Al's
immense opportunities while mitigating threats to financial stability and customers.

e The consultation topics are limited to five general questions:

o How is Al currently used in different sectors of financial services and how is this likely to
change over the next ten years?

To what extent can Al improve productivity in financial services?

What are the risks to financial stability arising from Al and how can they be mitigated?
What are the benefits and risks to consumers arising from Al, particularly for vulnerable
consumers?

o How can Government and financial regulators strike the right balance between seizing the
opportunities of Al but at the same time protecting consumers and mitigating against any
threats to financial stability?

e The broad scope matches the staggeringly broad impact that Al could have for the industry. Within
this, there will clearly be implications for financial markets and market participants, including
opportunities around enhanced trading strategies and processes, but also risks of potentially
increased market volatility and disorderliness. We know this is a major area of focus for many of
you.

e Responses to the call for evidence are due by 17 March 2025.

The EBA Assesses Potential Benefits and Challenges of Tokenised Deposits; The EBA's report on tokenised
deposits explores the integration of Distributed Ledger Technology (DLT) into deposit-taking activities by
credit institutions. Tokenised deposits can be ‘native” tokens (operating entirely on DLT) or ‘non-native” tokens
(linked to assets outside the DLT). Globally, interest is growing due to the potential benefits of
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programmability, such as increased transaction efficiency and enhanced compliance with anti-money
laundering and counter-terrorism financing (AML/CFT) measures. However, challenges remain, including
regulatory ambiguities, operational risks, and financial inclusion concerns.

¢ Regulatory Perspective: Tokenised deposits are treated as traditional deposits under existing EU
frameworks like the Capital Requirements Directive (CRD) and Regulation (CRR). They are distinct
from electronic money tokens (EMTs) regulated under the Markets in Crypto-Assets Regulation
(MICAR).

¢ Benefits: Use cases demonstrate efficiency gains from programmability, enabling automated,
transparent, and secure transactions. These could include real-time settlements and integrated
financial infrastructures.

e Challenges: Issues arise in consumer protection (e.g., digital literacy), regulatory definitions
distinguishing deposits from EMTs, operational risks inherent in DLT, and the potential liquidity
risks linked to programmability.

e The EBA concludes that while there is no immediate need to adjust the regulatory framework,
consistent monitoring and analysis are crucial. A harmonized classification approach, consumer
education, and operational safeguards are needed to address risks and foster innovation
responsibly

European Commission publishes guidelines on prohibited Al; On 4 February 2025, the EC issued
draft guidelines clarifying prohibited Al practices under the AlA (effective since 2 February 2025).

e The guidelines — which are ¢.140 pages — provide guidance on interpreting and applying the AIA
prohibitions on subliminal, deceptive and manipulative techniques, social scoring, emotion
recognition in workplaces / education, facial recognition databases and sensitive biometric
categorisation.

e Read more about the prohibited Al guidelines here or watch our webinar to understand the key
points arising out of the guidelines.

European Commission releases guidelines on Al system definition; On 6 February 2025, the EC
also released draft guidelines on the definition of ‘Al system’under the AIA. These guidelines aim to
help organisations determine whether their software systems qualify as "Al systems” under the AlA.

e The guidelines provide helpful clarity on the key elements of the "Al system” definition and they
confirm that certain techniques are likely to fall outside of the definition.

e Read more about the Al system guidelines here or watch our webinar to understand the key points
arising out of the guidelines.

Key outcomes of Paris Al Summit: 60 countries sign Al declaration, EU commits to spend €200bn on Al
and Singapore announces new Al safety initiatives; During the Al Action Summit in Paris (the Al Summit),
which took place from 10 to 11 February 2025, 60 countries, including France, China and India, signed the Al
Summit's declaration on ‘inclusive and sustainable’ Al. The declaration emphasised an ethical approach to Al
development, with commitments to transparency, safety, and addressing the growing concern over Al's
energy consumption. While the UK and US chose not to sign, citing concerns over national security and the
lack of practical clarity on global governance, the overall support for the declaration highlighted a broad
international commitment to responsible Al development.
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During the Al Summit, the EU also unveiled the launch of InvestAl, a new initiative to mobilise €200
billion for investment in Al. The initiative includes the creation of a new European fund worth €20
billion to support the development of Al gigafactories across Europe, which will play a central role
in advancing Al by enabling the development of the most complex Al models for fields like
medicine and science.

The initiative will fund four Al gigafactories equipped with the latest Al chips, and will play a critical
part in Europe’s Al strategy, including by creating the conditions required for innovation and the
development of trustworthy Al. The European Commission also disclosed its plans to establish a
European Al Research Council and an ‘Apply Al' initiative to drive Al adoption across industries.
Read more about InvestAl here.

Finally, Singapore announced new Al governance safety initiatives to enhance the safety of Al
applications. These include the Global Al Assurance Pilot to develop best practices for testing
generative Al, a joint testing report with Japan assessing large language models (LLMs) in multiple
languages, and the Singapore Al Safety Red Teaming Challenge Evaluation Report, which tests
LLM safeguards for cultural and linguistic biases in the Asia-Pacific region.

Clarity on Commodities: New FCA Policy Statement; In March last year we reported on the FCA's
proposals in CP23/27 for reforming the commodity derivatives regulatory framework. Front and
centre among industry concerns (especially for trading functions in producers) were the FCA's
proposals to replace the ancillary activity exemption. Those proposals were subsequently dropped
last summer, with the effect that the existing RTS 20 is retained pending an alternative, permanent
solution.

We now have the FCA's Policy Statement (PS25/1) on the other proposals in the consultation. We've
summarised some of the key policy changes for you below, which are now set to come into force later
than initially proposed, on 06 July 2026. We are pleased to report that FCA has taken into account many
of the points the Futures Industry Association (FIA) made in response to the CP.

1.

Which contracts should be subject to Position Limits? The proposal was and still is to include 14
“critical” contracts and contracts closely “related” to those (including, controversially, WTI).
However, the list of related contracts will likely be shorter: the definition of related contracts has
been narrowed and now allows trading venues some discretion to identify contracts that could
influence the pricing or settlement of critical contracts. The FCA has also addressed concerns
about the time period for updating the list of critical contracts by allowing for a consultation period
before finalising any changes.

Setting of Position Limits: The FCA has confirmed that trading venues will have the power to set
position limits for critical and related commodity derivative contracts. This approach is intended to
leverage the venues' market knowledge while maintaining a framework established by the FCA. It
also decided not to set a fixed timeline for implementing position limits on any new critical
contracts, allowing for flexibility based on discussions with trading venues and market
participants.

New Exemptions: As proposed in the CP, the FCA will introduce two new exemptions from the
position limit regime: a pass-through hedging exemption and a liquidity provider exemption. The
FCA has softened the contentious risk management condition for relying on the hedging
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exemption (so rather than having to show positions can be unwound in conditions of market
stress, non-financial firms will just have to show that the position can be unwound in an orderly
manner). While there was support for a US-style exemption for firms in financial distress, the FCA
has not introduced it at this stage but may consider it in the future through a separate
consultation.

4. Exemption Ceilings and Accountability Thresholds: The FCA is implementing exemption ceilings
and accountability thresholds to enhance market oversight and prevent large positions from
undermining market integrity. The FCA clarified that these are not intended to act as hard limits,
but as tools for early warning and risk management. Trading venues are expected to monitor
positions and report any significant breaches to the FCA.

5. Position Reporting: Previously, the FCA had proposed making it mandatory for trading venues to
report OTC positions under certain conditions. However, in response to (highly negative) feedback,
the FCA has removed that obligation. Instead, trading venues must have the ability to obtain OTC
data and demonstrate its appropriate use for risk monitoring. The FCA may require those trading
venues which request OTC data to provide the FCA with the OTC data to maintain market integrity.

What is clear is that operators of trading venues will have quite a bit of room to shape the regime. With
this in mind, market participants will no doubt take a keen interest in how the regulator oversees trading
venues' activities.

One aspect raised by the FIA which has not been directly addressed was a request that trading venues
keep information provided by participants confidential and not use it for their own economic benefit. The
FCA has not explicitly banned commercial use in the policy statement and declined to adopt robust
information barrier requirements along the lines of rules that are in place for US DCMs. Instead, the FCA
opted for guidance to venues to use information “appropriately”, that is, under new MAR 10.3.7 G(2),
trading venues will not be allowed to use information on positions for purposes other than to discharge
their regulatory functions and responsibilities. Further, in MAR 10.3.3J the FCA points to guidance that UK
RIEs must have regard to the independence of their regulatory department from their marketing and
commercial functions when imposing additional reporting obligations on matters such as related
overseas positions, underlying commodities, inventories, storage and so on.

MiFID3 — Where Are We Now? looking across the EU's extensive "MiFID3" reforms, many have
already been in effect since 28 March 2024 (principally those concerning MiFIR), but we are still
waiting for a slew of legislation and technical standards to be finalised before the remainder are
implemented.

e We won't attempt to give a comprehensive summary here of everything that's going on — anyone
involved will know it's a hugely complicated picture. However, there have been some key recent
developments worth drawing attention to. In particular, last December saw a suite of ESMA Final
Reports on topics including:

Transparency for equities

Commodity derivatives

Transparency for bonds, structured finance products and emission allowances

Consolidated tape providers and data reporting service providers
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In each of the above cases, the reports are now with the Commission, which is expected to endorse or
reject proposed RTS amendments by 16 March 2025. Around the same time, we can expect ESMA to
publish another raft of Final Reports on the wide range of topics it consulted on last year. As ever, you may
wish to refer to ESMA's overview chart, which shows what to expect and when.

One related item of note is the development of the EU Listing Act Directive, which introduces
significant changes to MiIFID research provisions, particularly concerning issuer-sponsored
research. It involves the establishment of a new EU code of conduct, which ESMA is developing.
The aim is to ensure that issuer-sponsored research is fair, clear, and not misleading, and that it
complies with the standards of independence and objectivity. There is a live ESMA CP which sets
out a draft RTS for establishing this code, covering issues from conflicts of interest to minimum
contract terms and remuneration structures. Feedback is due by 18 March.

Measuring Up the UK Consolidated Tape Regime; The German Trade Assoc BVW held a panel
debate last week for all four bond CT contenders. On the UK side, plans are advancing to establish
two such tapes, for bonds and for equities respectively.

The bond consolidated tape is the further ahead of the two. The FCA had said they would publish
draft tender documents for a consolidated tape provider (CTP) by 31 January 2025, although that
deadline has slipped slightly, to 07 March. Potential bidders will need to register on Atamis, the
FCA's procurement portal.

Meanwhile, details for the equities tape are still being worked out. You may recall we mentioned
last year that the key point relates to whether, and how much, pre-trade data should be included.
Late last year, the FCA published an Update summarising insights from a Report it commissioned
on this issue from Europe Economics. The discussion centres on likely demand for a pre-trade
consolidated tape in various permutations.

The Report, in particular, helps to summarise for different types of market participants: the
potential use cases for an equities consolidated tape that includes pre-trade data; current access
to pre-trade data; and appetite for adopting a pre-trade consolidated tape. The FCA continues to
engage with the industry on design options, with a view to publishing a consultation paper later
this year.

Sticking with Consolidated Tapes...

ESMA launched a selection procedure for a bond consolidated tape back at the start of 2025. And
the window for potential bidders just closed on 07 February. There will now be a pause while we
wait for ESMA's decision on the selected applicant, which is expected by early July 2025, with the
successful applicant operating the bond consolidated tape for five years following authorisation.
According to ESMA's CTP webpage, selection of a CTP for shares and ETFs will be launched in
June 2025, and selection of a CTP for OTC derivatives will be launched in Q1 2026. Authorisation is
subsequently expected in Q1/Q2 2026 and Q4 2026/Q1 2027 respectively.

Potential applicants for CTPs will want to bear in mind ESMA's feedback statement of 16
December 2024 on Criteria to assess CTP applicants, which cover a range of issues including:
governance and organisation requirements; costs, fees and revenue redistribution; ability to
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process data and dissemination speed; data quality, modern interface and record-keeping; and
resilience, cyber risk and energy consumption.

