Complyport Limited

COMPLYPORT 4 Cavendish Square, London W1G OPG

COMPLIANCE LEADERSHIP t: +44 (0) 20 7399 4980 f: +44 (0) 20 7629 8002
e: info@complyport.co.uk w:www.complyport.co.uk

Regulatory Roundup

In Brief: In the Complyport Regulatory Roundup:
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regulator Martin Wheatley FSA Reform (1) — New Appointment

appointed toead CPMA FSA Reform (2) — Possible Delay
FSA Reform (2) — Possible Delay: FSA Reform (3) _ Progress

Doubts raised by Treasury Select

Committee concerning Bribery Act De/ay

achievability of transition to new
regulatory structure by 2012 FSA Fees
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FSA Reform (3) - Progress: ‘Dear FSA Business Plan & Financial Risk Outlook
CEOQ’ letter from FSA informs firms

of progress towards transition to Corporate Governance: FSA Feedback

new structure
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Shadow Partner Banned

Bribery Act Delay: Second delay
in issuance of guidance CMAR

G0 IN

FSA Fees: Proposals for 2011 fees

FSA Business Plan & Financial
Risk Outlook: Annual BP expected
next month; FRO to be replaced

Corporate Governance: FSA
Feedback: Commentary from
industry and FSA

Shadow Partner Banned: Non-
approved person deemed to have O\ MCE AWAR
significant influence over firm OMPLIANCE AWARDS

HIGHLY COMMENDED

CMAR: Further guidance THOMTON REUTERS

If any of the topics discussed above raise questions or a need for guidance or support,
please feel free to contact Peter Carlisle.
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Useful links:
Regulatory Roundup 16

Useful links:
Treasury Select Committee

Report Vol |

Independent Commission
on Banking - Sir John

Vickers' speech

It has been announced that Martin Wheatley is to be the CEO of the
Consumer Protection and Markets Authority (CPMA).

Mr Wheatley, who was previously the CEO of the Hong Kong Securities
and Futures Commission, has also been appointed, effective from 1
September, as the new MD of the FSA’s Consumer and Markets Business
Unit. It has been previously announced that Hector Sants will be the CEO
of the Prudential Regulation Authority (PRA) (see below).

As will be known, the CPMA is one of the two successor regulatory bodies
that will be formed from the break up of the FSA - the other being the
PRA; see Regulatory Roundup 16. As a reminder, the PRA’s function will
be the prudential regulation (but not the conduct of business regulation)
of banks, building societies, investment banks etc. In all there will be
around 2,200 firms within the PRA’s scope. On the other hand the CPMA
will be responsible for the prudential regulation and conduct of business
regulation for what is left (approximately 25,000 firms) and the conduct of
business regulation for the 2,200 firms which fall within the scope of the
PRA. The new regulatory bodies are scheduled to be in place by the end of
2012 ... perhaps - see following article.

The Treasury Select Committee, which is looking at the reform of
financial regulation, has published, in three volumes, a report which
contains some interesting comments questioning the achievability (or
wisdom) of meeting the 2012 deadline for the new regulatory system,
and the impact of the reform costs on the consumer.

Page 69 of Volume | contains a list of conclusions and

recommendations. Paragraphs two to five suggest that the proposed
timetable might need rethinking and, in addition, recommend that the
Government waits for the outcome of the work being undertaken by the
Independent Commission on Banking. Final recommendations from the
latter are not expected to be published until September (see speech by Sir
John Vickers).
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SA Reform (2) — Possible Delay (cont.)
orm (3) — Progress

Useful links: Paragraph 39 informs us that the Select Committee “are unconvinced” by
Treasury Select Committee the FSA’s belief that the £50m transition costs will be borne by industry
Report Vol Il alone and urges the Treasury to give more detail about the assumptions

underlying this figure.

Treasury Consultation

Elsewhere, the ‘before and after’ interpretation illustrations on pages w4
and w5 of Volume Il provide an interesting visual description of what
could lie ahead in the world of regulation in the UK.

Useful links: Putting the possibility of any delays to one side, the FSA is sending out a
‘Dear CEQ’ letter from Hector Sants providing a progress update on the
transition to the new regulatory structure.

FSA progress letter

New FSA management
structure

The communication includes a link to the new FSA management structure,
which will take effect on 4 April, as part of that transition (although as the
letter points out, this will not be the start of ‘twin peaks’

supervision). From that date the FSA’s Supervision and Risk business units
will disappear; firms will be advised by the FSA where their supervision will
sit within the new structure.
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ibery Act Delay

Useful links: And talking of delays, there have been various reports in the press of a

Regulatory Roundup 17 delay to the Bribery Act 2010 (‘BA2010’) coming into force (although
there is currently no official confirmation of this on the Ministry of
Justice’s website).

Regulatory Roundup 21

The intention is for BA2010 to come into force three months after the
issuance of guidance. The latter had been expected to be released in
January with the Act taking effect this coming April.

