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Completing sterling LIBOR transition by end-2021.

After many years of preparation, 2021 is the critical year for firms to
complete their transition away from LIBOR. The LIBOR administrator,
ICE Benchmark Administration, is consulting on ceasing publication of all
sterling LIBOR settings at the end of 2021, leaving just one year for firms to
remove their remaining reliance on these benchmarks.

This issue touches numerous parts of the economy. LIBOR has been
embedded in the financial system for many years, used to calculate interest
in everything from corporate borrowing and intra-group transfers, to
complex derivatives. It is also utilised in accounting practices, system
infrastructure and other supporting functions. All of these will need to be
ready to use alternative reference rates, such as SONIA, by the end of this
year.

The Bank of England and the FCA have set out clear expectations for
regulated firms to remove their reliance on LIBOR in all new business and in
legacy contracts, where feasible. The primary way for market participants
to have certainty over the economic terms of their contracts is to actively
transition them away from LIBOR.

In support of this, the Working Group on Sterling Risk-Free Reference Rates
(the Working Group) has published an update to its priorities and roadmap
for the final year of transition to help businesses to finish planning the
steps they will need to take in the coming months.

The Working Group's top priority is for markets and their users to be fully
prepared for the end of sterling LIBOR by the end of 2021. In particular
the Working Group has recommended that, from the end of March 2021,
sterling LIBOR is no longer used in any new lending or other cash products
that mature after the end of 2021. All businesses with existing loans in
sterling should already have heard from their lenders about the transition,
and those seeking a new or refinanced loan today should be offered a non-
LIBOR alternative. Throughout the remainder of the year, existing contracts
linked to sterling LIBOR should be actively transitioned where possible.

In addition, the Working Group has recommended that firms no longer
initiate new linear derivatives linked to sterling LIBOR after the end of
March 2021, other than for risk management of existing positions or where
they mature before the end of 2021.

The Working Group, the Bank of England, and the FCA have made clear
that, in future, they anticipate that the large majority of sterling markets
will be based on SONIA compounded in arrears, to provide the most robust
foundation for the overall market structure. However, in certain specific
parts of the market, participants may need access to alternative rates.
In this context, the Working Group welcomes the development of term
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SONIA reference rates (TSRRs) which are beginning to be made available by
various providers. Alongside this, the Working Group has engaged closely
with the FICC Markets Standards Board (FMSB) to support development
of a market standard for appropriately limited use of TSRRs, consistent
with the Working Group's objectives and existing recommendations on use
cases of benchmark rates. The proposed FMSB standard is under review by
key stakeholders during January and is expected to be released for public
comment in February.

The Bank of England and the FCA continue to work closely with firms to
secure a smooth transition. In particular, supervisors of regulated firms will
continue to expect transition plans to be executed in line with industry-
recommended timelines across sterling and other LIBOR currencies. Senior
managers with responsibility for the transition should expect close
supervisory engagement on how they are ensuring their firm’'s progress
relative to industry milestones.

https://www.fca.org.uk/news/press-releases/final-countdown-completing-
sterling-libor-transition-end-2021

FCA warns consumers of the risks of investments advertising high
returns based on cryptoassets

The FCA is aware that some firms are offering investments in cryptoassets,
or lending orinvestments linked to cryptoassets, that promise high returns.
Investing in cryptoassets, or investments and lending linked to them,
generally involves taking very high risks with investors’ money. If consumers
invest in these types of product, they should be prepared to lose all their
money.

As with all high-risk, speculative investments, consumers should make
sure they understand what they are investing in, the risks associated with
investing, and any requlatory protections that apply.

For cryptoasset-related investments, consumers are unlikely to have
access to the Financial Ombudsman Service (FOS) or the Financial Services
Compensation Scheme (FSCS) if something goes wrong. Consumers can
find out more about which cryptoasset activities the FCA regulates in
PS19/22: Guidance on Cryptoassets.

The FCA cautions that consumers should be wary if they are contacted out
of the blue, pressured to invest quickly or promised returns that sound too
good to be true. The FCA's ScamSmart pages for more information on how
consumers should protect themselves from fraud.