Accelerated Settlement: Save the 11t October 2027 Date; the work of the UK's “Accelerated
Settlement Taskforce Technical Group” (AST) goes on. The UK transition to T+1 settlement under UK
CSDR. We now have further details from the AST, in the form of an Implementation Plan.

e The key headline is that the AST recommends transitioning to T+1 settlement for UK cash
securities trading on 11 October 2027. This aligns precisely with ESMA's recommendation, set out
in a Report last November, that 11 October 2027 would be the optimal date to shift to T+1 on the
EU side. So, for now at least, the two are aligned. Besides this, the Implementation Plan also
defines a “UK T+1 Code of Conduct” (UK-TCC), comprising a slew of recommended actions and
expected behaviours for market participants, to ensure effective implementation of T+1.

o We will be looking out for action by the UK government and EU Commission, respectively, to carry
these recommendations into law.

Marginal Delay to new EMIR 3.0 IMMV Rules; Switching over to the EU now, we mentioned at the
end of last year that EMIR 3.0 was finally published in the Official Journal and came into force on 24
December. Before looking at the latest news, we wanted to share that we have created a tool that
advises on the EMIR 3.0 changes and provides a single resource for EMIR related rules. It does so
by providing an overview of:

1. the complete regulatory framework (i.e. EMIR and secondary legislation in the form of Level 2 and Level
3rules), as well as relevant Q&As;

2. the changes to EMIR (i.e. which articles were changed, added or left unchanged);

3. the changes to the actual text of EMIR, with an explanation of these changes;

4. all applicable EMIR provisions and explanations of them.

e As part of the EMIR 3.0 reforms, there is a new requirement to apply for authorisation before
using/changing an initial margin calculation model, and at the same time a new central validation
function is being created for pro-forma margin models. However, the RTS on Initial Margin Model
Validation (IMMV RTS) and guidelines on EMIR 3's application and authorisation process
(Authorisation Guidelines) are not yet in place — indeed, the EBA isn't due to submit the draft RTS
until 25 December this year, and the EBA has not yet set up the central validation function.

e Inlight of this, it's perhaps unsurprising (and certainly helpful') that the EBA on 17 December
issued an Opinion, described elsewhere as a “no action letter”, asking national regulators not to
prioritise supervisory or enforcement action in relation to the processing of applications for initial
margin model authorisation until the IMMV RTS and the Authorisation Guidelines come into
application. The ECB has since published a helpful set of FAQs on the approach firms should take
in the interim.
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e Separately, readers may recall that another key development under EMIR 3.0 is the so-called “active
account requirement”. In-scope firms will need to have an account set up by 25 June 2025. This is
potentially a challenging timescale, given that we don't yet have the final RTS here either, but in this
case there isn't a no action letter granting forbearance. However, we do at least have ESMA's draft
RTS (attached to their recently-closed consultation), which should provide a good indication of
what's expected here, and ESMA are promising to publish a final report as soon as possible.

Equivalence of UK CCPs: As a final, welcome side-note on EMIR, you may have seen the Commission
adopted Implementing Decision (EU) 2025/215 on 30 January 2025, which extends temporary
equivalence for UK CCPs from 30 June 2025 to 30 June 2028. According to the Commission’s press
release, the extension of three years is intended to allow time for implementation of EMIR 3.0, which is of
course designed to reduce the EU’s significant reliance on UK CCPs.

Short Shift: Replacement of UK SSR takes Shape; The Short Selling Regulations 2025 (S 2025/29)
were made on 13 January 2025. By way of reminder, these regulations establish a new legislative
framework to replace the EU-derived regime under the Short Selling Regulation. The changes were
envisaged by the previous government's Edinburgh Reforms and legislated for under FSMA 2023.

Under provisions that came into force on 14 January, the FCA is given powers to make rules to give effect
to the new regime, including powers to:

e regulate short selling of shares & related instruments as “designated activities” under the new
designated activities regime (which is also a product of FSMA 2023). Notably, as part of this, the
existing requirement for firms to notify the FCA of net short positions above 0.2% of issued share
capital is being restated in FCA rules;

e provide waivers/exemptions from the rules. Note the FCA will also be obliged to publish and
update a list of (non-exempt) shares in relation to which the rules apply, in place of the current
arrangement where the FCA merely publishes a list of shares considered to be exempt from the
regime; and

e exempt market making activities and stabilisation (replacing the current market maker rules)

After the FCA has made the new rules, we can expect the remaining provisions to come into force on the
day the EU-derived regime is revoked. Key points to note are that:

o the FCA will be required to publish all net short positions in an anonymised and aggregated form
based on the information it receives, replacing the current obligation on firms to publicly disclose
individual net short positions above 0.5% of issued share capital

o where present EU-derived rules contain provisions related to sovereign debt and sovereign credit
default swaps (SCDS), the new regulations do not include restrictions on uncovered short selling of
such instruments

o the FCA will retain emergency intervention powers to request additional short selling-related
information and restrict short selling in exceptional circumstances
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The Regulatory Initiatives Grid is still awaiting a full update after the change in government, and does not
mention FCA planned timelines for issuing guidance or policy statement for short selling.

Took Effect Last Month

February 03,
2025

EU

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

Requlatory Outlook and Diary

Forward Regulatory Calendar: Updated 04" March 2025 (updates highlighted)

Q12025 EU Earliest expected start date for the Internal Model Approach (IM)
reporting requirements under the CRR Il market risk standard.
Q12025 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).
Q12025 us Effective: CFTC final rule regarding DCO and FCM safeguarding and
investment of customer funds (awaiting publication in the Federal
Register).
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
Mexico In Mexico, the corresponding compliance date is December 31, 2026.
Saudi Arabia
Singapore Brazil is daily and all others are month-end for March, April, and May
South Africa | average aggregate notional amount.
Switzerland
UK
US
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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 Ill: 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).
(the comment window is now closed)
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 0T, India Go-live of India's initial margin requirements non-centrally cleared OTC
2025 derivatives.
April 07, Japan Proposed implementation date for UPI and Delta under the revised
2025 Guideline on the JFSA reporting rules.
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 1,2025 us 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 1,2025 EU The European Commission has adopted an implementing decision to

extend the equivalence of UK CCPs to June 30, 2028. This decision
applies from July 1, 2025, providing for a seamless transition from the
temporary recognition of UK CCPs under the EMIR 2.2 framework, and
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July 25,
2025

August 31,
2025

South Korea

ensuring continued access to those CCPs for the timeframe necessary
for measures in EMIR 3 to improve the attractiveness and
competitiveness of EU clearing markets.

Compliance date of the Canadian Securities Administrators (CSA) rule
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).

Expiry of the FSS exemption from margin requirements for noncentrally
cleared equity options.
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September
01, 2025

us

Australia

Canada

Hong Kong

Korea

Singapore

Japan

Brazil

Saudi Arabia

India

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 2025 exceeding USD 8 billion).

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

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

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

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

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

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

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

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

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

Initial margin requirements apply to a provider with average (month end)
aggregate notional amount from March, April, and May 2025 exceeding ZAR
8 trillion. (per amended rule pending finalization).
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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 Hong Kong | Finalized 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.
October 27, | South Korea | Finalized go-live of UPI and CDE reporting (Phase 2)
2025
November us SEC: Regulation SBSR relief allowing a security based swap dealer to
08, 2025 report security-based swaps in a manner consistent with the swap
reporting rules of the CFTC is due to expire on November 8, 2025.
https://www.govinfo.gov/content/pkg/FR-2020-02-04/pdf/2019-
27760.pdf
November EU The CRR 2 IMA reporting requirements for market risk will be
15, 2025 applicable from November 15, 2025 in the EU.
Should the EU keep January 1, 2026 as the start date for FRTB, these
reporting requirements will apply for a very short period of time.
However should the EU delay further, IMA reporting will be live until the
start date for FRTB becomes effective.
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
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December exico 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, A alia Basel Ill: Expected implementation of APRA FRTB and CVA risk (APS
2026 116 and APS 180) frameworks.
January 01, gapore With regards to the final Basel Ill reforms in Singapore, the output floor
2026 transitional arrangement of 60% will commence from 1 January 2026.
January 01, EU 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. with a consultation expected in March 2025..
January 01, S\WIvEIERCM 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.
January 01, Under US Prudential Regulations only, initial margin requirements
2026 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
EU (month
Switzerland | Initial margin requirements apply to counterparties whose average
(month-end) aggregate
Initial margin requirements apply to counterparties with an average
UK (month-end) aggregate notional amount from March, April, and May
2025 exceeding GBP 8 billion.
January 04, Expiry of the two-year derogation from margin rules in respect of
2026 noncentrally cleared over-the-counter derivatives, which are single-
stock equity options or index options.
January 04, Expiry of the two-year derogation from margin rules in respect of
2026 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).
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January 04, Expiry of the derogation from margin rules in respect of non-centrally
2026 cleared over-the counter derivatives, which are single-stock equity
options or index options
March T, us Three-month calculation period begins to determine whether the
2026 UK average aggregate notional amount of derivatives for an entity and its
Australia affiliates exceeds the lowest threshold for application or revocation of
Canada initial margin requirements as of the next relevant compliance date of
Hong Kong | either
South Korea
Singapore September 1, 2026, or January 1, 2027 (EU/UK/CHF) or December 31,
Japan 2027 (MX). In the US, this calculation period only applies under CFTC
Brazil regulations. In Mexico, it is only relevant to development banks and
Saudi Arabia | corporates. Brazil is daily and all others are month-end calculation for
Mexico March, April, and May average aggregate notional amount.
June 017, EU Commodity dealers as defined under CCR, and which have been
2026 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.
June 01, us Three-month calculation period begins under U.S. Prudential
2026 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, EU Member States shall transpose 'EMIR" Directive amending UCITS
2026 Directive, Investment Firm Directive and Capital Requirement Directive
as regards the treatment of concentration risk arising from exposures
towards CCPs.
September 1, us Under CFTC rules only, initial margin requirements apply to covered
2026 swap entities with material swaps exposure (average (month-end)
aggregate notional amount from March, April, and May 2026
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 2026 exceeding AUD 12 billion.
Canada
Under both OSFI and AMF guidelines, initial margin requirements apply
to Phase 6 covered entities with average (month-end) aggregate
average notional amount from March, April, and May 2026 exceeding
Hong Kong | CAD 12 billion.
South Korea
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September 1,
2026

December
31,2026

Singapore

Japan

Brazil

Saudi Arabia

South Africa

India

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 1.7 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.

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
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December

31,2026

December

31,2026

December

31,2026

January 1,
2027

January 01,

2027

June 30,
2027

August 12,

2027

January 1,
2028

January 1,
2028

January 1,
2028

January 1,
2028

Mexico

Singapore

Singapore

Singapore

Singapore

China

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.

Treasury clearing mandate goes into effect for eligible cash market
transactions

Extension of Compliance Dates for Standards for Covered Clearing
Agencies for U.S. Treasury Securities and Application of the Broker-
Dealer Customer Protection Rule With Respect to U.S. Treasury
Securities

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.

Treasury clearing mandate goes into effect for eligible repo market
transactions.

sec.qgov/files/rules/final/2025/34-102487.pdf

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.

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

With regards to the final Basel Ill reforms in Singapore, the output floor
transitional arrangement of 72.5% will commence from 1 January
20209.

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

January 1, a
2028

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.

January 1, 3
2028

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.

June 30, EU
2028

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.

January 1,
2029

Singapore

With regards to the final Basel lll 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
Processes

Statement of Good Practice Front Office Supervision of
Wholesale Traded Markets

Standard for Client Onboarding Documentation and
Processes — Annexes

Statement of Good Practice on Governance of
sustainability-linked products

Statement of Good Practice for the Front Office
Supervision of Wholesale Traded Markets

Pre-hedging: case studies

Standard for Sharing of Standard Settlement
Instructions (SSIs)

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

Statement of
Good Practice
Statement of
Good Practice
Statement of
Good Practice
Statement of
Good Practice
Statement of
Good Practice
Case Studies
Statement of
Good Practice

Statement of
Good Practice

Statement of
Good Practice
Transparency
Draft

Spotlight Review

19 December 2024
07 January 2024

19 December 2024
17 December 2024

07 October 2024
26 July 2024
12 July 2024

22 April 2024

22 April 2024

28 February 2024

12 September 2023
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https://fmsb.com/wp-content/uploads/2024/08/20240712_FMSB-Standard-SSI_Final.pdf
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https://fmsb.com/wp-content/uploads/2023/09/Precious-Metals-Compendium-Final.pdf
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EVIA

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

London
Energy
Brokers'

Association

Statement of
Good Practice
Spotlight Review
Spotlight Review
Spotlight Review
Statement of
Good Practice
Spotlight Review
Spotlight Review
Spotlight Review
Annual Report
Spotlight Review
Statement of
Good Practice
Spotlight Review
Statement of
Good Practice
Spotlight Review
Spotlight Review

Spotlight Review

Statement of
Good Practice
Statement of
Good Practice

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

Capital Markets and Market Structure

Systematic internalisers

From March 31, 2025, Sls in bonds and derivatives will no longer need to provide public

quotes.

