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Useful Links:

Requlatory Roundup 71

EMIR(648/2012)

DelegatedRequlation

Annex

PressRelease

Of Relevance to:
Thoseentities subject to EMIR

Aswe know, Article 4 of EMIRImposesa clearingobligation on all OTC
contracts which fulfil the conditions therein. Howeverit is incumbent
upon ESMAto determine which classesof OTCderivatives should be
subjectto the clearingobligation

LastDecembera DelegatedRegulationcameinto force settingout the first
four classef contractswhich would be subjectto mandatoryclearingg
seeRegulatoryRoundupr 1 for further details

A EuropeanCommissiorpressreleaseadvisesthat a secondtranche of
OTCderivativeshave been nominated for mandatory clearing following
the releaseof a further DelegatedRegulationthe Annexto whichliststhe
specificclassegEuropearuntranchedindexCreditDefaultSwaps)

The Delegated Regulationstill has to be reviewed by the European
Parliamentandthe EuropeanCouncilafter whichthe Regulationwill enter
into force 20 daysatfter its publicationin the Official Journal As such,
there are no precisedatesat the moment for when clearingwill become
obligatorybut hopefullythe followingwill assisffirmsin their planning

Oncethe Regulationis in force the clearingobligation will take effect at
various times dependingupon how a counterparty - as defined in EMIR
Article2(8) and (9) ¢ is categorisedasfollows:

A Categoryl comprisesclearingmembersfor at leastone of the classes
of OTGsubjectto clearing

A Category2 comprisesfinancialcounterparties(and AIFswhich are not
financialcounterparties)whichare not membersand which belongto a
group whose aggregate month-end average of outstanding gross
notional amount of non-centrally cleared derivatives for January,
FebruaryandMarch2016is abovee8bn.
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IR Mandatory Clearing: Credit Default

A Category3 comprisesfinancialcounterparties(and AIFswhich are not
financialcounterparties)which do not belongwithin either Categoryl
or Categorny2.

A Category4 comprisesnon-financial counterpartiesnot includedin the
other categories

Oncea counterparty has been categorisedin accordancewith the above
thenthe clearingobligationtakeseffect on:

A Categoryl: 9 monthsafter the Regulatiorentersinto force.

A Category?2: 15 monthsafter the Regulatiorentersinto force.

A Category3: 21 monthsafter the Regulatiorentersinto force.

A Category4: 3 yearsafter the Regulatiorentersinto force.

Where a contract is concludedbetween two counterpartiesincluded in

different categoriesthen the clearingobligationwill take effect from the
later date.

Please see Article 3(2) of the Delegated Regulation for when one
counterpartyis establishedn athird country.

Afrontloading requirementi.e. where contractswill be subjectto clearing
before the date the clearingobligation takes effect (asper EMIRArticle
4(1)(b)(ii)) will only apply to Categoryl and Category2 counterparties
(andwill applyto contractsenteredinto or novatedbeforethe datethat is
five months after the DelegatedRegulatiorcomesinto force) ¢ seeArticle
4 of the DelegatedRegulatiorfor the relevantmaturities
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Remuneration: Bonus Cap

Useful Links:

Requlatory Roundup 70

Requlatory Roundup 72

EBA Guidelines:
Remuneration

FCA & PRA Statement

FCA: Guidance on
Proportionality under
IFPRU

Of Relevance to:
CANXA& &adzoeSOo4d G2 /w5 Lx O6WLCt w!

The EuropeanBanking! dzii K 2 SB#lidél®e@@n sound remuneration
policieswere publishedon 21 Decemberlast The Guidelineswill apply
from 1 January2017 and as suchthe current CEBSGuidelineswill be
repealedwith effect from 31 December2016 ¢ see RegulatoryRoundup
72.