Firms offering these products should make sure they comply with all
relevant regulatory requirements and are authorised by the FCA where
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this is required. Since 10 January 2021, all UK cryptoasset firms must be
registered with the FCA under regulations to tackle money laundering.
Operating without a registration is a criminal offence.

What are the risks?

The FCA's concerns about high-return investments based on cryptoassets
include:

Consumer protection: Some investments advertising high returns
based on cryptoassets may not be subject to regulation beyond anti-
money laundering requirements.

Price volatility: Significant price volatility in cryptoassets, combined
with the inherent difficulties of valuing cryptoassets reliably, places
consumers at a high risk of losses.

Product complexity: The complexity of some products and services
relating to cryptoassets can make it hard for consumers to understand
the risks. There is no guarantee that cryptoassets can be converted
back into cash. Converting a cryptoasset back to cash depends on
demand and supply existing in the market.

Charges and fees: Consumers should consider the impact of fees
and charges on their investment which may be more than those for
regulated investment products.

Marketing materials: Firms may overstate the returns of products or
understate the risks involved.

The FCA cautions that consumers should be aware of the risks and
fully consider whether investing in high-return investments based on
cryptoassets is appropriate for them. They should check and carefully
consider the cryptoasset business involved.

What consumers should do:

Step 1: Consumers should check if the firm they're using is on the Financial
Services Register or list of firms with Temporary Registration (Note:
appearing on the Temporary Registration Register does not mean that the
FCA has assessed them as fit and proper, nor that the FCA has determined
their application for the purposes of the Money Laundering Regulations).

Step 2: If they are not, consumers should ask the firm whether they are
entitled to carry on business without being registered with the FCA.

Step 3: If they are not, the FCA suggests that consumers should withdraw
their cryptoassets and/or money. This is because the firm is operating
illegally if it has not ceased trading by 9 January 2021.
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See the FCA's Cryptoassets pages for more information.

https://www.fca.org.uk/news/news-stories/fca-warns-consumers-risks-
investments-advertising-high-returns-based-cryptoassets

FCA policy statement Proposals to enhance climate-related disclosures
by listed issuers and clarification of existing disclosure obligations

On 21 December, the FCA published a Policy Statement, final rule and
guidance promoting better climate-related financial disclosures for UK
premium listed commercial companies.

The FCA has introduced a new rule in Listing Rule (LR) 9.8 requiring that
commercial companies with a UK premium listing (including sovereign-
controlled commercial companies) include a statement in their annual
financial report setting out:

whether they have made disclosures consistent with the Taskforce on
Climate related Financial Disclosure’s (TCFD) recommendations and
recommended disclosures in their annual financial report;

where they have not made disclosures consistent with some or all
of the TCFD’s recommendations and/or recommended disclosures,
an explanation of why, and a description of any steps they are taking
or plan to take to be able to make consistent disclosures in the
future —including relevant timeframes for being able to make those
disclosures;

where they have included some, or all, of their disclosures in a
document other than their annual financial report, an explanation of
why; and

where in their annual financial report (or other relevant document)
the various disclosures can be found.

The rule is accompanied by guidance to help listed companies determine
whether their disclosures are consistent with the TCFD’s recommendations
and recommended disclosures. The guidance will also clarify the limited
circumstances in which we would expect in-scope companies to explain
rather than disclose. The rule will apply for accounting periods beginning on
or after 1 January 2021, meaning the first annual financial reports subject
to the rule would then be published in spring 2022. Asat 7 December 2020,
the rule will apply to 460 companies on the FCA Official List.