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.

___ as

Non-equity transparency

New transparency regime for bonds and

derivatives markets enters into force

December 1, 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.
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https://fmsb.com/wp-content/uploads/2021/05/FMSB_Large_Trades_Standard_-FINAL-05.05.21.pdf
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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 3.1  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 announcements) Regulation 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

e announcement of ESMA's conference (5 Feb 2025) “Shaping the future of EU capital markets”
FCA

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

EMIR 3 — key changes

e New Exemptions

e 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 (i) with a third-country
pension scheme arrangement that meets certain conditions.

e Permanent Exemption
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https://www.fca.org.uk/news/press-releases/fca-consults-new-private-stock-market
https://www.fca.org.uk/news/news-stories/fca-publishes-independent-study-establishing-equities-consolidated-tape
https://www.fca.org.uk/news/news-stories/fca-sets-out-next-steps-establishing-bond-consolidated-tape
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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.
e Letters Of Credit
e 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
e 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.
o Active Account Requirement
e 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.
e 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.
Reference f
period for R erence
Number of period for
N Number of CPs under
Classes of derivatives . most relevant CPs over EUR
Category subcategories . EUR 100 -
subcategories bill 100 billion
illion per
derivatives year peryear
EUROTC | Fixed-to-float interest
IRD rate swaps 12 5 6 months 1T month
Forward rate
agreement 12 5 6 months 1 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
EURSTIR | of 3 months interest 4 4 6 months 1 month
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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 S
subcategories - 100 billion
of billion per er vear
derivatives year Pery
rate referenced in
Euribor
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).

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 TCFED-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,

e ESMA delivers final report on equity transparency under MiFID II,

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

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

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

e Join us for ESMA's conference “Shaping the future of EU capital markets” on 5 February 2025 (10
Dec)
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https://www.fsb.org/2024/12/fsb-issues-policy-recommendations-to-enhance-non-bank-market-participants-preparedness-for-margin-and-collateral-calls/
https://www.fsb.org/2024/12/fsb-issues-policy-recommendations-to-enhance-non-bank-market-participants-preparedness-for-margin-and-collateral-calls/
https://www.iaisweb.org/2024/12/iais-global-insurance-market-report-2024-highlights-key-risks-and-trends-facing-the-global-insurance-sector/
https://wmbaleba.sharepoint.com/sites/Users/Shared%20Documents/amcdonald/Compliance%20Files/Comp%20Group%20Monthly%20Meetings/v
https://wmbaleba.sharepoint.com/sites/Users/Shared%20Documents/amcdonald/Compliance%20Files/Comp%20Group%20Monthly%20Meetings/v
https://www.bankingsupervision.europa.eu/press/pr/date/2024/html/ssm.pr241220~07001f3345.en.html
https://www.eiopa.europa.eu/eiopas-financial-stability-report-sees-insurers-and-pension-funds-weathering-complex-and-uncertain-2024-12-12_en
https://www.fsb.org/2024/12/fsb-details-advances-in-global-resolution-regimes-and-unveils-a-list-of-insurers-subject-to-resolution-planning-standards/
https://www.bankofengland.co.uk/prudential-regulation/publication/2024/december/solvent-exit-planning-for-insurers-supervisory-statement
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://finance.ec.europa.eu/news/sustainable-finance-2024-12-06_en
https://finance.ec.europa.eu/news/sustainable-finance-2024-12-06_en
https://www.esma.europa.eu/press-news/esma-news/esma-puts-forward-qas-application-guidelines-funds-names
https://www.fca.org.uk/news/blogs/establishing-trust-sustainable-investment-products
https://www.gov.uk/government/consultations/tcfd-aligned-disclosure-exposure-draft-for-phase-3
https://www.gov.uk/government/consultations/tcfd-aligned-disclosure-exposure-draft-for-phase-3
https://www.esma.europa.eu/press-news/esma-news/esma-consults-proposals-digitalise-sustainability-and-financial-disclosures
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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)

UK MIFID Org Regulation Review; FCA CP 24/24; The FCA published a consultation paper in Q4 20240n the
MIiFID Organisational Regulation.

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

o SYSC 10 conflicts of interest
o Bestexecution and personal account dealing

e “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
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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 FCAs 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 Thereis 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.

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 —
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https://www.fca.org.uk/publications/consultation-papers/cp24-30-new-product-information-framework-consumer-composite-investments
https://kpmgrc.com/newsitem/660379
https://www.fca.org.uk/markets/data-reporting-services-providers/bond-consolidated-tape
https://www.find-tender.service.gov.uk/Notice/038947-2024
https://www.fca.org.uk/publication/external-research/europe-economics-pre-trade-equities-final-report.pdf
https://www.fca.org.uk/publication/corporate/update-equity-consolidated-tape.pdf
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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 strategy 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 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 strategy
letter to firms providing the data reporting services of Approved Reporting Mechanisms (ARMs) 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 notification 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.
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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 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.
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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 identifies
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.

e 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.

o 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.

e 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

o 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.

e 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 last month are currently in draft form and subject to consultation, with responses due
by 27 January.
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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.

1. Why is EMIR being amended again?

2. What is the current status of EMIR 3?

3. What is the active account requirement?

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

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

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

7. 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?

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.

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.

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.

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.

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

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

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

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

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

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

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

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

e The FCA has recalibrated the transparency thresholds with three post-trade LIS thresholds and
deferral durations. For pre-trade, an LIS waiver for orders will be the same threshold as the LIS
threshold applicable to that instrument for post-trade deferrals.

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.
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SOVEREIGN AND OTHER PUBLIC BONDS
Issue DEFERRALS
Asset Class Issuer size Maturity Real-Time LIS 1 (1 Day) 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%
> £2bn
: <=£Im >£1im > £5m > £25m
MSov.e'relglr;an: All All
unicipal Bonds 74% 7% 82% 12% 93% 32% 73% 68%
<£2bn
<=£1m >£1m >£2.5m >£10m
TOTAL 75% 13% 88% 33% 99% 94% 94% 6%
CORPORATE BONDS
I DEFERRALS
ssue
Asset Class Currency size IG/HY Real-Time LIS 1 (1 Day) LIS 2(2Weeks) LIS 3 (3 Months)
Trades Volume Trades Volume Trades Volume Trades Volume
G 88% 27% 97% 50% 99% 71% 1% 29%
Corporate, GBP, > £500m <=£1m >£1m > £5m > £25m
Covered, EUR,USD HY 90% 55% 98% 82% 99% 99% 1% 1%
Convertible & <=£1m >£1m >£2.5m >£10m
Other Bonds All other instruments 76% 24% 97% 60% 99% 81% 1% 19%
<=£0.5m >£0.5m >£2.5m >£10m
TOTAL 84% 28% 97% 54% 99% 75% 1% 25%
ESMA Consultation Subject Consultation Status & Next Steps
_ A Closes on 17 Jan 2025. Final Report expected
RTS 22 and RTS 24 (transaction data reporting Mar 2025 P P
and order book data) — for our overview, see the
October edition of Markets View
Order Execution Policies Closed. Final Report expected by 29 Dec 2024

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

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

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

Closed. Final report expected by 29 Dec 2024

Closed. Final report expected by 29 Dec 2024.

Consolidated Tape Providers and DRSPs Feedback on specification of assessment criteria
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for CTP selection procedure expected by end
2024
Closed. Final Report expected Dec 2024

ESMA Consultation on Commodity Derivatives

New U.K. Short Selling Regime

e U.K. Short Selling Regulations 2025 have been made, repealing and replacing the onshored EU
regime.

e The new government has taken forward existing proposals and proceeded with a regime that is
lighter touch than the EU.

e 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.

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

NEW DISCLOSURE

STRUCTURE FCA POWERS
FCA will receive reports The U.K. is moving certain provisions
privately, and publish from primary or secondary legislation
agaregated short to the FCA rulebook.
positions..

KRevareas

()I NEW DESIGNATION REGIME

NEW NET SHORT di\_.'.c r gchC The regulations establish two designated activities:

POSITION THFESHOL_D ) (1} Entering into a short sale of an admitted share
ificati Thefreglulztlolns re_?uwe (2) Entering into any transaction other than a short
notince 02;:'0 Ze%zncélr e‘;‘;' "30;;2 sale of an admitted share, where an effect of the
< - transaction is to confer a financial advantage on

thereover, 'T‘” th [h: FCA given the person entering into that transaction in the

nie-making powers. event of a decrease in the price or value of an

admitted share
NEW SCOPE

The UK. is removing sovereign
debt and sovereign CDS from
scope.

EUT1 & Accelerated Settlement; Expected UK and EU moves to T+1 in 2027

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

e Inthe 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.

e Expected operational preparations across the industry from 2025 onwards.

e CSDR and Code of Conduct

e Scope
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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 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
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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:

@)

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.

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

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

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

Securities Legislation

EU CSDR

56


https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/06/impact-of-csdr-settlement-discipline-for-the-buy-side.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/06/impact-of-csdr-settlement-discipline-for-the-buy-side.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/06/impact-of-csdr-settlement-discipline-for-the-buy-side.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2021/06/impact-of-csdr-settlement-discipline-for-the-buy-side.pdf

European London
Intermediaries Brokers'
Association Association

2023 2024 2025
XD 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
Councnl and European Parliament consmlenng PRIIPs Amending Regulation adopted
the C ission's May 2023 legisl by the Commission in May 2023
proposals in the Retail Investment Package. expected to apply in 2025.

EU PRIIPs

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

S mmn

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

(AN E L Regulations 2023 separate legislation in  and FCA and PRA rules further changes to their
P I Published 28 2024 with respectto  expected to apply from Q2/Q3 securitisation rules in Q4 2024/Q1
Capital Raising November 2023. due qmgence 2024. 2025.
requirements for
Reforms FCA/PRA Occupational Pension PRA expected to consult in H2 2024 on
consultations closed Schemes revised rules on capital requirements for
30 October 2023, securitisation.

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.

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 UK, 10 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:
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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.

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

Monitor trends to help identify and mitigate risks, such as fraud and AML, and

implement the travel rule.

FCA Crypto Roadmap

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

Q12020

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

Intermediation rules including order
handling and execution requirements

Lending rules including ownership,
access and disclosures

Financial Stablecoins
Promotions | issuance and Staking including ownership and
rules go live custody disclosures

Prudential considerations for
cryptoasset exposures

O

Q42024 Q1/Q2 2025

Conduct and firm standards

for all Regulated Activities

Order (RAO) activities

Systems and controls including
Operational Resilience and Financial
Crime

Consumer Duty
Complaints
Conduct (COBS)

Governance including Senior Managers
and Certification Regime (SMCR}

Q42025/
Q12026

Q32025

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

Final rules
AllPolicy Statements
published

PS Regime
go-live

Gateway
opens

Money Laundering
Regulations
legislaticn applies

Key

Q42023

Admission and disclosures
Admission/rejection
processes

Stablecoins
Backing assets

Redemption

Custedy
Recordkeeping

Disclosures
Liability
Due diligence Reconciliations

National Storage
Mechanism (NSM)

Segregation of assets
Use of 3rd parties
Market abuse

Prudential
Systems and controls

Introduction of a new prudential
sourcebook, including capital
liquidity and risk management

Information sharing

Inside information
disclosure

Discussion Consultation Policy
| o Eewl CP kil St

Crypto

Admissions and

Disclosures
As per DP staking

As per DP
Market Abuse sperbiy
As per DP Resolution

Groups

Reporting

2026

+“—>
Gateway
readiness

Trading platforms,
intermediation, lending and

Remaining material for
prudential sourcebook

FSB: FSB notes significant progress in monitoring, regulating and supervising crypto-asset

activities in France (11 Dec)

BoE: The role of central bank digital currency in an increasingly digital economy (13 Dec)
PRA: Data collection on firms’ exposures to tokenised assets, stablecoins and other cryptoassets

(12 Dec)
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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)

e 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)

Al, Digital finance, SupTech, RegTech & FinTech

The first provisions of the EU Al Act — prohibited Al practices and Al literacy — started to apply from 2
February 2025.