The EBAGuidelinesare addressedto both institutions and competent
authorities,with the latter beingrequiredto report to the EBAon whether
they will complywith the Guidelines

TheFCAand PRAhaveissueda joint statementto the effect that they will
complywith all aspectsof the EBAGuidelinesexceptthoserelatingto the
HonuscapQ

The bonus cap is the expressiongivento Article 94(1)(g) of the Capital
Requirements Directive (2013 36) which requires that the variable
componentof a LJS NJ& ranyufe#ation(the FCAHandbookrefersto such
personsasWw S Y dzy’ Ndedi ik I2s§aH idexceed100% of the fixed

componentof the total remunerationfor that person(the figure can be

increasedto 200% subjectto & K I NB K apprév/&l)NFEe@ Regulatory
Roundup70for further information.

Aswasmentionedin RegulatoryRoundup70, the view of the EBAIs that
while it is appropriate to apply proportionality to the remuneration
principleswithin CRDIV, the conceptof W LINE LJ2 NHid ridtyperhith
anyexemptionsor waiversfrom thoseprinciples

TheFCAand PRAdo not agreewith this interpretation and are of the view
that WLINE LJ2 NImay2welt ihcludegn6t applying a remuneration
principlein its entirety.
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Remuneration: Bonus Cap (continued)

TheFCAand PRArequire all large and systemicallyimportant IFPRUirms

to continueto applythe bonuscap,and will retain the current approach

of requiringsmallerfirms to determinean appropriateratio betweenfixed
andvariableremunerationfor their businesswhilst not applyingthe bonus

cap Although not spelled out in the statement, ¥a Y I ¥ X [$MWila Q
presumablybe thosethat fall within ¥ LINE2 LJ2 Nigvél 2 i Nds8ethe
FCAGuidanceon proportionality to determinea ¥ A N¥IQNMEP LJ2 NI A 2
t SoStQ

Interestingly,the statement confirmsthat both Regulatorsconsiderthat
the CRD proportionality principle applies equally to all numerical
requirementsincluding,and asidefrom the bonuscap, deferral, payment
in instrumentsandex-postrisk adjustment

We are informed that the FCAand PRAare consideringwhether any rule
changesare required to implementthe Guidelinesand, if necessarywill
consultin due course

KeyDates

A 1 January2017 EBARemunerationGuidelinegsubjectto FCAand PRA
interpretation) replacethe current CEB&uidelines
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inancial Year 2015: Submissions to the

Of Relevance to:
Hong Kong Licenced Firms

For Hong Kong Licensed Corporations with a fiscal year ending 31
Decemberthere are certainannualsubmissionsiue to the SFQy Friday
29 April 2016

A Account Disclosure Document for LicensedCorporationé a ! 5& ¢ 0
preparedby the firm

Audit Questionnaire; preparedby the auditor
Compliancdreportg preparedby the auditor

Businesand RiskManagementQuestionnaired & . w & preparedby
the firm

A AuditedAccounts; preparedby the auditor.

> > >

Pleasenote that in connectionwith preparationof the audited accounts
for 2015 the Licensed/ 2 N1J2 NJaidito wilD &equently make
recommendationsto make certain changesto a ¥ A NaMcOnée items,
expenseitems, and balancesheet entries, and suchchangeswill in most
cases require corresponding changes made to the ¥ A NJFi§agcial
ResourcesRulesreporting 6 & C wor Dacember2015 Further, if your
firm isrequiredto submitmonthly FRRsamendmentanayalsoneedto be
madeto the FRRsubmittedfor Januaryand February2016

Accordinglyjf your auditor recommendghe restatementof certainitems,

it is suggestedyou inquire whether or not these changeswill require
correspondingamendment(s)to previouslysubmitted FRR(S)If yes, the
FRR(shnust be amendedand then may be submittedto the SFGriathe e-

Cert as usual, however you must first request the SFCto a | OO S LJii
amendedFRR(s)Thisrequestcanbe made

i. onlineonthe e-Certwebpage or
ii. bymakingarequestbytelephoneto your¥ A Ns@oiicer.
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Financial Year 2015: Submissions to the
ong SFC (continued)

Keydates

A 29 April 2018 final date for submissions to the SFC for firms with a
December fiscal year end

HOW CAN WE HELP?

