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PREAMBLE

Whereas the Heads of State and Government of the Group of Twenty called at the
2011 Cannes Summit on the Financial Stability Board ("FSB") to take the lead in helping
coordinate work among the regulatory community to prepare recommendations for the
appropriate governance framework, representing the public interest, for a global Legal Entity
Identifier ("LEI") in the form of a reference code to uniquely identify legally distinct entities
that engage in financial transactions;

Whereas the Heads of State and Government of the Group of Twenty endorsed at the
2012 Los Cabos Summit the FSB recommendations regarding the framework for
development of a Global LEI System ("GLEIS") for parties to financial transactions, with a
global governance framework representing the public interest;

Whereas the Finance Ministers and Central Bank Governors of the Group of Twenty
and the FSB have recognised the need to develop and maintain for the broad public good a
GLEIS that is to be used: (a) by authorities of any jurisdiction or financial sector to assess
systemic risk and maintain financial stability, conduct market surveillance and enforcement,
supervise market participants, conduct resolution activities, prepare high quality financial
data, and to undertake other official functions; and (b) by the private sector to support
improved risk management, increased operational efficiency, more accurate calculation of
exposures, and other needs;

Whereas, according to the Charter of the Regulatory Oversight Committee ("ROC"),
the GLEIS shall be composed of the ROC together with an operational component, consisting
of the Global LEI Foundation ("GLEIF") operating the Central Operating Unit ("COU"), and
federated Local Operating Units ("LOUs") providing registration and other services;

Whereas the ROC's mission is to uphold the governance principles of and to oversee
the GLEIS, in the broad public interest, in accordance with: (a) the GLEIS High Level
Principles and the ROC Charter as well as (b) any additional principles adopted by the ROC
to serve the public interest in the GLEIS and (c) any amendment to the provisions of the ROC
Charter; in furtherance of this mission, the ROC is to take action to protect the public interest
through regulatory oversight of the GLEIS;

Whereas, under the supervision of the ROC, the GLEIF operating the COU will
constitute the contracting and operational body of the GLEIS; it will support the application
around the world of uniform operational standards and protocols set by the ROC and support
the maintenance of a 'logically' centralised database of identifiers and corresponding reference

data;

Whereas the FSB, an association -under Swiss law, acting as the Founder of the
GLEIF, hereby resolves the constitution of the GLEIF and adopts its Statutes as follows:




L NAME, DURATION AND SEAT

Article 1 Name and Duration

A foundation within the meaning of Articles 80 et seq. of the Swiss Civil Code, named
"Global Legal Entity Identifier. Foundation” (the "GLEIF" or "Foundation"), is hereby
created by the Financial Stability Board (the "Founder").

The Foundation is created for an unlimited period of time.

Article 2 Seat

The seat of the Foundation is Basel-Stadt, Switzerland.

The Foundation shall be registered in the Registry of commerce of the Canton of Basel Stadt
and placed under the supervision of the Swiss Supervisory Board of Foundations (the
"Supervisory Authority").

II. PURPOSE, MEANS AND TRANSPARENCY

Article 3 Purpose

The Foundation has no profit motive.

. The Foundation's purpose is to act as the operational arm of a global Legal Entity Identifier
system, and thereby support on a not-for-profit basis the implementation of a global Legal
Entity Identifier ("LEI") in the form of a reference code to identify uniquely legally distinct
entities that engage in financial transactions. The Foundation shall thereby contribute to and
facilitate many financial stability objectives, including: improved risk management; better
assessment of micro and macroprudential risks; facilitation of orderly resolution; containing
market abuse and curbing financial fraud; higher overall quality and accuracy of financial
data; as well as meeting purposes set out in the Charter of the Regulatory Oversight
Committee ("ROC Charter") of November 5, 2012 (see annex 1) and the G20 endorsed
Financial Stability Board report on June 8, 2012 "A Global Legal Entity Identifier for
Financial Markets" (see annex 2).

Article 4 Implementation of the purpose

In pursuing its purpose, the Foundation shall ensure that the governance principles of the
global LEI system ("GLEIS") (the global LEI system High Level Principles (see annex 3),
the Financial Stability Board Recommendations (Annex 2) and the ROC Charter (Annex 1))),
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are upheld, under the regulatory oversight of the ROC, in the broad public interest to the
extent permitted under Swiss law.