The Policy Statement also contains a Technical Note clarifying existing
disclosure obligations for a wider scope of issuers in EU legislation and its
Handbook — issuers may, in the FCA's view, already be required to make
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disclosures on climate-related and other ESG matters under particular
provisions of the LR, Disclosure Guidance and Transparency Rules (DTR),
Market Abuse Regulation and the Prospectus Regulation, in certain
circumstances. The FCA aims to publish further consultation papers to
extend the application of TCFD disclosures in early 2021.

https://www.fca.orqg.uk/publications/policy-statements/ps20-17-
proposals-enhance-climate-related-disclosures-listed-issuers-and-
clarification-existing

FCA publishes coronavirus financial resilience survey data

On 7 January 2021, the FCA published the results of its coronavirus
(Covid-19) financial resilience surveys. The surveys were sent to solo-
regulated firms to inform the FCA of the impact of coronavirus on firms’
financial resilience.

In response to the crisis, the FCA has been monitoring the effects of the
economic downturn on firms’ solvency by rapidly increasing the data it
collects on firms. The surveys, which are one of the data sources used to
monitor financial resilience, have been sent to 23,000 solo-regulated firms
to understand the real-time effect the pandemic is having on the finances
of the firms the FCA prudentially regulates. The FCA has also been using
existing regulatory reporting data, enhanced data purchased from a third-
party provider and in-depth analysis of liquidity for a number of the most
significant firms.

Sheldon Mills, Executive Director of Consumers and Competition said: ‘We
are in an unprecedented — and rapidly evolving — situation. This survey
is one of the ways we are continuing to monitor the potential impact of
coronavirus on firms. A market downturn driven by the pandemic risks
significant numbers of firms failing. At end of October we've identified
there are 4,000 financial services firms with low financial resilience and at
heightened risk of failure, though manywill be able to bolster theirresilience
as and when economic conditions improve. These are predominantly small
and medium sized firms and approximately 30% have the potential to cause
harm in failure’.

‘Our role isn’t to prevent firms failing. But where they do, we work to
ensure this happensin an orderly way. By getting early visibility of potential
financial distress in firms we can intervene faster so that risks are managed
and consumers are adequately protected.’

The survey results show that between February (pre-lockdown) and May/
June (during the impact of the Ffirst lockdown), firms across the sectors
experienced significant change in their total amount of liquidity. This was
defined as cash, committed facilities and other high-quality liquid assets.
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Three sectors saw an increase in liquidity between the 2 reporting periods:
Retail Investments (8%), Retail Lending (8%) and Wholesale Financial
Markets (83%), the latter seeing the greatest increase. The other 3 sectors
saw a decrease in available liquidity: Insurance Intermediaries & Brokers
(30%), Payments & E-Money (11%) and Investment Management (2%).

When asked whether they expected coronavirus to have a negative impact
on their net income, 59% of respondents had said that they did. Of these,
72% expected the impact to be between 1% and 25%. 3% expected the
impact to be 76%+ within the next 3 months of the survey being taken.

The Payments & E-money sector has the lowest proportion of profitable
firms, Followed by Wholesale Financial Markets, Investment Management,
Insurance Intermediaries & Brokers, Retail Lending and Retail Investments.
For the firms that responded to this question the greatest decrease in
profitable firms between February and May/June was seen in the Retail
Lending sector (10 percentage points) followed by Payments & E-Money (9
percentage points). The other 4 sectors saw a small increase in profitable
firms between February and May/June as follows: Insurance Intermediaries
& Brokers (2 percentage points), Investment Management (2 percentage
points), Wholesale Financial Markets (2 percentage points) and Retail
Investments (1 percentage point).

Proportionately, Retail Lending had made most use of the available
government support (49% of Retail Lending firms had furloughed staff
and 36% had received a government backed loan), followed by Insurance
Intermediaries & Brokers (44% had furloughed staff and 19% had received
aloan), Retail Investments (37% had furloughed staff and 15% had received
a loan), Payments & E-Money (36% had furloughed staff and 11% had
received a loan), Wholesale Financial Markets (16% had furloughed staff
and 11% had received a loan) and finally Investment Management (8% had
furloughed staff and 3% had received a loan).