Ministry of Justice

BA2010

This will be the second delay. Originally guidance was to be released last
July giving us an October implementation date (see Regulatory Roundup
17 for further details). This was put back to April this year (as stated
above).

As mentioned in Regulatory Roundup 21 it will be a defence for
organisations (as per section 7 of BA2010) where ‘adequate procedures’
were in place to prevent bribery. The adequate procedures will stem from
the guidance that is supposed to be issued (see section 9

BA2010). Complyport will work with its retained clients to ensure that
suitable procedure are in place once the guidance is finally released.

Useful links: It’s that time of the year again when the FSA publishes proposals for the
level of fees payable for the year (the FSA year runs from 1 April to 31
March), being a combination — where relevant — of FSA, FSCS, FOS and
CFEB (the Consumer Financial Education Body) fees and levies.

Fees Consultation Paper

The link will take you to CP11/2 (‘Regulatory fees and levies: Rates
proposals 2011/12’) which will provide further detail.

The bad news is that the FSA’s Annual Funding Requirement (AFR) of
£500.5m (basically the amount of money that the FSA needs to raise from
fees to fund its regulatory activities) has increased by 10.1% - which is
marginally ahead of last year’s 9.9% increase. The good news is that most
firms will pay less than last year once enforcement fines are factored in —
the FSA returns fines to industry by way of fee discounts the following

year.
(cont.)
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http://www.complyport.com/downloads/Webround_17.pdf
http://www.complyport.com/downloads/Webround_21.pdf
http://www.justice.gov.uk/
http://www.legislation.gov.uk/ukpga/2010/23
http://www.fsa.gov.uk/pubs/cp/cp11_02.pdf

A Fees (cont.)

Useful links: By way of example, and as per Table 7.1, fee-block A.7 (fund managers)

Regulatory Roundup 25 has a proposed AFR allocation of £28.2m (which in itself represents a 9%
decrease from last year) which then benefits from a 16.5% reduction
thanks to the distribution of enforcement fines.

Fees Calculator

Overall, according to Hector Sants, “ ...the actual amount we will be billing
FEES 7 firms will be falling by 2%.”.

The FOS levy is less certain: the paper considers a levy of between £17.7m
and £47.7m.

As is usual, the figures quoted in the paper are based upon incomplete
data relating to actual costs, fee-block populations etc (complete data will
not be available until the end of March), so the final fee rates could well
vary.

The CFEB levy is covered in FEES 7 and applies to both incoming firms and
any firm ‘having a Part IV permission’. For an overview of which firms can
claim exemption (it is not automatic) from FSCS and FOS levies please see
Regulatory Roundup 25.

The FSA publishes a Fees Calculator to help firms compute their fees.

Chapter 2 of the paper provides a summary of the FSA Business Plan for
2011/12 and is well worth a read for an insight into the FSA’s

thinking. Despite the break-up of the FSA there is no suggestion that the
Regulator has gone soft. Bullet points of note are:

Completing the organisational and technological change that
underpins our move to an intensive supervisory regime (para 2.3)

= Supervision will have increased resources (2.15)
= Supervising Significant Influence Functions (basically all CF roles bar
CF30 customer function) will be a major component of intensive

supervision (2.15)

= Continuing to deliver a tough and determined enforcement
approach that achieves results (2.3)
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A Business Plan & Financial Risk Outlook
overnance: F

Useful links: As mentioned in the previous article, CP11/2 contains a summary
Regulatorv Roundup 10 business p|an for 2011/12.

Traditionally the FSA issues an annual Financial Risk Outlook (FRO) late
January/early February — although last year’s FRO for 2010 wasn’t
released until 10 March (see Regulatory Roundup 10) with the annual
Business Plan (BP) following a week or so later.

The FRO contains an outline of the main risks and issues present in the
operating environment affecting firms, markets and consumers. The BP
sets out the FSA’s programme of work to address the risks highlighted in
the FRO.

The consultation paper tells us that the FRO will be replaced by two new
documents: the Prudential Risk Outlook (PRO) and the Conduct Risk
Outlook (CRO) and are expected in ‘February and March’. The BP remains
as one document and is due to be published next month.

Useful links: The FSA has issued a guidance consultation/feedback on governance.

Governance Feedback Although it is headed ‘Governance in retail firms’ the content is also
relevant to wholesale firms.

The feedback stems from a series of breakfast meetings held by the
Regulator in October and November last year.

It's quite a light paper (three pages). Points of interest include the desire
expressed by Non-Executive Directors (NEDs) for there to be more
frequent contact between the FSA supervisors and the NEDs and the
variation between firms in the degree of formality in their induction
process. There is a reminder that firms should explain to the FSA what
particular skills and experience they envisage a new NED bringing to the
Board so that the individual can be assessed in that context.