Last week, the European Commission issued guidelines on the definition of ‘Al system’ and on each of the
prohibited Al practices.

Al's on the Prize: New Call for Evidence; The UK Treasury Committee published a Call for Evidence on
artificial intelligence in financial services on 03 February 2025. According to the Bank of England, 75% of
firms are already using Al, with a further 10% planning to use it over the next three years. The Committee's
driver here is to understand how the UK can strike the balance between utilising Al's immense opportunities
while mitigating threats to financial stability and customers.

e The consultation topics are limited to five general questions:

o How is Al currently used in different sectors of financial services and how is this likely to
change over the next ten years?

o To what extent can Al improve productivity in financial services?

What are the risks to financial stability arising from Al and how can they be mitigated?

o What are the benefits and risks to consumers arising from Al, particularly for vulnerable
consumers?

o How can Government and financial regulators strike the right balance between seizing the
opportunities of Al but at the same time protecting consumers and mitigating against any
threats to financial stability?

e The broad scope matches the staggeringly broad impact that Al could have for the industry. Within
this, there will clearly be implications for financial markets and market participants, including
opportunities around enhanced trading strategies and processes, but also risks of potentially
increased market volatility and disorderliness. We know this is a major area of focus for many of
you.

e Responses to the call for evidence are due by 17 March 2025.
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The EBA Assesses Potential Benefits and Challenges of Tokenised Deposits; The EBA's report on tokenised
deposits explores the integration of Distributed Ledger Technology (DLT) into deposit-taking activities by
credit institutions. Tokenised deposits can be “native” tokens (operating entirely on DLT) or ‘non-native” tokens
(linked to assets outside the DLT). Globally, interest is growing due to the potential benefits of
programmability, such as increased transaction efficiency and enhanced compliance with anti-money
laundering and counter-terrorism financing (AML/CFT) measures. However, challenges remain, including
regulatory ambiguities, operational risks, and financial inclusion concerns.

¢ Regulatory Perspective: Tokenised deposits are treated as traditional deposits under existing EU
frameworks like the Capital Requirements Directive (CRD) and Regulation (CRR). They are distinct
from electronic money tokens (EMTs) regulated under the Markets in Crypto-Assets Regulation
(MIiCAR).

e Benefits: Use cases demonstrate efficiency gains from programmability, enabling automated,
transparent, and secure transactions. These could include real-time settlements and integrated
financial infrastructures.

e Challenges: Issues arise in consumer protection (e.g., digital literacy), regulatory definitions
distinguishing deposits from EMTs, operational risks inherent in DLT, and the potential liquidity
risks linked to programmability.

e The EBA concludes that while there is no immediate need to adjust the regulatory framework,
consistent monitoring and analysis are crucial. A harmonized classification approach, consumer
education, and operational safeguards are needed to address risks and foster innovation
responsibly

European Commission publishes guidelines on prohibited Al; On 4 February 2025, the EC issued draft
guidelines clarifying prohibited Al practices under the AIA (effective since 2 February 2025).

e The guidelines — which are ¢.140 pages — provide guidance on interpreting and applying the AIA
prohibitions on subliminal, deceptive and manipulative techniques, social scoring, emotion
recognition in workplaces / education, facial recognition databases and sensitive biometric
categorisation.

e Read more about the prohibited Al guidelines here or watch our webinar to understand the key
points arising out of the guidelines.

European Commission releases guidelines on Al system definition; On 6 February 2025, the EC also
released draft guidelines on the definition of Al system’under the AIA. These guidelines aim to help
organisations determine whether their software systems qualify as ‘Al systems” under the AIA.

e The guidelines provide helpful clarity on the key elements of the “Al system” definition and they
confirm that certain techniques are likely to fall outside of the definition.

e Read more about the Al system guidelines here or watch our webinar to understand the key points
arising out of the guidelines.

Key outcomes of Paris Al Summit: 60 countries sign Al declaration, EU commits to spend €£200bn on Al
and Singapore announces new Al safety initiatives; During the Al Action Summit in Paris (the Al Summit),
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which took place from 10 to 11 February 2025, 60 countries, including France, China and India, signed the Al
Summit's declaration on ‘inclusive and sustainable’ Al. The declaration emphasised an ethical approach to Al
development, with commitments to transparency, safety, and addressing the growing concern over Al's
energy consumption. While the UK and US chose not to sign, citing concerns over national security and the
lack of practical clarity on global governance, the overall support for the declaration highlighted a broad
international commitment to responsible Al development.

e During the Al Summit, the EU also unveiled the launch of InvestAl, a new initiative to mobilise €200
billion for investment in Al. The initiative includes the creation of a new European fund worth €20
billion to support the development of Al gigafactories across Europe, which will play a central role
in advancing Al by enabling the development of the most complex Al models for fields like
medicine and science.

e Theinitiative will fund four Al gigafactories equipped with the latest Al chips, and will play a critical
part in Europe’s Al strategy, including by creating the conditions required for innovation and the
development of trustworthy Al. The European Commission also disclosed its plans to establish a
European Al Research Council and an ‘Apply Al' initiative to drive Al adoption across industries.

e Read more about InvestAl here.

e Finally, Singapore announced new Al governance safety initiatives to enhance the safety of Al
applications. These include the Global Al Assurance Pilot to develop best practices for testing
generative Al, a joint testing report with Japan assessing large language models (LLMs) in multiple
languages, and the Singapore Al Safety Red Teaming Challenge Evaluation Report, which tests
LLM safeguards for cultural and linguistic biases in the Asia-Pacific region.

European Commission publishes repository on Al literacy; On 4 February 2025, the EC launched a new Al
literacy repository to support the implementation of Article 4 of the AIA, which requires Al system providers
and deployers to ensure sufficient Al literacy for their staff.

e The repository, compiled by the EU Al Office, gathers examples of ongoing Al literacy practices
from organisations participating in the Al Pact. These practices are categorised by implementation
stage (fully implemented, partially rolled out, or planned), and serve as a resource to encourage
learning and knowledge-sharing among Al stakeholders. The list will be regularly updated with new
practices.

o While adopting practices from the repository does not guarantee compliance with Article 4, it aims
to foster exchange and collaboration. In addition, the EC clarified that the publication of these
practices does not imply endorsement or evaluation.

e Therepository is part of the EU Al Office’s broader effort to support Al literacy and implementation
of the AIA.

e Access the full EU Al Office Repository of Al Literacy Practices here. Read about our dedicated Al
literacy programme here.

European Commission withdraws Al Liability Directive; On 7 February 2025, the EC confirmed the
withdrawal of the Al Liability Directive (AILD) from further consideration, as outlined in its finalised 2025 work
programme. The proposed AILD sought to harmonise across the EU the liability framework for compensating
harm caused by Al-related incidents.
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e The EC stated that it could not foresee an agreement on the directive and will instead assess
whether an alternative proposal or approach should be pursued in the future. This decision, along
with the withdrawal of the ePrivacy Regulation, might signal the EC'’s shift away from more
aggressive regulation in the digital space.

e Inthe absence of the AILD, the existing Product Liability Directive will continue to govern Al-related
liability matters, alongside national civil law. While non-contractual civil liability for Al could be
proposed at a later date, no immediate changes are expected.

EDPB creates task force on Al enforcement; On 72 February 2025, the European Data Protection Board
(EDPB) established a new task force on Al enforcement during its plenary meeting. This task force expands
the scope of the existing ChatGPT task force to cover Al-related data protection issues under the GDPR. It
aims to coordinate the efforts of data protection authorities (DPAS) in addressing urgent Al matters, ensuring
that Al technologies comply with data protection principles.

e The task force will also set up a quick response team to handle sensitive Al-related issues quickly
and efficiently, and will be able to support DPAs in navigating the complexities of Al while
maintaining strong data protection standards.

e In addition to the Al enforcement task force, the EDPB also adopted a statement on age assurance,
which outlines 10 principles to ensure compliant data processing when determining the age of an
individual in order to protect minors. The EDPB is also collaborating with the EC on age verification
within the framework of the Digital Services Act.

High-risk Al bill in Virginia, USA passes key legislative hurdle; On 4 February 2025, the General Assembly of
Virginia narrowly passed House Bill 2094, the ‘High-Risk Artificial Intelligence Developer and Deployer Act’ (the
Bill), by a vote of 51-47. The Bill requires developers and deployers of high-risk Al systems to take steps to
mitigate algorithmic discrimination, including implementing risk management policies, conducting impact
assessments and disclosing key information to consumers when interacting with Al systems.

e The Bill targets Al systems used in critical sectors like employment, healthcare and housing. Most
notably, it imposes civil penalties for non-compliance, including fines ranging from $1,000 to
$10,000, and a 45-day cure period for businesses to address violations.

o If passed, the Bill is set to take effect on 1 July 2026.

CNIL publishes recommendations on responsible use of Al ; On 7 February 2025, France’s data protection
authority, the Commission Nationale de I''lnformatique et des Libertés (the CNIL), published new guidelines
concerning Al and its interaction with data subjects’rights under the GDPR. These guidelines focus on two
key areas: (1) providing information to data subjects, and (2) the exercise of their rights. Key highlights
include:

« Information to data subjects: The CNIL clarified that information should be clear, concise and
easily accessible, particularly for complex Al tools. It recommends using visual aids like graphs to
explain data usage and Al functionality, and states that information concerning data retention
periods and the rights of individuals should be provided.

o Exercising data subject rights: The CNIL advises that, where a data controller cannot identify a data
subject, efforts should be made to allow the subject to provide additional information for
identification. For data subject access requests, controllers should perform a case-by-case
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analysis on the information they provide, including on the sources of data. The CNIL also
emphasises that data used to train Al models should be anonymised whenever possible.

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

Authorised
representative of a
non-EU provider

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.

A natural or legal EU person who has received and accepted a written mandate
from a provider of an Al system or GPAI model to perform and 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

Description

Minimal risk | Al systems are free from regulatory obligations under the Al Act.
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Risk Level Description

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
High risk 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>

Limited risk

Unacceptable
risk

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 Financial institutions \

announcement that it will should look out for the
consult on legislation to bring U.K. government’s:
in requirements for the largest + consultation on applying

Al models, the UK. 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
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State of play: How is Al regulation progressing globally?
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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
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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.

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.

e 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 II" 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 year. 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’”

e 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.

e 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 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
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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.

Sanctions & Financial Crime
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Conduct / Enforcement / Reporting

—

2.

U.K:SM&CR

Expectedin 2025

0.—

Outcome of SM&CR Review by HMT, PRA
and FCA

é.—

Consultation on removing the
Certification regime

+ Wil firms still have to internally assess
staff, under a less burdensome regime?
Or will the assessment requirement be
removed entirely?

U.K: SM&CR

LEBA

03

Implementation for CCPs, CSDs

and exchanges

+ SM&CR extended to these FMI under
FSMA 2023

+ Should align with the outcome of the
SM&CR review

SENIOR MANAGER FUNCTION (PRA AND FCA)

CERTIFICATION FUNCTIONS

Chief Executive Officer

Chair of Governing body
Chief Finance

Executive Director
Chief of Risk Commitiee MLRO
Chair of Audit Committee
Chief Risk

Chair of the Remuneration
Committee

Head of Internal Audit

Chair of the Nomination
Committee

Group Entity Senior Manager
Chief Operations

Other Overall Responsibility

Significant Management Function

Proprietary traders

Head of Key Business Area

CASS Operational Oversight Function

Senior Independent Director

Functions subject to qualification requirements

Compliance Oversight

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

U.K.: Enforcement

Q1 2025: FCA final new approach to publicising enforcement investigations

London
Energy
Brokers'
Association

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 o
Event type ST ISO 15022 definition Reportable ? Remarks
event code .
Funds related event in which the income (for example
accumulation units) that accrues during an accounting -
. 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 combinedatthe  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 4
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. qu\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  No
n Issue proportion to their holding. plus
Article 2(5)(h)
_ A A 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 :nStrun_]l_eOn_lt\r;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 o
C-apltg Galns CAPG assets, for example, Shareholders of Mutual Funds, Unit ~ N/A Nf? position
Distribution Trusts, or Sicavs are recipients of capital gains change
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distributions which are often reinvested in additional

shares of the fund.