As this surveyis one of 4 ways the FCAis monitoring firms, caution should be
taken about using this data to make predictions. In addition, this survey was
conducted before the extension of the government’s furlough scheme, the
positive vaccine developments and the announcement of new rules and
restrictions. The FCA will repeat the survey as the situation evolves.

https://www.fca.org.uk/news/press-releases/fca-publishes-coronavirus-
financial-resilience-survey-data

FCA - Brexit: information For retail investment firms in the UK

The UK retail investments sector comprises many relatively small UK firms
servicing primarily UK-based customers. If these firms have EEA-based
customers (including UK expats), the FCA expects these firms to have taken
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steps to make sure they are able to continue servicing them now that the
transition period has ended.

Servicing EEA customers after the transition period

If a firm has customers in the EEA, it should have decided on its approach
to servicing existing contracts with them. The FCA expect the firm to
have taken the steps available, so it can continue servicing customers in
accordance with local law and national regulators’ expectations.

Financial protection and dispute resolution

Firms must accurately assess whether their clients are covered by the
Financial Services Compensation Scheme (FSCS) and the Financial
Ombudsman Service now the transition period has ended.

The circumstances in which investors of UK UCITS and UK non-UCITS retail
schemes (NURS) may be able to claim on the FSCS or refer a complaint
to the ombudsman service have not substantively changed as a result of
Brexit.

Broadly speaking:

Complaints or claims in relation to UK firms carrying on regulated
activities from the UK relating to distribution/intermediation of retail
funds (e.g. advising on investments) continue to be covered by the
FSCS and the ombudsman service, provided the investor is eligible
under the terms of those schemes.

Investors in UK UCITS and NURS with a UK management company
and managed from the UK, are still covered by the FSCS and
the ombudsman service for complaints or claims relating to the
management company’s management of the fund, provided the
investor is eligible under the terms of those schemes.

Investors in UK UCITS and NURS operated/managed by EEA
management companies may be eligible to claim on the FSCS or refer
a complaint to the ombudsman service relating to the management
of the fund in certain circumstances. The position should be broadly
the same as before the end of the transition period.

However:

Investors in EEA UCITS that are managed by an EEA management
company and marketed into the UK under the temporary marketing
permissions regime (TMPR) are unlikely to be able to claim on the
FSCS or refer a complaint to the ombudsman service in relation to the
management of the fund by the EEA management company. This was
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the same before the end of the transition period.

It is possible that the home state of the EEA fund and/or its
managementcompany providesan alternative dispute resolutionand/
or an investor compensation scheme for UCITS investors. The scope
of such schemes might be limited to investors in the EEA, meaning
that UK investors in EEA funds may have lost access to redress and
compensation in the relevant EEA state from 1 January 2021. This
will depend on the legislation and rules in the EEA state in question.
Firms and advisors should have assessed this and considered the
implications for their interactions with their UK-based clients.

Investors in EEA-domiciled retail funds with a UK alternative
investment fund manager (UK AIFM) are not generally covered by the
FSCS for claims relating to the UK AIFM’s management of the fund.
Aninvestorin such an EEA-domiciled retail fund may be able to refera
complaint to the ombudsman service about the AIFM’s management
of the fundif the fund was managed from an establishmentin the UK.
This position is the same as before the end of the transition period.

Where a firm provides UK clients with information about relevant redress
or compensation arrangements in the UK or in EU member states, the
information must be fair, clear and not misleading. It should also be kept
up-to-date and accurate.

Firms must also make sure that any reference in advertising to an investor
compensation scheme is limited to a factual reference to the scheme.

https://www.fca.org.uk/firms/considerations-firms-after-transition-period/
uk-retail-investments

Brexit and UK Financial Services Compensation Scheme protection

The Financial Services Compensation Scheme (FSCS) provides compensation
and protection to customers of authorised financial services firms that have
failed.

FSCS protection for UK-based customers of UK authorised firms will not
change as a result of the UK leaving the European Union (EU). This means
that in most cases existing FSCS protection will continue, including after
the Brexit transition period ended at 11pm GMT on 31 December 2020.

However, FSCS protection may change if a customer and/or their firm is
based in the European Economic Area (EEA). The EEA includes EU countries
and also Iceland, Liechtenstein and Norway.