Article 5 Means

‘The Foundation may carry out all such lawful activities as shall further the attainment of the
purpose of the Foundation, such as in particular:

. support the application of uniform global operational standards and protocols
set by the ROC in the GLEIS;

. support the maintenance of a centrahsed database of identifiers and
corresponding reference data;

. draft protocols and methods for how LOUs can connect to the COU, including
the necessary support of the local systems;

. oversee the adherence of LOUs to the globally agreed standards as endorsed by
the ROC;

. identify and secure funding including setting the fees to be paid by the LOUs
as a contribution to the financing of the GLEIF in accordance with the
governance principles of the GLEIS defined in Article 3;

. provide recommendations to the ROC; and

. any other activities necessary to attain the purposes of the Foundation as
described in these Statutes.

Article 6 Transparency

The GLEIF must ensure the apphcat10n of uniform global operational standards and protocols
that deliver global uniqueness of the LEI, seamless access to the global LEI and to high
quality reference data for users.

The Foundation should operate with a hlgh degree of transparency and publish all relevant
information in line with the governance principles of the GLEIS and general policies as
approved by the ROC, in accordance with Article 2 b) (3) of the ROC Charter.

The Foundation shall, in particular, make publicly available the following items:

. all governance materials including bylaws and Board Member information and
Board selection processes;

. all broposed and adopted annual budgets and annual accounts;
' 6




~« - all criteria and decisions relating to the recognition or de-recognition of LOUs;
. a conflicts of interest policy; and
> all audit resutts.

The Foundation shall make arrangements to provide access, as necessary, to restricted data
through well-defined access controls and data sharing protocols.

III.  INITIAL CAPITAL, ASSETS, SUSTAINABLE FUNDING, LIM]TATIONS
AND ACCOUNTS

Article 7 Initial capital

The Founder allocates to the Foundation initial funds of CHF 50'000.

Article 8 Assets

The Foundation's initial capital may be increased at any time by further contributions of the
Founder or other third parties as shall be approved by the Board. Contributions of third
parties, whether potential or actual, shall not convey any additional rights to the contributors.

The Foundation may own tangible or intangible assets, including intellectual property rights,
(encompassing all and any rights defined in Article 2 (viii) of the Convention Establishing the
World Intellectual Property Organization; signed at Stockholm on July 14, 1967). Intellectual
property rights should be held for the public benefit and consistent with the attainment of the
purposes of the Foundation as well as the GLEIS principles. The Foundation shall have the
exclusive ownership of all those intellectual property rights and the enjoyment and use of
those intellectual property rights shall accrue to the benefit of the Foundation. In order to
attain the purposes of the Foundation, the Foundation is entitled to grant to LOUs royalty-free
licenses or, if deemed necessary or appropriate for the attainment of the purposes of the
Foundation, licenses subject to payment consistent with the GLEIS principles.

Article 9 Sustainable funding

The ongoing funding of the GLEIS should be self-sustainable and reliable. The funding of the
GLEIF should be based on a financial fee based on the number of registrants. Any GLEIF
funding sources in addition to the above fee must be consistent with public good principles
and, as a consequence, must not inure to the benefit of the provider beyond customary
commercially available provisions (cost recovery principle). In particular, data access shall
remain free to users.




Article 10 Limitations

The revenues, if any, which may be realised by the Foundatlon shall be used exclusively in
furtherance of the Foundation's not-for-profit purpose.

No substantial part of the activities of the Foundation shall be the carrying on of propaganda,
or otherwise attempting to influence legislation or rulemaking. The Foundation shall not
participate in, or intervene in (including the publishing or distribution of statements) any

political campaign on behalf of (or in opposition to) any candidate for public office in any
jurisdiction.

No part of the net earnings of the Foundation shall inure to the benefit of, or be distributable
to, any director, officer, or other private person except that the Foundation is authorised or
. empowered upon approval of the Board to make payments and distributions in furtherance of

its purpose.

Article 11 Accounts

The Foundation's financial };ear runs from January 1st to December 31st. The first financial
year ends on December 31, 2014.

The Foundation's accounts shall he held in Swiss francs (CHF). or a foreign currency such as
US dollars (USD) and in compliance with international accounting standards admitted under

Swiss law.

1IV. GOVERNANCE

Article 12  The Foundation Bodies.

