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20 December 2017

With the deadline of 3 January 2018 fast approaching for counterparties to commence exchanging variation margin for physically-settled FX
forward transactions, there is good news for Irish buy side (non-institution) firms including Irish UCITS and AIFs preparing for the operational
risks and challenges posed by the requirements.
On 19 December 2017, the Central Bank of Ireland (CBI) issued a statement welcoming the recent European Supervisory Authorities (ESAs)
statement on the variation margin requirements under EMIR for physically settled FX forwards acknowledging the challenges being faced by
counterparties and proposing amendments to exempt institution-to-non-institution transactions from the EMIR uncleared margin rules (UMR).
The CBI statement acknowledges the proposed exemption and confirms that, in accordance with the ESAs recommendation to competent
authorities, the CBI will apply its risk-based supervisory powers in the day-to-day enforcement of applicable legislation in a proportionate manner.
The CBI statement follows the statement by the UK Financial Conduct Authority that it will not require firms whose physically settled FX
forwards are likely to be outside the scope of the amended requirements to continue putting processes in place to exchange variation margin.
These developments align with the updated version of the EMIR amending regulation published by the EU Council on 15 November
2017 which proposes to take physically-settled FX forwards outside the scope of the UMR (with the exception of transactions between
credit institutions).
The CBI statement is set out in full below:

“Statement on the Variation Margin requirements under EMIR for physically settled FX forwards
The Central Bank welcomes the recent European Supervisory Authorities (ESAs) statement on the variation margin requirements under EMIR
for physically settled FX forwards. The Central Bank notes that the ESAs are undertaking a review of the relevant requirements and will propose
some targeted amendments. These are likely to continue to require the exchange of variation margin for physically-settled FX forwards in
a risk based and proportionate manner but to limit the scope to transactions between institutions (credit institutions and investment firms).
The Central Bank confirms that, in accordance with the recommendation from the ESAs and pending the outcome from their review, the
Central Bank will apply its risk-based supervisory powers in the day-to-day enforcement of applicable legislation in a proportionate manner.”
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Disclaimer
The information contained in this advisory is necessarily brief and general in nature and does not constitute legal or taxation advice. Appropriate legal or other professional advice should
be sought for any specific matter.
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