Increase of the current principal of a debt instrument

without increasing the nominal value. It normally arises -

from the incorporation of due but unpaid interest into the 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 NoO position

corporate action details. change

Situation where interested parties seek restitution for -

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 ’C\‘ﬁaazseltlon

Procedure that aims to obtain consent of holder to a N

proposal by the issuer or a third party without convening N/A NoO position

a meeting. For example, consent to change the terms of change

a bond.

. N . Article 2(5)(i) -
Conversion of sequnnes (generally convernblg bonds or mandatory event;
preferred shares) into another form of securities (usually ~ NoO .
common shares) at a pre-stated price/ratio. 30 'hYeStmem

eclsion
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 takefup u?rzssge? sh;a;e}s ata tJi[mS \/t\{hick;]islgive or moret Article 2(5)(i) -
years from the date of the grant. Option holders are no .
members of a company. They are contingent creditors of No mahdatory 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 credit derivative for which the issuer of 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 N
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 warrantsandbondor ~ No  Article 2(5)(h)

warrants and equity. Units may be broken up at the
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request of the security holder or based on market
convention.
Failure by the company to perform obligations defined as No position
Bond Default DFLT default events under the bond agreement and that have  N/A h
not been remedied. change
; . Security is no longer able to comply with the listing i
Tra.dmg Status: DLST requirements of a stock exchange and is removed from  N/A No position
Delisted official board quotation. change
Securities are redeemed in part before the scheduled final . .
maturity date. It is done without any pool factor reduction. AmClde 2(5)(1) -
. The redemption is reflected in a debit of the face amount manaatory event;
Drawing DRAW (FAMT). Drawing is distinct from partial call since drawn No no investment
bonds are chosen by lottery. Therefore, not every holder decision
is affected in the same way.
Cash Distribution Distribution to shareholders of cash resulting from the No position
From Non-Eligible DRCA selling of non-eligible securities, for example, in the frame ~ N/A h
Securities Sales of a depositary receipt program. change
Dividend payment where holders can keep cash or have
dend the cash reinvested in the market by the issuer into
Dividen additional shares in the issuing company. To be .
Reinvestment DRIP distinguished from DVOP as the company invests the No  Article 2(5)(l)
dividend in the market rather than creating new share
capital in exchange for the dividend.
Requirement for holders or beneficial owners to disclose No position
Disclosure DSCL their name, location and holdings of any issue to the  N/A h
issuer. Change
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 .
Dutch Auction DTCH specific price range. The acquiring party will buy from the Equities Article 2(5)(n)
holder with lowest offer. -Yes
Distribution of cash to shareholders, in proportion to their N
. equity holding. Ordinary dividends are recurring and No position
Cash Dividend DVCA regular. Shareholder must take cash and may be offered N/A change
a choice of currency.
Distribution of a dividend to shareholders with a choice of
benefit to receive. Shareholders may choose to receive
Dividend Option DVOP  shares or cash. To be distinguished from DRIP as the  No  Article 2(5)(I)
company creates new share capital in exchange for the
dividend rather than investing the dividend in the market.
Article 2(5)(i) -
mandatory receipt
Scri of rights
Divigend/Pa ment DVSC Dividend or interest paid in the form of scrip. No
y plus
Article 2(5)(h)
Article 2(5)(i) -
Stock Dividend DVSE Dividend paid to shareholders in the form of equities of No mandatory event;

the issuing corporation.

no investment
decision
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Exchange of holdings for_other securities and/or cash. Article 2(5)(i) -
The exchange can be either mandatory or voluntary mandatory event;
involving the exchange of outstanding securities for ~ NO . '
different securities and/or cash. For example, "exchange no 'nYeStmem
offer’, "capital reorganisation” or "funds separation". decision
Exchange of holdings for other securities and/or cash. Bonds -
The exchange can be either mandatory or voluntary NoO
involving the exchange of outstanding securities for Equiti Article 2(5)(n)
different securities and/or cash. For example, "exchange quities
offer", "capital reorganisation” or "funds separation". -Yes
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 No  Article 2(5)(h)
(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 No position
security. After extension, the security details may differ ~ N/A h
from the original issue. An issuer initiated extension may change
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  No  Article 2(5)(h)
predetermined period of time (which usually corresponds
to the life of the issue).
Increase in the face value of a single security. The number N/A No position
of circulating securities remains unchanged. change
Information provided by the issuer having no N/A No position
accounting/financial impact on the holder. change
Interest payment distributed to holders of an interest N/A No position
bearing asset. change
A distribution of cash, assets or both. Debt may be paid in Instrument no
order of priority based on preferred claims to assets  N/A | TOTV
specified by the security. onger
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, before no investment
final maturity. decision
Annual general meeting. N/A Elﬁaazzltlon
Ethange of outstanding securities, initiated by the issuer Article 2(5)(i) -
which may include options, as the result of two or more mandatory event;
companies combining assets, that is, an external, third No '

party company. Cash payments may accompany share
exchange.

no investment
decision
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Exc_hange of outstanding securities, initiated by the issuer Bonds -
MRGR which may include options, as the result of two or more NoO
Merger (CHOS/  companies combining assets, that is, an external, third Equiti Article 2(5)(n)
VOLU) partﬁ/ company. Cash payments may accompany share qL\J('e':S
exchange. -
No position
change
Offers that are not supervised or regulated by an official (any consequent
db ffered b f y| brok tion bet

A entity and being offered by a party, for example a broker, action between

Non-Official Offer  NOOF usually at'a'discount price, for'example broker offer, mini- N/A investor and
tender, mini odd lot offer or third party offer. offeror would not
be a corporate
action)
Odd Lot
Sale or purchase of odd-lots to/from the issuing
Sqlg/Purchase ODLT company, initiated either by the holder of the security or ~ No  Article 2(5)(h
Initiated by the
hold y through an offer made by the issuer.
older
Odd Lot . A — p A Bonds -
ale or purchase of odd-lots to/from the issuing
Sale/Purchase ODLT company, initiated either by the holder of the security or N.O. Article 2(5)(n
Offer made by the Equit
) y through an offer made by the issuer. quities
Issuer -Yes
Ordinary General . No position
. OMET Ordinary general meeting. N/A
Meeting y9 g / change
Other Event OTHR Other event, use only when no other event type applies, for ) Case-by-case
example, a new event type. determination
Occurs when securities with different characteristics, for
example, shares with different entitlements to dividend or ) .
voting rights, become identical in all respects, for Article 2(5)(i) -
i example, pari-passu or assimilation. May be scheduled in mandatory event;
Pari-Passu PARI advance, for example, shares resulting from a bonus may No no investment
become fungible after a pre-set period of time, or may decision
result from outside events, for example, merger,
reorganisation, issue of supplementary tranches, etc.
Partial Redemption ?ecluritief atre (rjectjee?ed |(;1 part btiforte their scklwefdulted
. inal maturity date. It is done without any pool factor .
Without Pool . PCAL reduction. The redemption is reflected in a debit of the No  Article 2(5)(h)
Factor Reduction face amount (FAMT).
. Article 2(5)(i) -
Partial Issuer has money set aside to redeem a portion of an mandatér)(e)vent'
Defeasance/Pre-  PDEF issue and the indenture states that the securities couldbe ~ No . y '
Funding called earlier than the stated maturity. no 'm_/eStmem
decision
Article 2(5)(i) -
. Interest payment, in any kind except cash, distributed to mandatory event;

Pay In Kind PINK holders of an interest bearing asset. No no investment

decision
Changes in the state of incorporation for US companies o
:Dlace of . PLAC and changes in the place of incorporation for foreign ~ N/A No position
ncorporation companies. Where shares need to be registered following change
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the incorporation change, the holder(s) may have to elect
the registrar.
An !nstalment towards the purchase of equity capital, No position
subject to an agreement between an issuer and a N/A h
purchaser. change
Securities are redeemed in part before their scheduled i
final maturity date. The redemption is reflected in a pool ~ N/A Nl’? 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 Nho 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 N
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 NoO 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 porporate event pays shargholders an amou.nt. in No position
cash issued from the shares premium reserve. Itis similar ~ N/A h
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
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A distribution of securities issued by another company. Article 2(5)(i) -

o The distributed securities may either be of a newly mandatory event;

Spin-Off SOFF created or of an existing company. For example, spin-off, No no investment
demerger, unbundling, divestment. decision

i Increase in a corporation's number of outstandin Article 2(5)(i) h

Stock Split/Change _ 9

in Nominal SPLF equities without any change in the shareholder's equity or N mandatory event;

Value/Subdivision the aggregate market value at the time of the split. Equity © no investment
price and nominal value are reduced accordingly. decision

Reverse Stock Decrease in a company's number of outstanding equities Article 2(5)(i) -

: . 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 price and nominal value are increased accordingly. decision
Trading Status: o No position

SUSP Trading in the security has been suspended.
Suspended g y P N/A change
I Article 2(5)(i) -
Tender/Acquisition TEND An offer made to holders by a third party, requesting them )0 .
; ] mandatory event;
/Takeover/ MAND to sell (tender) or exchange their securities (squeeze out ~ NO .
Purchase Offer ( ) stage) no investment
decision
Tender/Acquisition TEND A offer made 16 holders by a third oart et BONngS .
n offer made to holders by a third party, requesting them :
é’zigﬁggzréffer S/COT(L)E/ 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 :gigrgﬂ?$co
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 i
Special General XMET Extraordinary or special general meeting. N/A Cf?aa(g)jzl on

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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Operational resilience

UK

EU

PRA/FCA Consultation Paper 26/23

‘Operational Resilience: Critical Third Parties to
the UK Financial Sector’ published on 7
December 2023

Second UK Consultation paper expected Q4

This will include how and when data is collected on
the use of third parties and will overlap with
existing outsourcing notification requirements.

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

ICT risk management framework
Classification of ICT-related incidents

Harmonised templates for the register of
information

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

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

¢ March 2025
Int i
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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

Vil
Viil.

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

OpRes - DORA Linklaters; DORA deadline day arrives: Here are five things firms still need to
do — 16 Jan
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Prudential & Risk

CRR3/CRDV]

2023 2024 2025
EDEDIXD I I
BRRD Daisy Chain Formal adoption of EBA work to deliver The CRR3 Member states must
amendments Regulation provisions CRR3/CRDVI package and CRR3/CRDVI mandates Regulation is to adopt and publish
consequential on on indirect publication in Official Journal ongoing. apply (with measures
BBl the Daisy Chain  subscription of expected May 2024. limited implementing the CRI)
Regulation had to internal MREL eligible : ’ exceptions) from VI Directive 18 months
be broughtinto  instruments within Formal adoption of the Daisy 1 January 2025. :r‘:"" “"f dfate of “—2 .
force by 15 resolution groups Chain Directive expected in Q2 trly Itr;lo force and to
November 2023. apply from 2024. appyriose measires
: Y from the following day.

1 January 2024.

UK CRR/BASEL 3.1 IMPLEMENTATION

2023 2024 2025

Basel 3.1 - PRA first Basel 3.1 — HMT Basel 3.1 - PRA Basel 3.1 - Third Cryptoasset Basel 3.1 - UK

Policy Statement expected to second Policy PRA Policy exposures - BCBS implementation
TV IER] .(PS17/23) published Publish draft Statement expected ~ Statement expected Standards (SCO60) date —1 July

W December2023.  secondary Q22024. following publication on prudential 2025.

Implementation f d.

SDDTs — PRA first legislation in of secondary treatment of

5= st 2024. = legislation by HM
Policy Statement SDDTs=TRA P fans o reasury. cryptoassets to be
consult on capital implemented by 1

(PS15/23) published

elements of the regime January 2025.
December 2023. in Q2 2024.
2023 2024 2025
X =D

EBA report on EBA exp dto ission reports on various The first data on the diversity

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

treatment of benchmarking of 26 June 2024. EBA GLs is expected to be
IFDAFR ESG-related diversity practices in rePoned in 2025 with a "

assets 2024. EBA report on convergence and 2 date of 31 D

published gender-neutral remuneration 24.