The corporate bodies of the Foundation are:
. the Board of Directors (the "Board" see V. A below);

. the Auditors (see V. B below);

V.A: THE BOARD OF DIRECTORS

Article 13  Composition of the Board




The Board shall be composed of a minimum of ﬁfteen (15) and a maximum of twenty-five
(25) Board Members.

At least one Member of the Board with signatory power shall be a Swiss citizen ot citizen of
an EU/EFTA Member State with his/her domicile in Switzerland.

In order to ensure the right balance of excellence and diversity in the composition of the
Board, the recruitment of Board Members shall be guided by the following principles:

. Required skills: To balance strategic creative thinking with strong pragmatic
skills, the successful candidates should have collective expertiseé spanning
across organisational (operation, negotiation, planning, international experience
and cross-cultural awareness etc.), technical (data management, identification
system knowledge, etc.) and legal (IP law and practice, privacy legislation,
non-profit sector, etc.) matters;

. Sector representation: To ensure a diversity of knowledge, the expertise of
Board Members should collectively span across the data and technology,
financial, nonfinancial industry and non-profit sectors and include one or more
public or independent Members who, as individuals, are to act in the broad
public interest, as outlined in the ROC Chartet;

. Geographic representation: There should be a minimum number of three (3)
Members from each of the four (4) regional groupings: North Ametrica
(including Mexico and the Caribbean); Europe (including the Commonwealth
of Independent States); Asia (excluding the Middle East); Central and South
America, Africa, Oceania, and the Middle East.

Board Members shall at all times be subject to fitness and properness criteria, and in
particular will not be appointed if they have been disbarred from participating or acting in any
non-for-profit, for-profit, professional charitable or other organization by any national or
international bodies or determined to be guilty of any unethical or illegal activity.

The Board should undertake periodic recommendations on the principles for recruitment of
Board Members in ¢lose consultation with the ROC.

Article 14  Appointment of the initial Board and of the Chair

The Members as well as the Chair of the initial Board of the Foundation shall be appointed by
the Founder in the Foundation deed (see annex 4).

Article 15  Appointment and removal of Board Members

For all subsequent Board Membets, a nomination procedure shall be coordinated by the Chair
of the Board from a pool of candidates subject to an open, transparent process, in consultation
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with the ROC as described in Article 30. Board Members, 1nclud1ng the Chair, shall be
elected by a two-thirds majority vote of all Board Members.

Prior to the appointment of a new board Member, the ROC may deliver recommendations
based on the criteria mentioned in Article 12 above and certify that the candidates comply
with certain requirements laid out in By-laws.

Board Members, including the Chair, can be removed by a two-thirds majority vote of all
Board Members. Prior to the vote on his/her removal, the concerned Board Member shall
have the opportunity to express himself/herself to the Board.

Irrespective of the above and at any time, the Founder has the right to appoint or remove a
Board Member. Prior to the appointment or removal, the Founder shall seck a

recommendation from the ROC.

A concerned Board Member shall abstain from voting on his/her removal, renewal or any
other Board decision directly and individually affecting him/her.

Article16  Appointment of ex officio Board Members

Two or more representatives of the ROC shall be appointed as ex officio Board Members of
the Board with observer status and no voting rights. Ex officio Members do not have the legal
status of Board Members and are not entered into the register of commerce.

Ex officio Board Members are not subject to any fiduciary duties applicable to Board
Members, including but not limited to the competences and functions of the Board
contemplated in Article 21 of the Statutes. Ex officio Members rights are limited (i) to attend
the meetings of the Board, (ii) to provide the Board with information on ROC activities, (iii)
to provide the ROC with information on GLEIF activities, (iv) to request that a matter being
considered by the Board be deferred so that the ex officio Members may take the matter to the

ROC to obtain the ROC position.

Article 17 Terms of office a1_1d term limits

A Board Member shall be eligible to hold office for a two (2) year term, renewable (with the
consent of the Board) for an additional term of two years. With the consent of the Board, a
Board Member's term may exceptionally be extended beyond the two (2) two year terms
referred to above for an additional term of two (2) years.

To initiate a staggered rotation, the first term of half the initial Board (as designated by the
Chair) may be for a period of three yeats.

In the event that a Board member is unable to complete his or her term, the Board shall select
a replacement to serve until the end of the term.
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Article 18 Conflicts of interest

The Board shall adopt a "conflicts of interest" policy to preserve transparency in financial
arrangements and release it together with any updates publicly on its website. This shall cover
in particular all Board Members including ex officio Members. :

In particular, the policy shall provide that all actual and poteﬁtial conflicts of interest must be
disclosed to the Board as well as being managed in compliance with the published policy. The
policy shall comprise all necessary measures, including recusal, which shall be taken in such a

case.

