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The SAFE Regulatory Radar in November

Initial indication for companies on their sustainability reports, updated regulations for service providers of critical
information and communications technologies, and new liquidity requirements for investment firms

t the end of each month, the SAFE Regulatory Radar highlights a selection of important news and developments on financial regulation at the national and EU level.

CSRD: Reporting standards covering corporate sustainability matters

Companies within the scope of the Corporate Sustainability Reporting Directive (CSRD) obtain a first indication on how to report on environmental, social and governance

matters. The draft European Sustainability Reporting Standards (ESRS), being published on 23 November 2022 by the European Financial Reporting Advisory Group (EFRAG),
propose a first coherent set of reporting standards, covering corporate sustainability matters from a double-materiality perspective, which means outside-in and inside-out. The

adaption, energy intensity and greenhouse gas emissions), water and marine resources (e.g. water consumption), biodiversity and ecosystems (e.g. spatial configuration of
land and sea use), resource use and circular economy (e.g. resource inflows and outflows), and pollution.

categories governance, strategy, impact, risk and opportunity management as well as metrics and targets.

The proposed standards will now be discussed by the European bodies, including the Commission and the member states, before being formally adopted as delegated acts in
June 2023. After a period of scrutiny, the final ESRS will have to be applied by the first companies from the financial year 2024 onwards.

DORA: Service providers to follow new rules on how to address information and communication technology risks

Financial entities and critical third-party information and communication technology (ICT) service providers will have to follow a consolidated and upgraded rulebook to address

European financial system. Specifically, the act aims at protecting
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= tangible and intangible information assets,
= software and hardware assets, and

= relevant physical components and infrastructure, such as data centers,

products based on available data. To share, access, and reuse personal and non-personal data, the expert group of the European Commission clarifies in its Report on Open

Finance of 24 October 2022 that risks related to complex data control and cyber-attacks must be successfully handled by payment service providers.

IFD: Investment firms to adjust liquidity buffers

Investment firms will have to adjust their liquidity buffers based on a harmonized risk assessment performed by the competent authorities. The draft regulatory technical
standards (RTS), finalized by the European Banking Authority (EBA) on 14 November 2022, foresee a consistent and uniform decision-making procedure to impose specific

liquidity requirements for investment firms under the Investment Firms Directive (IFD). If an investment firm is exposed to material liquidity risks that are insufficiently covered by

elements must be measured in a manner that is appropriate to the size, the structure, the internal organization of investment firms and the nature, scope, and complexity of their
investment activities. The measurement procedure must thus consider possible sources for liquidity shortages, namely

= investment services and activities (e.g. maturity profiles or time mismatch between fees received by clients and fees paid to trading platforms),

= funding (e.g. availability and currency of existing funding sources or the access to pre-arranged emergency funding sources),

= operational events (e.g. external or internal frauds, unavailability of systems or compensation claims and claims related to order execution errors),

= external events (e.g. a partial or total loss of secured, short-term funding in a stress scenario or potential obligation to buy back debt), and

= reputational loss (e.g. reduced market access or reduced exposures by counterparties in over-the-counter operations).

Parliament and the European Council before being officially published.

Current public consultations:

® European Banking Authority (EBA): Consultation on amending guidelines on improving resolvability for institutions and resolution authorities to introduce a new
section on resolvability testing. The deadline is Wednesday, 15 February 2023.

= EBA: Call for evidence - jointly with EIOPA and ESMA - on potential greenwashing practices which may be relevant to various segments of the sustainable

investment value chain and of the financial product lifecycle. The deadline is Tuesday, 10 January 2023.

= European Securities and Markets Authority (ESMA): Consultation on guidelines for the use of ESG or sustainability-related terms in funds’ names. The deadline is
Monday, 20 February 2023.

= ESMA: Consultation on rules for passporting for investment firms under MiFID Il. The deadline is Friday, 17 February 2023.

= European Insurance and Occupational Pensions Authority (EIOPA): Consultation on methodological principles of insurance stress testing with focus on cyber
risk. The deadline is Tuesday, 28 February 2023.

Carl-Georg Luft is Research Assistant at the SAFE Policy Center.
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