Complyporthas a Hong Kong office with 5 staff, including its principal who
is a USrained capital markets lawyer, and has worked establishing
compliance programmes and providing-gaing compliance advice to
financial institutions in Hong Kong since 1996.

To find out more about how we can help with your Hong Kong compliance
requirements, please contact your usual consultant or email us at
info@complyport.co.uk
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ecurities Financing Transactions
lon: ESMA Discussion P&

Useful Links: Of Relevance to:
Firms concluding Securities Financing Transactions
Requlatory Roundup 72

ESMA Discussion Paper As advised in Regulatory Roundup 72, reporting and transparency

obligationswill arisein respectof securitiesfinancingtransactionso {dC % €
¢ for the definition of a SFT,the timetable and overview of the
requirementspleaserefer to the abovementionedarticle.

To support the Regulationo {& C ¢) ESMAIs required to develop draft
regulatory technical standards 6 a w ¢and implementing technical
standards 6 & L ¢of submissionto the EuropeanCommissionby 13
January2017.

With this in mind ESMAhas publishedan initial discussionpaper - as a
preliminary approachprior to drafting ITS/RTSor consultation- inviting
feedbackto in excessof 140 questionsappearingtherein (the questions
are collatedin Annexll of the discussiorpaper) Firmsthat will be subject
to the SFTRwill be interestedin Annex| which containstables of fields
requiringcompletionin respectof:

A Counterpartydata
A Transactiordata
A Collateradata.

Theabovedatais sub-dividedbetweenthe varioustypesof SFT

Repurchasagreementsaindreverserepurchaseagreements
Seltbuy backand buy seltbacktransactions

Securitiesand commoditiedendingandborrowing
Marginlendingand borrowing

> > > >
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ecurities Financing Transactions
lon: ESMA Discussion Pg

Apart from reporting obligations, the SFTRalso imposestransparency
requirements in respectof the use of SFTson both UCITSInvestment
Companies/Managementompaniesand AIFMs which will appearin the
half yearly/annualreports as well asthe prospectus(UCITSand the pre-
investment disclosure(AIFMs) However the discussionpaper does not
provide any further expansionof thesetransparencyrequirements Given
the discretionarynature of the wordingin Articles13 and 14 of the SFTR
0 a 9 {mmy X. developX¢ BESMAbelievesthat the wordingin the Annex
to the Regulationis sufficiently clear and that further specifyingthe
contentsof the said Annexby drafting regulatory standardswould not be
the bestapproachat this stage(but will monitor developmentsin market
standards)

Feedbaclon the discussionpaper is invited by 22 April 2016 An ESMA
consultationpaperis expectedd S I ilN@3 201€.

KeyDates
ESMAwill considerall commentsreceivedby 22 April 2016

ESMAto submitdraft RTSand ITSto the EuropeanCommissiorby 13
January2017.

Transparencybligationsapply from 13 July 2017 (or with immediate
effectto fundsconstitutedafter 12 January2016).

A Reportingrequirement phasedin over a period of 12 to 21 months
after entryinto force of the RTS

A Reuseof instrumentsreceivedunder a collateralagreementobligations
applyfrom 13 July2016

A PleaseseeRegulatory\Roundupr?2for further keydates

A
A

>\
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idity Management in Funds

Useful Links:

FCA: Liquidity
Management

I0SCO: Liquidity Risk
Management for
Collectives

Implementing Directive
2010/43

Implementing Requlation
231/2013

Of Relevance to:
Managersof openrended investment funds

TheFCAhaspublishedcommentsg there is no stand-alone paperas§u9h-
onW[ A |j aen&y&niedfor investmentfirms: goodLINI Qi A OS Q

The commentsarise from work undertakenin conjunctionwith the Bank
of Englandto assessrisks posed by openended investment funds
investing in the fixed income sector. The work undertaken included
engagementwith a number of large investment managementfirms to
understandhow they manageliquidity risk in their funds Thepublication
of the commentsreflectsthe C / ! dEsiteto & & K gobidpracticethat we
observedduringthe projectand whichis applicableacrossthe investment
fundA Yy Rdza G NEB ¢