Article 19  Action on an unpaid basis

Board Membets shall act on an unpaid basis and be entitled only to the reimbursement of their
effective costs and travelling expenses. Any compensation made in respect of attendance, as
the case may be, may not exceed that paid for attendance to official commissions in Basel-.
Stadt. For activities exceeding the usual scope of the Foundation, each Member of the Board
may receive appropriate compensation according to the principle of "usual in the market".

Article 20 Chair

In accordance with Board of Directors' decision making as outlined in Article 23, the Chair of
the Board may be selected by a simple majority vote of all Board Members from among its
Members for one renewable two year term. The Chair should serve for a maximum of four (4)
years. With the consent of the Board, a Chair of the Board's term may exceptionally be
extended beyond the two (2) two year terms referred to above for an additional term of two

(2) years.

Article21  Resignation of Board Members

Board Members can resign at any time by submitting a written declaration to the Chair
specifying when the resignation shall take effect.

Article22  Competences and functions of the Board

The Board shall be the supreme governing body of the Foundation. It shall possess all powers
that are not expressly delegated to other bodies in the present Statutes or By-laws of the
Foundation and it shall exercise its powers in the best interests of the Foundation.
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The Board shall possess the highest and most extensive authority concerning decision-making
and administration of the Foundation and shall exercise all other lawful powers requlred to
carry out the purpose of the Foundation,

The Board may delegate its powers, except where governing law or these Statutes or By-laws
as the case may be otherwise prohibit delega’uon and except that no committee or person

shall be given the power to:
. exercise the oversight authority of the Foundation;

. file an application to the Supervisory Authority regarding the amendment or
modification of the Statutes; .

. adopt By-laws of the Foundation;
-  amendor modify By-laws;
. appoint or remove any Member of the Board, with respect to Article 14 of the

Statutes and without prejudice to the competences of the Founder;

. appoint the external auditors;
. determine signatory powers and representation authority of the Foundation;
. approve the annual audited accounts of the Foundation.

All Board Members shall at all times seek to uphold the obj ectives of the GLEIF as set out in
these Statutes and to ensure the operation of the GLEIF in the broad public interest in line
with the High Level Principles and FSB recommendations, as endorsed by the Heads of State
and Government of the G20 at the 2012 Los Cabos Summit, as well as any addltlonal
principles or standards adopted by the ROC. .

Article 23 Board decision-making

The Board should try to find consensus. If all reasonable efforts by the Board and the Chair

have not led to a consensus, the Chair may call for a vote. In order to be approved, and unless

otherwise provided for herein, votes and resolutions require a simple majority of all Board

Members participating in the meeting. Each Board Member shall have one Vote In case of
equality of votes, the Chair shall have a deciding vote.

A quorum is estabhshed if a simple majority of the Board Members is present. Representation
of a Board Member is not admissible.

Recommendations delivered by the ROC shall be given due considetation without undue
delay but are not binding for the Board. The Board's response to each recommendation shall
be provided to the ROC without undue delay.
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Whenever the Board does not entirely adopt a recommendation delivered by the ROC, the
results of the Board's decision and the reasonable grounds for such decision shall be made
promptly and publicly available, unless, as discussed with the ROC chairs, such publication
violates confidentiality or privacy criteria.

The Board shall be empowered to pass resolutions and vote by means of circular letter only if
no Member asks for a meeting and in which each Board Member gives his/her written
response to a proposition, or by teleconference, or e-mail or any other method of
communication according to a procedure laid out in the By-laws.

Article24  Meetings

The meetings of the Board shall be convened either physically or by any other means, such as
conference calls, video conferences, or otherwise.

The Board shall meet as often as required by the Foundation but not less than once per year in

person. Notice of meetings and agendas shall be provided to Board Members and to the entire
ROC via the ROC Secretariat in advance, with due time for review, as to be provided in the

By-laws.

The Chair can convene. a meeting of the Board at any time, at his/her own discretion. The
Chair must convene a meeting at the written request of two Board Members.

All discussions of the Board will be recorded in the minutes of the Board meetings, approved
by the Board and retained in the permanent records of the Foundation.

As a general rule, the Board deliberations and its decisions must be transparent in accordance
with Article 5 here above.