The FCCS published some FAQs as follows:
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FSCS protection for Deposits

FSCS protection for deposits will depend on a number of factors including
where the firm is authorised and in which jurisdiction the firm holds your
deposits. Check with your firm for more information. If you receive a letter
from your firm telling you that you are now protected by FSCS you do not
need to take any action.

My deposit is held with a UK branch of a UK bank/building society/credit
union. Will FSCS protect my money after the Brexit transition period ends
on 31 December 2020?

Yes. Eligible deposits held by UK authorised banks, building societies and
credit unions in the UK will be protected by the FSCS after 31 December
2020 (assuming the firm continues to be UK authorised). FSCS protection
is not dependent upon the depositor’s place of residence, but where the
bank, building society or credit union holds the deposit. If a deposit is held
by a branch in the UK, FSCS protection applies (unless it is a branch of a
Gibraltarian firm, in which case, protection would be the responsibility of
the deposit guarantee scheme in Gibraltar).

Your bank, building society and credit union are required to provide you
with an annual information sheet that describes your depositor protection.
Check with your firm for more information.

My depositis held with a UK branch of an EEA bank. Will I still be protected
after the Brexit transition period ends on 31 December 2020?

Yes, UK branches of EEA authorised deposit-taking firms (e.g. an EEA bank)
will become UK authorised and members of the FSCS. If these firms hold
their customers’ deposits in the UK, eligible deposits will become FSCS
protected up to £85,000 after 31 December 2020.

Deposits held in UK branches of Gibraltarian-based firms are treated
differently and depositor protection will remain the responsibility of the
Gibraltar deposit guarantee scheme.

My deposit is held with an EEA branch of an EEA bank. Will | still be
protected after the Brexit transition period ends on 31 December 2020?

Depositors who bank with EEA-authorised firms in the EEA should not see
their deposit protection change — they should currently be covered by an
EEA deposit guarantee scheme, which will continue after 31 December
2020.

Please contact your firm for more information or visit the European Forum
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of Deposit Insurers for a full list of EEA deposit protection schemes.

My deposit is held with an EEA branch of a UK firm and am currently
protected by the FSCS. Will I still be protected after the Brexit transition
period ends on 31 December 2020?

From 11pm GMT on 31 December 2020, deposit protection previously
provided by the FSCS for deposits held in EEA branches of UK firms will
cease. However, you should become protected by an EEA deposit guarantee
scheme instead, but this will depend upon rules in each EEA jurisdiction.
Any change in, or loss of, protection should be notified to customers by
firms.

Eligible deposits held in Gibraltarian branches of UK firms are treated
differently and will continue to be protected by the FSCS after 31 December
2020.

Please contact your firm for more information or visit the European Forum
of Deposit Insurers for a full list of EEA deposit protection schemes.

Will the FSCS deposit protection limit of £85,000 be affected by or revised
after Brexit?

There are currently no plans to revise the FSCS deposit protection limit.

FSCS protection for Investments

| live in the UK and I'm a customer of an EEA authorised investment firm.
Will I be protected after the Brexit transition period ends on 31 December
2020?

UK based customers of EEA authorised investment firms operating in the
UK are protected by EEA compensation schemes. After 31 December 2020,
FSCS protection will be extended to customers of firms with UK branches,
equivalent to the cover provided to customers of UK firms. Thisis to provide
certainty to UK customers. Customers of EEA authorised firms without a UK
branch will not have access to the FSCS, other than where there is existing
FSCS cover in respect of the activities of certain incoming fund managers.

| live in the EEA and I'm a customer of a UK branch of a UK authorised
firm. Will I be FSCS protected after the Brexit transition period ends on 31
December 2020?

FSCS does not have any residency requirements for making an investment
claim. For customers of a UK branch or establishment of a UK authorised
investment firm, if you were FSCS-protected prior to 31 December 2020,
you will continue to be FSCS protected after this date.
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I'm a customer of a local EEA branch of a UK authorised firm, will | be FSCS
protected after the Brexit transition period ends on 31 December 2020?