Managementof liquidity risk is, of course, an essentialcomponentin

meetingA y @ S @xpéectdtbr@when redeemingtheir investmentsc it is

recognisecthat the conceptof W A |j dapt&dsboth @he subscriptions
and redemptionsprofile of the fund in questionaswell asthe liquidity of

the underlyinginvestmentswithin the fund. Thelatter elementcanpose
particular problemsin a low interest rate environmentwhere the search
for yield mayleadto a greaterproportion of lower-rated securitieswhich

are often associatedvith limited liquidity.

Goodpracticepointsinclude

A Ensuring that subscriptions and redemptions arrangements are
appropriate for the investment strategy. Examplesquoted include
periodic reviews of existing products to ensure that the dealing
timetable remainedappropriateto any material changein the liquidity
characteristicef the underlyingsecurities

A Regularassessmenbf liquidity demands Suchan assessmenshould
as a minimum include the development of a range of potential
redemptionscenariosand risksbasedupon factors suchasthe historic
pattern of net fund flows andthe compositionof fund investors

A Ongoingassessmentof the liquidity of portfolio positions This will
acknowledgethat liquidity characteristicscan vary significantly over
different periodsand marketconditions
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idity Management in Funds
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A The use of liquidity buckets Schemeholdings could be defined in
terms of the estimatedtime that would be neededto disposeof the
holding with limits then appliedindicatingthe allowed rangesof total
portfolio exposureto eachW 6 dzO1 S G Q

A Independentrisk function to monitor suchbuckets Thiswould report
breachesof the agreed ranges mentioned above to the relevant
manager Suchlimits can be either fixed so that immediate action is

takento correctthe situationor, alternatively,the limits canbe W & 36 (i Q

that eachbreachis reviewedand, where appropriate (and subjectto a
suitableapprovalprocess)the limit canbe over-ruled.

A Stresstesting. Factorscommonlyusedincludevolume of redemptions
andmarketstresssituations

A Portfolio adjustmentsfollowing redemptions Ensuringhat the ¥ dzy’ R Q &

liquidity as a whole is unaffectedfollowing major redemptionsso that
the remaininginvestorsare not left with the illiquid assets

The article also references L h { / WQ &R y 6fA Lidguidty Risk
Managemenfor Collectivenvestment{ O K S wf$1ar€h2013

When consideringthe good practice points outlined in the FCAarticle,
managersof funds will no doubt bear in mind that UCITSVlanagement
Companiesare alreadyrequired to considerliquidity risk as part of their
overall risk managementpolicy (seeArticle 38 of ImplementingDirective
2010'43) with a similar obligation for AIFMs (see e.g. Article 46 of
DelegatedRegulatior231/2013.

Actions

Although there are no specific requirementsimposed upon investment
managersn the article, it doesconcludewith & O dzNm&Ekgt éonditions
make it particularly timely to reassessliquidity management Our
descriptionof the good practiceswe haveobservedat leadinginvestment
management firms may help firms to improve their own liquidity
Y|y I 3 S .YMayfagersof openendedfundswould be well advisedto

read the FCAarticle in full; assesswhether any of the Y3 212Nl O A O

points are absent from their own processesand procedures and to

considerimplementingthem to ensurethat their own firms follow W6 S & i

LN Qi AOSQ
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Useful Links:

Requlatory Roundup 72

PS16/8

Of Relevance to:
FirmsadvisingorP2PF AINSSYSy GdaT |tf FTANNA (dzyR
AyodSaitaySyidiaQo

The proposedchangesto CASSo allow firms to hold money in relation to
both P2P agreementg CAS$rotection) and businesdo businessagreements
(fallsoutside of CAS$rotection) without breachingCAS®ameinto force on
21 March 2016¢ seeRegulatoryRoundup72 for the backgroundo this. Note
that firms wishingto availthemselvesof this provisionmustinform the FCA
at leastone month before adoptingthis Approach

The final rules appearin policy statement P26/8 (Appendix2) which was
publishedon 21 March.