V. B: THE EXTERNAL AUDITORS

Article25  Appointment

The Board shall appoint an external firm of auditors (the "Auditors").
The Auditors shall be appointed for renewable terms of three (3) years.

The terms of office of the Auditors can always be terminated at any other time.
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Article26 . Audit Report

The Auditors shall conduct an annual audit of the accounts of the Foundation. The Auditors
shall deliver a written report of the audit ﬁndlngs to the Board within five (5) months after the

end of each exercise.

V. C: THE SECRETARIAT AND THE CHIEF EXECUTIVE OFFICER

Article 27 The Secretariat

The Board may be assisted by a Secretariat composed of the number of staff requlred to
administer the day-to-day operations of the Foundation.

Article 28 ° Functions of the Secretariat

The Secretariat is responsible for the day-to-day administration of the Foundation. Its
functions and powers are based upon tasks assigned by the Board.

The fuﬁctions as well as the competences of the Sécr_etariat shall be specified in By-laws.

Article 29  -The Chief Executive Officer

Upon the proposal of the Chair, the Board shall appoint a Chief Executive Officer (the
"CEQO") to renewable terms of three years.

The CEO shall have the responsibility for the general supervision of the Secretariat, which
shall be recruited and appointed by the CEO, under policies and procedures approved by the
Board. In particular, the CEO shall have the authority, within limits and guidelines decided by
the Board, to enter into contracts and administer funds on behalf of the Foundation.

The Board may authorise the CEO to appoint one or more deputies to perform the functlons
and duties of the CEQ in his or her absence.

VI. A: INTERACTION WITH THE REGULATORY OVERSIGHT COMMITTEE

Article 30 ‘Role

The mission of the ROC is to uphold the governance pr1n01ples of and to oversee the Global LEI
System, in the broad public interest, in accordance with:
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a) the Global LEI System High Level Principles and FSB recommendations, as endorsed by
the Heads of State and Government of the Group of Twenty (Los Cabos, June 2012)

b) any additional principles or standards adopted by the ROC; and
¢) the ROC charter and any amendment to the provisions of the ROC Charter.

In furtherance of this mission, the ROC is to take appropriate action to protect the public interest
through regulatory oversight of the Global LEI System.

‘While the ROC is not a body of the Foundation, it defines the framework, principles and
standards under which the GLEIS shall operate, in accordance with the purpose clause of the
Foundation, and oversees the respect thereof. For the purposes of the Foundation and its
present statutes, the ROC is understood to refer to the Members of the ROC acting in concert

“pursuant to the Charter of the ROC for the GLEIS originated on November 5, 2012, and does .
not include the observers of the ROC. '

The ROC may-request to inspect and monitor the activities of the Foundation, including to

undertake on-site reviews, conduct hearings, request reports and other means, as well as to
request information from the Board as specified in the ROC Charter.

Article 31  Duty to give notice and provide docaments to the ROC to enable ROC
Consultations and Recommendations - :

The Board or its Chair shall give notice to the Chair of the ROC, in sufficient time to allow
the ROC consideration and consultation, of the following:

. pending and actual Board vacancies;
. proposed appointment and removal of Board Members;

The Board or its Chair shall provide to the Chair of the ROC, in sufficient time to allow the
ROC consideration and consultation, the following documents:

. all proposed and adopted annual budgets, including cost—recc)vefy principles,
protocols and procedures underpinning the budget;

. all strategic plans;
. all audit results;
. other materials on request of the ROC for delivery or inspection,

notwithstanding the opportunity for the ROC to gather more information
through a hearing process..
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The Chair shall invite the Board to vote on any recommendation delivered by the ROC
without undue delay. The ROC shall deliver a recommendation within the timeframe
designated by the Board or its Chair, in consultation with the ROC Chait, and such timeframe
shall be reasonable in light of the global and consensus-based nature of the ROC. Should the
ROC have not delivered a recommendation within this timeframe, the ROC will be deemed to
have waived the possibility to deliver a recommendation. The Board's response to each
recommendation shall be provided to the ROC without undue delay.

Whenever the Board does not entirely adopt a recommendation delivered by the ROC, the
results of the Board's decision and the reasonable grounds for such decision shall be made
promptly and publicly available, unless, as discussed with the ROC Chairs, such publication
violates confidentiality and privacy criteria.