Probably not.In most cases, FSCSwill no longer be able to protect customers
of EEA branches of UK authorised firms that default (e.g. become insolvent)
after the UK leaves the EU. You may, however, be covered by the local
investor compensation scheme — customers should check directly with
their provider.

https://www.fscs.org.uk/about-us/brexit/
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ESMA reminds firms of the MIFID Il rules on reverse solicitation.

On 13 January 2021, ESMA issued a Public Statement to remind firms of
the MIFID Il requirements on the provision of investments services to retail
or professional clients by firms not established or situated in the European
Union (EU).

With the end of the UK transition period on 31 December 2020, some
questionable practices by firms around reverse solicitation, where the
product or service is marketed at the client’s own exclusive initiative, have
emerged. For example, some firms appear to be trying to circumvent MiFID
Il requirements by including general clauses in their Terms of Business or
through the use of online pop-up “I agree” boxes whereby clients state that
any transaction is executed on the exclusive initiative of the client.

ESMA reminds firms that “where a third-country firm solicits clients or
potential clientsin the Union or promotes or advertises investment services
or activities together with ancillary services in the Union, it should not be
deemed as a service provided at the own exclusive initiative of the client”.
Thisis true “regardless of any contractual clause or disclaimer purporting to
state, for example, that the third country firm will be deemed to respond to
the exclusive initiative of the client”. As for the means of such solicitations,
ESMA reminds firms that every communication means used, such as press
releases, advertising on internet, brochures, phone calls or face-to-face
meetings should be considered to determine if the client or potential client
has been subject to any solicitation, promotion or advertising in the Union
on the firm'’s investment services or activities or on financial instruments.

ESMA highlights that:

the provision of investment services in the EU without proper
authorisation in accordance with the EU and the national law
applicable in Member States exposes service providers to the risk of
administrative or criminal proceedings, for the application of relevant
sanctions; and

when using the services of investment service providers which are not
properly authorised in accordance with EU and Member States’ law,
investors may lose protections granted to them under EU relevant
rules, including coverage under the investor compensation schemes
in accordance with Directive 97/9/EC.

Publication of financial instruments reference data after the end of the
Brexit transition period

On 6 January 2021, the European Securities and Markets Authority (ESMA)
published its first set of Financial Instruments Reference Data System
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EU d evelOPme n tS continued

(FIRDS) files following the end of the Brexit transition period.
ESMA states that the FIRDS delta files contain information about:

Termination of all UK financial instruments: (ISIN, MIC) records for
MICs in the UK and which were still active have been terminated and
their termination date has been set to 31 December 2020 at 22:59:59
UTC.

Updated Relevant Competent Authority (RCA) for all financial
instruments which previously had GB as RCA and which will continue
to be traded in the EU.
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Complyport is a regulatory compliance consulting firm supporting the UK financial services industry
For around 20 years. We specialise in providing Governance, Risk and Compliance services to firms in
the financial services industry in the UK and overseas. We advise and assist firms to become authorised
and to comply with the rules and requirements of regulators on an ongoing basis and have successfully
assisted over 300 firms to become authorised with the FCA and have been providing regulatory support
to over 500 regulated firms on an ongoing basis at a Group level. With presence in the UK, EU and Hong
Kong, Complyport can assist firms across multiple jurisdictions.

Complyport’s multidisciplinary consultants possess deep expertise in their field, having acted in FCA
skilled person reviews, as expert witnesses in legal cases and as expert investigators for firms or their
legal advisers. The team assists firms on issues relating to corporate governance, risk management,
business controls, compliance and business improvement. We conduct audits and reviews of a firm's
products, processes, policies and procedures to identify scope for business, to determine the impact of
regulatory developments and to verify compliance with local regulations. Complyport offers full support
with financial reporting, capital adequacy assessments and compliance training as well as a suite of
online RegTech applications to enable a firm to demonstrate continued compliance with the regulatory
obligations.
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