Apart from including the above segregationof client money, P96/8 also
addresseschangedio the RegulatedActivities Order which will impact upon
advisers

Theregulatedactivity of W¥dvisingon investmenthasbeen sub-divided so
that advisingon P2P agreementso & ! NB6M O 3818 S Y &ilff ber&d 0
separateregulatedactivity. TheTrainingand Competencesourcebookd & ¢ / €
will be amendedso that advisingon P2P agreements(for retail clients)will
alsobe subjectto TC Althoughthere is no qualificationfor this activity, such
employeesmust be qualifiedto the samestandardasif that employeewere
providinginvestmentadviceto retail clientson retail investmentproducts

Other parts of the Handbookthat will be amendedas a result of advisingon
P2P agreementsbeing a separate regulated activity include COBS6.1A
(Adviser chargingand remuneration), COBS6.1B (operating an electronic
system in relation to lending has been added to the charging and
remuneration rules that currently apply to retail investment product
providersand platform serviceproviders)and COBS (suitability) however
affectedfirms shouldfamiliarisethemselveswith all the rule amendmentsset
out in Appendixl.

KeyDates
Therulesin respectof P2Plending(Appendixl) comeinto force 6 April 2016
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Useful Links:

EC Decision 2000/520

EC Press Release

EC Interim Guidance

EUUS Privacy Shield
Factsheet

Requlatory Roundup 70

Of Relevance to:

Firmswhose business model involves the transmission of personal data to
the US

As we know, the US'Bafe HarborQschemewas declaredinvalid by the
European Court of Justicein October of last year ¢ see Regulatory
Roundup70.

Theissueat the time centredaroundPrinciple8 of the DataProtectionAct
(Schedulel) which preventsthe transfer of personaldata to a country
outsidethe EEAunlessthat countryhasan adequatelevelof protection.

The Information/ 2 Y Y A & & Qffcg/0SANLN&ERDbSIté includesa list of
non-EEAcountriesthat the EuropeanCommissiorhasdeterminedhavean
adequatelevel of protection for personaldata. The (short) list includes
countriessuchasthe Faroelslandsand Uruguaybut the USis conspicuous
by its absence

As a reminder, based upon a previous EuropeanCommissionDecision
(2000'520), personal data sent to the US under the voluntary W{ I ¥ S
Harboischemewas deemedadequatelyprotected To fall within this, US
firms hadto (a) signup to the SafeHarborarrangementunder whichthey
agreeto follow the principlesof data handlingand (b) be held responsible

for keepingthose principlesby the FederalTrade Commission(or other
oversight scheme) Note that certain companiessuch as US financial
institutions were not coveredby the SafeHarborscheme

Sincethat time a new framework on transatlantic data flows has been
under development the EUUS Privacy Shield The W{ K AefldctR the
requirementsset out by the EuropeanCourt of Justiceand will provide
strongerobligationson companiedn the US whichwill be enforcedby the
USDepartmentof Commerceand FederalTradeCommission

There is no firm date for the PrivacyShieldto come into force - the
frameworkstill hasto gothroughdue processijncludingthe consentof the
EuropearParliamentg althoughconsensu®pinionis late Q2/early Q3 this
year.
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plyport CEO talks GRC in Telegraph

Useful Links: Of Relevance to:
All Firms

Business Reporter
Interview

Governance, Risk and Compliance

Governance, Risk & 0 & Dwis 4 term that might more

Compliance accurately be described as a ¢ K S
businessissues that ought to keep
directors and senior managersawake
aty A IKG Hé
ComplyportCECPaulGraingetas

beentalkingto the Businessv S LJ2 Ndfa&dit&r&enerabout how firmscan

managethat riskandgetad 3 22 RI K {i 8§ LIE

ComplyportGRMssistance

Formore information or professionahelp, contact Complyporton 020 7399

49800r e-mail: info@complyportco.uk, or visitour GR(page
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