(cont.)
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http://www.complyport.com/downloads/Webround_10.pdf
http://www.fsa.gov.uk/pages/Library/Policy/guidance_consultations/2011/11_04.shtml

Useful links:
Governance Feedback

Useful links:
Final Notice

Participants recognised the importance of regularly reviewing the
effectiveness and the functioning of a Board. This is particularly important
where a firm is growing rapidly as there is a danger of governance and
controls not keeping pace with the business.

One possible criticism raised by participants was the difficulties they face
in evidencing to the FSA effective challenges of decisions at Board level. It
was commented that the FSA focuses too much on minutes. Challenge
often occurs outside of formal Board discussions and hence Board minutes
were only one indicator of challenge. The concern was acknowledged by
the Panel but suggested that the firm and the FSA needed minutes to
show why a decision has been made. However they agreed that FSA
supervisors should look at a range of information such as committee
meetings and informal discussions between executives and NEDs to build
up a picture.

In June of last year Vantage Capital Markets LLP (VCM), an inter-dealer
broker, was subject to a fine of £700K arising from the activities of
Daniel Hassell.

Mr Hassell’s former business merged with VCM'’s predecessor company
and he played a part in the formation of VCM. It would seem that he
continued to play a role in the firm. Although VCM had made two
attempts to get Mr Hassell to be an approved person, on both occasions
the Regulator did not grant approved status. Mr Hassell was described as
a consultant but despite that title he was deemed to have significant
influence over VCM; examples quoted included him attending
management and board meetings and him receiving approximately one-
third of the profits with the balance being split between the capital
partners. An ARROW visit in 2009 led the FSA to query the extent of Mr
Hassell’s involvement in VCM. The firm was deemed not to have taken
reasonable care to limit the scope of an individual’s influence and role and
for allowing a non-approved person to perform a controlled function.

A Final Notice advising that a prohibition order has been imposed on Mr
Hassell has now been published. The effect of the order is that he is
prohibited from performing any function in relation to any regulated
activity which means that, as is said in the FSA press release, he is banned
from working in regulated financial services.
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Useful links: Regulatory Roundup 23 contained an article on changes to CASS and the
Regulatory Roundup 23 need for affected firms to complete a Client Money and Asset Return

CP11/4

(CMAR).

The FSA has released CP11/4 — ‘The Client Money and Asset Return
(CMAR): Operational Implementation’ — which includes an example of the
final version of the CMAR together with guidance as well as advising of a
postponement in the reporting obligations of ‘small’ CASS firms (see
below).

The consultation is in two part parts; for CASS ‘medium’ and ‘large’ firms
the consultation closes 10 April whilst for ‘small’ firms the period is shorter
— 10 March. The definitions of large, medium and small are contained in
CASS 1A.2.7 and are dependent upon the highest amount of client
money/safe custody assets held.

The CMAR will be submitted via GABRIEL but, for now, only in respect of
large and medium CASS firms. Small CASS firms will be subject to a
notification requirement to the FSA as an interim measure. The FSA will
introduce the CMAR for small CASS firms ‘as soon as is practicable’. The
FSA will contact all such firms requesting this information.

Reporting will be monthly for medium/large firms and half-yearly (to 30
June & 31 December) for small firms. Details have to be submitted within
15 business days meaning that the first notification/CMAR is due by
Thursday 21 July. Annex 3 of CP11/4 contains a useful summary. From 1
October the CF10a function (see Regulatory Roundup 23 for further
information) will be required to take responsibility for completing and
submitting the CMAR.
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Bespoke, Practical Consulting

If any of the topics Past issues of Complyport’s Regulatory Roundup are available to view at
discussed above raise http://www.complyport.com/pyPage?docld=roundups.
questions or a need for

guidance or support,
please feel free to contact

The Complyport Regulatory Roundup is provided for information purposes
only and represents a summary of the above subjects. It is not intended to
offer a legal opinion, advice or recommendation as to future action and it
is provided solely as a discussion document. © Complyport Ltd

Peter Carlisle

Or for details of any other

of Complyport’s services, Complyport Limited (“Complyport”), Company Number: 04333584 is a

please contact Philip Limited Company registered in ENGLAND with Registered Office at 66
Chapman Lincoln’s Inn Field, London, WC2A 3LH, United Kingdom.

This message is for the named person's use only. It serves purely for
information purposes, and is not an offer or financial promotion. It may
contain confidential, proprietary or legally privileged information. No
confidentiality or privilege is waived or lost by any transmission errors. If
you receive this message in error, please immediately delete it and all
copies of it from your system, destroy any hard copies of it and notify the
sender. You must not, directly or indirectly, use, disclose, distribute, print,
or copy any part of this message if you are not the intended recipient.
Message transmission is not guaranteed to be secure. Any information
contained herein is subject to Complyport’s Standard Terms and
Conditions of Business which are available upon request. Complyport and
its affiliates do not assume any liability whatsoever for the content of this
document, or make any representation or warranties, as to the accuracy
or completeness of any information contained in this document.
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