October 2023. policies expected Q2 2024.

UK INVESTMENT FIRMS PRUDENTIAL REGIME (IFPR)

UK RING FENCING REGIME

2023 2024 2025
DI I ICIDICED
HM Treasury CP on HM Treasury PRA expects to HM Treasury expected to issue
near term reforms expects to bring in H1 k on alignment of ring-fencing

RING FENCING and PRA CP20/23 forward secondary 2024 the changes and resolution regimes in H2 2024.
REGIME both closed legislation to consulted on in
d November2023.  gfroct near-term  CP20/23.
i ¢ reforms.
PRA review of ring- Legislative changes to effect the near-term reforms will
fencing rules due by - take effect as soon as Parliament approves them.

31 December 2023.
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https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-the-new-eu-prudential-regime-for-investment-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-the-new-eu-prudential-regime-for-investment-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-the-new-eu-prudential-regime-for-investment-firms.pdf
https://www.cliffordchance.com/content/dam/cliffordchance/briefings/2019/12/ifr-ifd-the-new-eu-prudential-regime-for-investment-firms.pdf

European London
Venues & Energy
Intermediaries Brokers'
Association Association

DORA Implementation; It's here; How is it being implemented across the EU Member States;
17February2025.pdf

Webinar link:

https://event.on24.com/wcc/r/4850806/37DC2F6DF649D65B9F7068D9FC3966D2?mode=login&email=a
mcdonald@evia.org.uk

- Germany simmons

*simmons
Guidelines
« 8 July 2024: BaFin issued a supervisory notice providing implementation guidelines for DORA:
— Non-binding

—» Aim: support companies in implementing the DORA requirements for regular ICT risk management (Articles 5 - 15
DORA) and ICT third-party risk management (Articles 28 - 30 DORA)

—» Content: Implementation instructions, Overview of minimum contractual contents that supervised companies
must agree with ICT third-party service providers

Circulars
= VAIT, ZAIT and KAIT: BaFin repealed these circulars with effect of 16 January 2025

BAIT:
- Chapter 11 BAIT: repealed with effect of 16 January 2025
- BAIT twill be fully revoked by 31 December 2026

- National regulations on outsourcing remain unchanged, including notification and registration obligations (see also
Recital 29 DORA: “Those principles are complementary to the sectoral law applicable to outsourcing”)

DORA has been implemented through the Financial Market Digitalisation Act (Finanzmarktdigitalisierungsgesetz
(FinmadiG).

— Adopted 18 December 2024

- The German Federal Financial Supervisory Authority (BaFin) and the German Bundesbank play a crucial role in the
implementation and monitoring of DORA.

—» Monitor compliance by German financial institutions and ICT third-party service providers
—» In the event of violations, BaFin can issue orders that are appropriate and necessary to ensure compliance
—» Among other instruments, BaFin may order an investment management company to:

o Cease and desist

o Take corrective and remedial action if necessary

*  The level of fines for breaches is significant (fines up to €5 million - depending on the offence)

- Option to impose criminal penalties, potentially in lieu of administrative penalties, with competent authorities having
access to information related to criminal investigations and proceedings (Art. 52)
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iﬁi Spain simmons
S

*simmons

DORA has been included, together with other initiatives regarding the EU Digital Finance Strategy, in the Draft Bill on
the Digitalisation and Modernisation of the Financial Sector (Anteproyecto de Ley de digitalizacion y modernizacion

del sector financiero.)
— Published 17 December 2024

= The Draft Bill covers a wide range of participants, including payment system operators, payment scheme operators,
electronic money payment arrangement operators, and payment processors in Spain

« The Draft Bill includes amendments to the sanctioning regime of various regulations

—» Depending on the severity of offence and the type of entity, the level of fines for breaches is significant (fines up
to €10 million in case of credit institutions or €6 million for management companies)

Guidelines

«  CNMV: g December 2024: Reporting of major incidents and significant cyber threats
—» System in process for collecting notifications through its Virtual Office (CIFRADOC), requiring a legal person
certificate for submissions

— Temporary system following a specific template provided by CNMV based on RTS/ITS
— Inform the CNMV via the cybersecurity mailbox of the intention of the entity to send a notification

« DGSFP: Reporting of major incidents and significant cyber threats
—» The telematic procedure TEL242 is available on the Electronic Office
— Communication following a template provided by the DGSFP

Other

CNMV published results of a self-assessment exercise carried out by 245 entities

—» Covers main aspects of operational resilience included in the European DORA
— The report also includes recommendations, expectations, regulatory issues worth highlighting and references to
support materials of technical nature that may be helpful in the implementation of DORA
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. . Ireland sgimmons

The Central Bank of Ireland has confirmed the following in its capacity as national competent authority under DORA:

* DORA Registers of Information
o Irish firms must submit Rols between 1-4 April 2025 based on information as of 31 March 2025
o CBI will publish a system guide on how to submit an Rol via the CBI Portal in March 2025
o Pre-enrol with the Portal in advance of changes to the MFA mechanism: MFA Pre-Enrolment Guidance

* Major ICT-related Major Incident and Significant Cyber Threat Reporting
o The CBI has created a dedicated site for Major ICT-related Incident and Significant Cyber Threat submissions
o This site contains links to the reporting templates and a “How To” guide on reporting

» Threat-Led Penetration Testing (TLPT)

o The CBI announced in December 2024 that it would begin engaging directly with in-scope firms on TLPT in the
coming weeks

Netherlands simmons

*simmons

DORA has been implemented through an Implementing Governmental Decree and an amendment to the Financial
Supervision Act.

— Entry into force: 17 January 2025

The Dutch Authority for the Financial Markets (AFM) and the Dutch Central Bank (DNB) are appointed as the relevant
supervisory authorities in respect of DORA (including for threat-led penetration testing)

The authorities have strong enforcement powers:

o Imposition of cease and desist orders, subject to penalties

o Imposition of fines ranging from €10,000 to €5 million, depending on the type of violation
o Qption to publish the offence and the name of the offender

Reporting of incidents:
o Enabled through the respective website portals of the authorities
o Entities under NIS2 must also report to relevant national CSIRT

Enforcement actions

o Focus of authorities is on obtaining Registers of Information
o Entities subject to TLPT to be designated in Q1 2025

o 'Good Practice Information Security’ guidelines to be revoked
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Luxembourg +Zimmons

DORA has been adopted under the form of a single law of 1 July 2024, amending several sectorial laws to implement

requirements within the existing frameworks.
— Adopted on 1 July 2024

The 2024 Law appoints the National Authority for the Financial Sector (CSSF) and the National Authority for the
Insurance Sector (CAA) as the two supervisory authorities

Powers of supervision and investigation

Sanctions

o Different types of instruments : cease and desist

o Administrative fines: up to €5 million or 10% of the annual turnover, including administrative fines against
members (individuals) of the management body and any other individual responsible for the breach

CSSF Press Release: 5 December 2024 DORA Regulation - reminder and advice on preparedness
— Reminding FE to have a LEI code for reporting purposes
—» Notification process “eDesk” platform: creation of the eDesk role of “IT Incident Notifier” before 17 January
— Existing ICT contracts:
o no need to notify previous agreements already notified (critical ICT outsourcing)
Agreements not already notified shall be listed in the Rol

CSSF Press Release: 15 January 2025: Entry in application of DORA Regulation on 17 January 2025
— Incident reporting:
o notification to the CSSF in case of outsourcing the reporting obligation
o Identification of FE entities which need to report during WE and bank holidays in February 2025
— Register of Information: to be submitted to the CSSF from 1 April 2025 to 15 April 2025 via eDesk

CSSF 24/847 Major ICT-related incident notification, DORA Major ICT-related incident and significant cyber
threats reporting - User Guide: updated as of 17 January 2025
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IFR/ CRR/ CRD6 & Operational Risk, Resilience

What's coming up for the UK and EU capital regimes?

REVISED UK BASEL 3.1

IMPLEMENTATION END OF BASEL 11l

OUTPUT FLOOR

DATE
EU CRR I EU CRD VI PHASE IN
APPLICATION APPLICATION PRA announced on 17 January a
Applies final Basel Il standard: further delay to UK. Both the EU and U.K. propose the
pPp! Iesil "j? 351'3 stan 23622 Applies generally from 11 implementation of ‘Basel 3.1 until output floor be fully implemented

generally™ rom 1 January January 2026 1January 2027 by 1January 2030.

EU CRR 111 U.K. SDDT CAPITAL

APPLICATION REGIME

*FRTB standards application 1January 2027 implementation
deferred until 1 January 2026 anticiapted

BCBS STANDARDS ON
PRUDENTIAL
TREATMENT OF
CRYPTOASSET
EXPOSURES

Intended implementation date 1
January 2026

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

Transferring CRR provisions to PRA rulebook and statements of policy
HMT restatement of equivalence regimes

Review of leverage ratio requirement thresholds

Amendments to large exposures framework

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
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4 year transitional period on merger/acquisition

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,

e 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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https://www.fca.org.uk/publication/consultation/cp24-28.pdf
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Green finance, ESG & Disclosures

B\ B\ N\

European Commission has Proposals are expected to Intention is not to change content of
proposed an Omnibus Regulation include streamlining of EU the law, but to reduce burdens and
simplification package to be Taxonomy Regulation, Corporate duplication of requirements.
published on 26 February 2025. Sustainability Reporting Directive

and Corporate Sustainability
Due Diligence Directive.

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.

REPORTING FOR THE FOR FINANCIAL YEARS
WHICH UNDERTAKINGS? FIRST TIME IN? STARTING ON OR AFTER?
Large EU undertakings/parents of a large group which are “public interest entities” 2025 1January 2024
(“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 1January 2025
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 1January 2026
non-complex institutions and captive insurance undertakings
Certain EU subsidiaries and EU branches of third country undertakings in scope 2029 1January 2028

of Art. 40a, CSRD (i.e., that have material EU business)

e EU Corporate Sustainability Due Diligence Directive
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(among others) large EU companies and large non-EU companies

{é‘; 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 U.K. considers whether
to follow the suit of the EU:
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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.
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.
Anti-Greenwashing
o HMT consultation on value of a taxonomy closes on 6 February 2025.
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.
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.
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).

ESG; As we enter the Lunar Year of the Snake, a symbol of transformation and renewal, the
global landscape on sustainability policy is poised for change.

A key development to watch will be the EU's proposed Omnibus package aimed at streamlining
sustainability-related reporting obligations under key EU regulations such as the EU Taxonomy,
Corporate Sustainability Reporting Directive (CSRD) and the Corporate Sustainability Due Diligence
Directive (CSDDD). However, given the time and resource already invested in agreeing and adopting
these regulations, there are concerns on the merits of re-opening these legal texts for renegotiation
as highlighted in an open letter to the European Commission signed by companies such as Nestlé
and Unilever.

Across the Atlantic, President Trump's proposed tariffs on Canada, Mexico, and China could have
far-reaching economic impacts, particularly on clean energy industries such as electric vehicles,
solar, batteries and wind not least as all three countries are key producers of essential grid
components needed for clean energy expansion. The tariffs coupled with a move to end EV
subsidies has sent ripples through the manufacturing industry who expect this will result in mass
layoffs and higher prices for US consumers.

91


https://contact.foxwilliams.com/e/preofwwfzkghk1q/8dfd24b4-bfe8-43cb-b831-745a32e5f51c
https://sites-simmons-simmons.vuturevx.com/e/bg0cjkfyvvto9g/0c056744-2c2b-40d8-977a-b8fe18937a41
https://sites-simmons-simmons.vuturevx.com/e/jlu2doyb6if3t4q/0c056744-2c2b-40d8-977a-b8fe18937a41
https://sites-simmons-simmons.vuturevx.com/e/j0sdfw2vkpk3w/0c056744-2c2b-40d8-977a-b8fe18937a41

European London
Venues & Energy
Intermediaries Brokers'
Association Association

On the international stage, most countries missed the 10 February UN deadline for submitting
carbon emissions reduction targets for 2035, a cornerstone of the Paris Agreement. Despite this
setback, the UN climate chief remains optimistic urging nations to prioritise the quality of their
plans over the timeliness of their submissions, with the next deadline being set for September this
year. The few nationally determined contributions submitted so far present a mixed picture,
highlighting the need for continued focus and commitment to achieving global climate goals.
There are now new global standards for sustainability reporting and assurance, with significant
contributions from the International Auditing and Assurance Standards Board (IAASB) and the
International Ethics Standards Board for Accountants (IESBA). Whereas our 'ESG Disputes Round-
up' underscores the growing anti-ESG sentiment in the US, contrasted with proactive regulatory
actions against greenwashing in Europe.

The final episode of ‘Seas of Opportunity: Navigating the Blue Economy’ podcast series. Created in
close collaboration with the Marine Conservation Society, this podcast series brings together key
ocean influencers—including leaders, scientists, investors, and changemakers—to explore the
critical challenges facing our seas and their sustainable future

Global Developments

New IAASB and IESBA standards to strengthen sustainability reporting and assurance (multi-sector); On
27 January, the International Auditing and Assurance Standards Board (IAASB) and the International Ethics
Standards Board for Accountants (IESBA) have closely coordinated to develop fit for purpose and
interoperable global baseline standards (ISSA 5000 and IESSA) to improve sustainability reporting and
assurance.

Taken together, the standards are intended to establish clear expectations for ethical behaviour in
sustainability reporting and assurance and provide detailed expectations for practitioners and
firms to adopt with respect to sustainability data in assurance engagements. Helpfully, the
standards can be applied to sustainability information prepared under any suitable sustainability
reporting framework and can be applied globally across frameworks that may apply in each region
or jurisdiction.

Next steps: Both ISSA 5000 and IESSA become effective for periods starting on or after 15
December 2026, with early adoption permitted and encouraged.

European Developments

EU Commission's 2025 work programme; Following much anticipation, on 12 February, the EU Commission
published the European Commission's Work Programme 2025, clarifying areas of legislative focus for the rest
of this year, and the timing of key planned proposals.

Among some of the notable mentions we note:
o The first two Omnibus proposals are due in Q1 2025: the first to be published on 26
February (though we expect this may be delayed until March) and focuses on simplifying
sustainability reporting (including proposals to amend the EU Taxonomy, SEDR, CSDDD and
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CSRD), the second, due in Q1 addresses investment simplification. The third Omnibus
proposal, due in Q3, will introduce a definition of small mid-cap companies;

o Amendments to the Sustainable Finance Disclosure Regulation (SFDR) to simplify the rules
and among other things, address product classification. The Commission’s head of finance
noted in November last year that the current product categories have to date been used as
a “pseudo labelling regime,” creating a greenwashing risk; and

o The EU carbon border adjustment mechanism (EU CBAM) requirements might be eased, to
the benefit of smaller importers and SMEs. Recommendations have been made for the
European Council and Parliament to fast track the package.

e Theroll out of the proposed packages will certainly be one to watch for 2025, particularly given
their potential impact across a range of key regulations not least the CSDDD and CSDR. We will
keep you updated on the progress of the Omnibus developments as they are released.

EU Platform on Sustainable Finance report on simplifying the EU Taxonomy; On 5 February, the EU
Platform of Sustainable Finance (the Platform) published a report, "Simplifying the EU Taxonomy to Foster
Sustalnable Finance", setting out four proposals. The Platform estimates that, together, these would help
reduce the reporting burden on by over a third.

e The proposals include:

o Reducing the corporate reporting burden by more than one-third by making the Operational
expenditure (OpEX) key performance indicator (KPI) a voluntary disclosure, introducing a
materiality threshold for calculating KPIs in all non-financial company reporting, and
simplifying reporting templates;

o Introducing a simplified Green Asset Ratio (GAR) that encourages green and transition
lending by simplifying retail exposure reporting, which focuses on substantial contribution;

o Allowing estimates and proxies in reporting, in conjunction with safe harbours to protect
against greenwashing allegations;

o Adopting a practical approach to Do No Significant Harm (DNSH) criteria by way of a lighter
compliance assessment; and

o Helping small and medium-sized enterprises (SMEs) access sustainable finance by
adopting a streamlined, voluntary approach for banks and investors' exposures to unlisted
SMEs and a simplified approach to the Taxonomy for listed SMEs.

EU Platform on Sustainable Finance proposal on assessing corporate transition plans; On 23 January, the
Platform on Sustainable Finance issued a report, serving as a valuable resource for firms looking to evaluate
their transition plans.

e Key details: Key findings highlight that:

o Firms can assess corporate transition plans using four core elements aligned with EU
requirements: i) science-based, time-bound targets, ii) key actions to achieve these targets,
i) financial planning (investments and funding), and iv) governance and oversight;

o EU legislative disclosures, including the EU Taxonomy are vital for assessing the
robustness of transition plans; and

o A holistic approach that combines climate mitigation with broader environmental and
social objectives is essential for effective transition plans.
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e Monitoring these resources will assist firms with evaluating corporate transition plans and more
effectively identify potential risks and opportunities linked to the transition. It will also enable firms
to understand the evolving landscape of regulation and policy, an essential component for
transition plan stress testing.

EIOPA speech on gender & inclusion; On 24 January, Petra Hielkema the European Insurance and
Occupational Pensions Authority (EIOPA) chair, delivered a speech on gender and inclusion in financial
services urging regulators, industry leaders and stakeholders to prioritise these issues. The keynote will be of
relevance for all financial market participants and demonstrates the EU regulatory authorities continued
focus on gender equality related issues.

e Three key measures were highlighted as being capable of reducing gender disparity in the financial
services sector:

o Financial institutions treating diversity as a core governance issue - i.e., setting clear
targets, measuring progress and holding leadership accountable for results;

o Businesses need to upskill and reskill in light of the digitisation of the financial services
sectors. It is essential to ensure that this digital transition does not compound issues of
gender disparity; and

o Incorporating diverse perspectives in product design and risk assessment will lead to better
outcomes for all customers.

UK Developments

FCA and PRA publish climate adaptation report 2025; On 28 January, the FCA published its 2025
Adaptation Report which focuses on the climate change challenges faced by financial firms and the
adjustments needed to manage climate risk. Key areas of concern include modifications to insurance, loan
underwriting, and investment due diligence practices.

e The FCA identified three main issues affecting climate change adaptation in the financial services
industry:

o Data and Modelling: The lack of accurate local hazard data and a clear framework for
adaptation standards hampers firms’ ability to assess and price climate-related risks;

o Insurance Underwriting and Capital Allocation: External factors, like government
investments in flood defences, impact firms’ ability to offer financial products related to
climate risks, highlighting the need for collaboration across industries; and

o Funding Adaptation: The high costs of adaptation, especially for small businesses and
individuals, pose a challenge to making climate-resilient investments accessible.

e Inthe same vein, the Prudential Regulation Authority (PRA) also released its 2025 climate
adaptation report which addresses physical and transition climate risks as a key area of impact for
firms, underlining the increasing supervisory focus on how firms are managing these risks.

e Whilst firms must update risk assessments to account for climate impacts, these reports suggest
that firms must also focus on broader economic adaptation to continue fulfilling their roles
effectively, including funding the transition.
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Middle East and Africa Developments

Egypt FRA establishes advisory group for voluntary carbon market oversight; Egypt’s Financial Regulatory

Authority (FRA) has established a new advisory group to support the Oversight and Supervision Committee
for Carbon Emission Reduction Units (the Committee). This development follows the FRA's launch of Africa’s
first regulated voluntary carbon market in August 2024, allowing companies to issue and trade carbon

credits.

The group has been established to provide the Committee with expert technical advice on its work,
assisting with the development of rules around issuing carbon credits and establishing
benchmarks for the selection of verification and validation bodies for emission reduction projects.
This development shows support for Egypt's broader commitment to sustainable development as
laid out in its Vision 2030 agenda and aligns with the commitments made at COP27 to establish a
domestic voluntary carbon market. However, effective regulatory oversight by the FRA will be
essential to maintain the market's integrity in light of the criticisms voluntary carbon markets have
received for lacking transparency and effective quality controls.

Americas Development

ESG and DEl in the spotlight under a new US administration; On 20 January, the US welcomed the new
Trump Administration, heralding a federal policy shift on ESG issues particularly around DEI initiatives.

Prior to the inauguration, companies including the likes of Meta and McDonalds had already
announced rolling back on their DEI policies, referencing shifting legal and regulatory frameworks
for the change.

On his first day in office, President Trump signed executive orders terminating DEI programs
across the federal government and ordering the government to only recognise two sexes. There
has since been a warning for banks from ten Attorney Generals that certain DEI and ESG
commitments could lead to enforcement actions if they are found to violate state or federal law
following a review. We've seen similar warnings in the past (see December 2024 ESG View),
however they had not included explicit mention of DEI.

Despite these recent developments, some companies continue to support DEI efforts. For
example, Apple’'s board of directors recommended that its shareholders reject a proposal to
reconsider their DEl initiatives, and a number of CEOs voiced their continued support at the World
Economic Forum in Davos in January (see here).

Alongside the anti-DEI actions, President Trump has signed executive orders halting the leasing of
federal waters for offshore wind farms, opening more land to oil and gas drilling and withdrawing
the US from the Paris Agreement. However, nearly half of US state governors reaffirming their
commitment to the Paris Agreement and Bloomberg Philanthropies, along with other US climate
funders have pledged to cover the funding gap left by the US exit.

For more on what the new Trump administration could mean for global business tune in to our
recent webinar series.
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New York State introduces Climate Disclosure rules; On 27 January, Senate Bill S3456 (the Bill) was
introduced in the New York Senate, introducing additional disclosure and reporting requirements for firms
doing business’in New York.

e The measures introduced include:

o Reporting scope 1, 2 and 3 GHG emissions from 2027. By January 2028, and every two
years thereafter, in scope entities would be required to prepare a climate-related financial
risk report outlining its climate-related financial risks in accordance with the Task Force on
Climate-Related Financial Disclosures (TCFD) (or equivalent) and measures adopted to
reduce and adapt to the disclosed risk;

o Emissions must be measured and reported using the Greenhouse Gas Protocol Corporate
Accounting and Reporting Standard and the Greenhouse Gas Protocol Corporate Value
Chain (Scope 3) Accounting and Reporting Standard and be assured by an independent
third-party assurance provider; and

o Failure to comply with the requirements could result in civil penalties of up to $100,000 per
day (capped at $500,000 per year).

e Theintroduction of new reporting requirements will enable market participants to better
understand the emissions of its investments and related climate related financial risks, though we
continue to see a pendulum swing between ESG measures being adopted at state level and those
at federal level.

e Therecent statement from the acting chairman of the SEC for example, has signalled a pause in
support for climate related disclosures proposed in the controversial disclosure rule (see ‘Best of
the Rest’ below).

APAC Developments

Shanghai Stock Exchange (SSE) releases Sustainability Reporting Guidance for ESG reporting by listed
companies; On 17 January, the SSE announced the release of Guide No. 4 for Self-Regulatory Supervision on
Listed Companies of the SSE — Compilation of Sustainable Development Reports and Guide No.13 for Self-
Regulatory Supervision on Listed Companies of the SSE STAR Market— Compilation of Sustainable
Development Reports (collectively, the Guidance).

e The Guidance aims to facilitate understanding and application of Guidelines No. 14 of Shanghai
Stock Exchange for Self-Regulation of Listed Companies — Sustainability Report (Trial) (Guidance
No. 14). In particular, the Guidance currently contains two specific attachments: No.1: General
Requirements and Disclosure Framework and No.2: Response to Climate Change. Notably, the
Guidance does not introduce mandatory templates or additional disclosure obligations beyond
those already stipulated in Guidelines No.14.

e In addition to the SSE, the Shenzhen Stock Exchange and the Beijing Stock Exchange also released
their respective "Guidance" on the same day. Previously, these two exchanges, along with the SSE,
had simultaneously issued their versions of "Guidelines No. 14," which share similar core principles
and content frameworks.

e These documents, together with the Sustainability Disclosure Standards for Business Enterprises
— Basic Standards (Trial) published jointly by the Ministry of Finance and other departments,
highlight the proactive steps China has taken in recent years to establish its ESG disclosure
system.
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Japan establishes transition advisory group and updates guidelines; The GX (Green Transformation)
Acceleration Agency in Japan has recently formed an advisory group to provide support on initiatives related
to Japan’s green transition strategy and on 31 January, the agency published new guidelines for green and
sustainability bonds.

e The advisory group will provide expert advice to ensure that Japan's transition to a greener
economy is aligned with its carbon neutrality goals and broader environmental objectives for
reducing emissions and implementing sustainable practices. The newly released guidelines
provide clarity on what qualifies as a green or sustainable investments and contain useful case
studies for the industry to ensure transparency, credibility, and accountability in the green bond
market by outlining clear criteria on project selection, impact assessment, and reporting standards.

e The push for green bonds aligns with Japan's Net Zero by 2050 goal and its broader efforts to
tackle climate change, making the guidelines an important step in ensuring financial support for
clean energy, infrastructure, and environmental projects. The UK FCA and Japanese FSA also
released a joint statement whereby Japan reiterated its commitment to Net Zero and highlighted
recent progress on sustainability disclosure and assurance regulations, and its support for
alignment outcomes with ISSB standards.

Other February ESG regulatory and policy updates from around the globe

e Global: The IFRS Foundation has published a new guide, Applying IFRS ST when reporting only
climate-related disclosures in accordance with IFRS S2, which aims to help companies understand
how to report only climate-related information when applicable using International Sustainability
Standards Board (ISSB) Standards.

e Global: UNEP FI publishes human rights toolkit

e Global: The International Council on Mining and Metals (along with UNEP and PRI) have founded
the - The Global Tailings Management Institute (GTMI)

e Sweden: Sweden's Financial Supervisory Authority has published Fl's supervisory priorities, which
include product greenwashing.

e Poland: Government publishes its Roadmap for Sustainable Finance Development

« ltaly: The Commissione Nazionale per le Societa e la Borsa (CONSOB) issued a Call for to address
areas for improvements and to remind fund managers about the requirements and principles
behind European sustainable finance initiatives - including the disclosure requirements under the
SFDR - with the aim of enhancing the current approach to product level transparency.

e UK: The FCA has updated its website to confirm it is still considering responses to its consultation
paper (CP24/8) on extending the sustainability disclosure requirements (SDR) and investment
labelling regime to portfolio managers, announcing it no longer intends to publish a policy
statement to CP24/8 in Q2 2025.

e UK: The City of London Law Society (CLLS) published its response to HM Treasury's November
2024 consultation on the UK green taxonomy, which is not in support of a UK Taxonomy.

e UK: Climate and Nature Bill is shelved by MPs.

e UK: The UK Government published a Policy Paper on its 2035 Nationally Determined Contribution
(NDC) emissions reduction target with aims to reduce the nation’s greenhouse gas emissions, dial
down fossil fuels, power up clean energy, and reform food and land use.
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e India: SEBI has relaxed regulatory requirements around how soon ESG ratings providers will need
to update their products following the release of company sustainability reports.

e Australia: The Auditing and Assurance Standards Board (AUASB) have approved the adoption of
international standard ISSA 5000 General Requirements for Sustainability Assurance Engagements
in Australia.

e US: The acting chairman of the SEC has announced that it has requested the Court to pause
scheduling the case for argument in favour of the Enhancement and Standardization of Climate-
Related Disclosures for Investors rule, to allow time for the Commission to deliberate and
determine the appropriate next steps in light of objections to the rule.

Some notable ESG policy consultations in flight across the globe that are currently open for comment.
Engagement is a great opportunity to influence the direction of travel for ESG matters.

EC consults on Net-Zero Industry Act (NZIA) draft implementing legislation; On 27 January, the European
Commission published a call for feedback on four pieces of draft secondary legislation aimed at
implementing the NZIA's strategic objectives. The NZIA, which came into force in July 2024 aims to ensure
that the EU's regulatory framework can facilitate the quick deployment and up-scaling of net-zero
technologies and to boost sector competition in the EU.

e Timing: The consultation period closed on 20 February 2025 (21 February 2025 for the
Implementing Act on non-price criteria), after which time the final drafts of the secondary
legislation will be finalised and adopted in accordance with relevant legislative procedures.

UK ETS Consultation on extending UK ETS beyond 2030; On 12 February, the UK Emissions Trading
Scheme (UK ETS) Authority published a consultation on its proposal to extend the UK ETS beyond 2030. The
consultation:

e Proposes extending the UK ETS from 1 January 2031 onwards. The UK ETS Phase | runs from
20217 to 2030, which matches the length of Phase IV of the EU Emissions Trading System (EU
ETS);

e Considers three options for the length of the post-2030 Phase II. These periods are 2031 to 2037
(to align with the government's sixth carbon budget), 2031 to 2040 (to continue with ten-year
phases) or 2031 to 2042 (to align with the seventh carbon budget); and

e Considers whether to allow banking of emissions allowances (UKAs) in Phase | that can be used in
Phase Il.

e Timing: The consultation closes on 9 April 2025 and the Authority aims to provide a consultation
response by the end of 2025.

UN alliance consultation on investment vehicles for carbon dioxide removal; On 28 January the Net-Zero
Asset Owner Alliance published a Request for Information (Rfl), inviting asset managers to share insights on
investment vehicles for carbon dioxide removal (CDR) and addressing the obstacles that stand in the way of
CDR investments.

e The Rfl includes general questions that are intended for asset managers who are currently
investing or seeking to invest in CDR, while the second one is vehicle-specific questions, meant for
asset managers with an investment vehicle that meets the requirements outlined in the survey.
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e Asset managers with investment vehicles and/or expertise in the CDR technologies or climate
solutions, should consider responding to the RFI by 7 March 2025.

EC consults on Greendata4All Directive; On 5 February, the European Commission launched a public
consultation on a future Directive laying down updated rules on environmental spatial data and access to
environmental information (Greendata4All).

e The Greendata4All initiative is part of the European strateqgy for data, which was adopted by the
Commission on 19 February 2020. Data spaces are digital environments that data providers,
intermediaries and users can access to share data, an example of which is the Common European
Green Deal Data Space, which aims to unlock the potential of data in support of the Green Deal's
objectives.

e Against this background, the GreenData4All initiative will update and further develop existing rules
under the INSPIRE Directive (2007/2/EC) on the sharing of environmental geospatial data and on
public access to environmental information. The consultation is open for feedback until April 2025.

TNED new sector guidance open for feedback; On 23 January, the Taskforce on Nature-related Financial
Disclosures (TNFD) released draft guidance for consultation covering additional sectors.

e The additional sectors open for consultation are:
o Fishing
o Marine transportation & cruise lines
o Water utilities & services
e Timing: Firms have until to 4 April to provide feedback on the draft guidance, following which, the
taskforce plans to issue final sector in June 2025. The call for feedback follows the recent
publication of its final sector guidance for Apparel, textiles & footwear; Beverages; Construction
materials and Engineering, construction & real estate.

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+).
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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 unigue 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

 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

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 USS10 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
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decommissioned, wind farms built, and forests planted. It means a new wave of investment in the
developing world," Rafiyev said.

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).

Finance: COP29's notable achievement was reaching agreement on a “new collective guantified
goal on climate finance” (NCQG) whereby developed countries will “take the lead” in raising S300bn
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.

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

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.

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.

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.

Authorization and revocation are crucial under Article 6.2 to build integrity and reliability in the
mechanism.

"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.

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.

Countries can adopt credits, known as Internationally Transferred Mitigation Outcomes or ITMOs,
under Article 6.2.

Negotiators acknowledged the guidance might not be perfect but represented a positive step
towards transparency and accountability in a market lacking confidence.

"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.
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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

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.
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.

"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.

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.

"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.

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."

"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.

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.

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 Commodity Insights data. Platts Nature-Based
Avoidance prices averaged $6.23/mtC0O2e 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 21 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.
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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.

IOSCO 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.

The report is 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.

"The Good Practices address transparency, liquidity, and price discovery, as well as potential fraud
or greenwashing, based on IOSCO's objectives of investor protection, fair, efficient, and transparent
markets, and reducing systemic risk," the report said.

IOSCO said the recommended practices have been drawn from its existing market guidelines such
as Principles for Securities Regulation, Principles for the Regulation and Supervision of
Commodities Derivatives Markets (Commodity Derivatives Principles) and Principles for Price
Reporting Agencies.

Good practices; On the regulatory side, IOSCO 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, IOSCO 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, I0SCO 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
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appropriate disclosure of that use, including the retirement of those credits, and dealing with
greenwashing, the report said. IOSCO said regulators could consider "encouraging or requiring
disclosures regarding an entity's use of carbon credits to achieve any net GHG emission targets.

I0SCO 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 (ETSs).

e 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.

e Inaddition, I0SCO 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 today'’s joint
publication, I0SCO and the World Bank will work hand in hand to assist those jurisdictions looking
to establish and enhance carbon markets in their countries.

e Presenting the Final Report at COP29, Jean-Paul Servais, Chair of the I0OSCO 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.”

e 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:

e 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.

e Rodrigo Buenaventura, Chair of IOSCQ’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.”
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e 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;

4. Comprehensive market surveillance to detect and prevent fraud, abuse, and disruptive behaviours,
and;

5. Open, fair, and accessible trading for all participants, and standardization to boost market liquidity.

wnN =

e Verena Ross, co-Chair of IOSCO’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 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, IOSCO 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
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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 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 Thisincluded 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, [IGCC 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 IIGCC 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
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and ecological transformation investment platform, named BIP, which, alongside a suite of
supportive green policies, can help to attract investments for the transition.

This was followed by a panel discussion on policy action to unlock investments for a net zero and
resilient economy, moderated by Arianna Griffa.

The panel featured insights from Erich Cripton, Director of Business Relations at the Caisse de
Dépobt 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 pathways to support hard-to-
abate sectors, underscored by an appetite from private finance to do more.

We shared new climate solutions guidance for renewable energy infrastructure, which aims to
support the COP28 target of tripling renewable energy capacity by 2030.

A second panel explored how investor action is accelerating the transition to the net zero economy.
It was moderated by Nicolette Bartlett, Chief Impact Officer at CDP with panellists Jan Keaeraa
Rasmussen, Head of ESG and Sustainability at PensionDanmark; Peter van der Werf, Head of
Active Ownership and Executive Director at Robeco; and Nana Li, Head of Sustainability and
Stewardship, Asia Pacific at Impax Investment Management.

Peter shared Robeco's “traffic light system” to assess company and country sustainability maturity
and referenced our paper, making NDCs investable, while Nana Li shared new research from Impax
IM which supports investment in developing markets.

Taking action; Elsewhere, Valentina spoke on a panel focused on de-risking private climate finance,
hosted by the Danish Industry, and a panel on the increasing role of pull finance to de-risk
investments in emerging markets, hosted by KPMG in the Canada Pavilion.

Valentina also moderated a panel on driving innovative approaches to incentivise climate resilience
investment, before joining a panel to discuss real economy standards to deliver an equitable net
zero future, outlining lessons from the Net Zero Investment Framework.

Hugh Garnett, Senior Programme Manager, Real Assets, spoke in an official UNFCCC
implementation lab focused on how best to enhance ambition for energy policy. He shared our
new climate solutions guidance for renewable energy infrastructure, which aims to support the
COP28 target of tripling renewable energy capacity by 2030.

This came alongside a panel where Hugh discussed investing in innovative solutions to
decarbonise the built environment, highlighting the challenge of measuring energy efficiency.
Overall, despite the uncertainty around headline negotiations across finance, mitigation and
adaptation, one thing is clear: investors made their voices heard and are taking action. Now, all
eyes are on the final week of negotiations.

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.
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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).

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 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.

Implementation 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.

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.

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 Reqgulation (EUDR).

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.

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
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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.

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). 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.

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.
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 10 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

have a significant weight in the jurisdiction, regardless of whether they are listed or non-listed.
The roadmap 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.

Outlined in the roadmap:

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;

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
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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.

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.

e 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 Oilfield 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 a result of CSDDD). It is
notable that it took the UK NCP four years to reach a decision (result in part from having paused its
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investigation to encourage the parties to mediate) which shows how long these investigations can
take.

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.

e Turkiye: Turkiye has launched the Turkive Industrial Decarbonisation Investment Platform.

e Australia: Australian Government released Australia’s first ever First Nations Clean Energy Strateqy.

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.

o 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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