VI B: LOCAL OPERATING UNITS

Article 32 Role

LOUs assist the Foundation in the implementation of the GLEIS by conducting due diligence
on registrants seeking LEIs, assigning the LEIs consistent with GLEIS standards, maintaining
~ the LEIs and associated reference data, and making those data publicly available.

The LLOUs will provide the primary interface for entities wishing to register for an LEIL In
turn, the Foundation shall provide support to the LOU operations when necessary, and
oversight to ensure that the LOUs are conducting their functions consistent with global
operational standards and protocols as administered by the GLEIF.

The GLEIF should provide that no LOU exploits its relationship with the system in a way
contrary to the broad public interest and adheres to globally agreed LEI standards as endorsed by
the ROC. ' '

Article 33 Process for recognition and de-recognition

In accord with ROC principles and standards the Board shall specify in' By-laws the criteria
and the process under which LOUs shall be recognised and, as the case may be, under which
the recognition of a LOU shall be revoked.

Any dispute arising out of the recognition or de-recognition of a LOU shall be resolved by an
internal dispute resolution mechanism which will be specified in By-laws. In the absence of
such a mechanism, the parties shall resort to the competent Swiss court to hear the dispute

pursuant to Swiss law.
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VII. REPRESENTATION, SIGNATURES AND INDEMNIFICATION

Article34  Representation

The Foundation shall in principle be represented by the Chair of the Board or any other
representative authorised by the Board.

Article 35 Signatures

Excepf the Chair of the Board who has sole signatory power, the Members of the Board have
joint signatory power at two.

Article 36 Indemnification

All persons involved in the administration, management or audit.of the Foundation shall be
held responsible for any loss or damage that they cause through willful or negligent violation
of their duties. If several persons are liable for loss or damage, each of them shall be held
jointly and severally liable to the extent that such loss or damage can be attributed to themn
personally owing to their own fault and to the circumstances.

However, to the fullest extent permitted by law, except cases of willful or criminal
misconduct, gross negligence or reckless misconduct, the Foundation will indemnify any
Member of the Board or any other body of the Foundation or the Ex officio Members or the
Founder (in particular regarding the appointing or removing of Board Members) (each an
"Indemnified Person") (and that Indemnified Person's heirs, executors, administrators,
assigns and any other legal representative of that Indemnified Person) who was or is a party or
is threatened to be made a party to or is involved in (including as a witness) any threatened,
pending, or completed action, suit, proceeding or inquiry, whether civil, criminal,
administrative, or investigative, and whether formal or informal, including appeals, by reason
of the fact that the Indemnified Person is or was a Member of the Board or any other body of
the Foundation, or an ex officio Member, or the Founder, or an organisation or constituency
represented by a member of the Board or any other body of the Foundation or an ex officio
Member for and against all expenses (including attorneys' fees), judgments, fines and amounts
paid in settlement actually and reasonably incurred by that Indemnified Person or that
Indemnified Person's heirs, executors, administrators, assigns or legal representatives in
connection with that action, suit, proceeding or inquiry, including appeals.

The Foundation may purchase and maintain insurance on behalf of any Indemnified Person
against any liability asserted against that Indemnified Person, whether or not the Foundation
would have the power to indemnify the Indemnified Person against that liability under the
" provisions of this Article or otherwise.
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VIII. AMENDMENT OF THE STATUTES, BY—LAWS, DISSOLUTION AND
APPLICABLE LAW

Article 37 Amendment of the Statutes

. The Board can request the Supervisory authority to amend the Statutes in accordance with
Articles 85 and 86b of the Swiss Civil Code.

Such request regarding the amendment of the Statutes requires a three-fourths majority vote

of all Board Members. :
The purpose clause of the. Statutes may be modlﬁed by the Founder in accordance with

Article 86a of the Swiss Civil Code.

Article38  By-laws

The Board shall in due time and after consultation with the ROC fix the details of
organisation of the Foundation in By-laws which shall be subject to the prior approval of the
Supervisory Authority. Any subsequent modification of the By-laws shall also be submitted
to the prior approval of the Supervisory Authority.

Prior to the submission of the By-laws or any modification thereof to the Supervisory
Authority, the ROC will deliver a recommendation.

Article 39  Dissolution

If the Foundation is unable to continue its activities, the Board shall consult with the ROC
who will deliver a recommendation. As the case may be, the Board shall subsequently notify
“the Supervisory Authority of the situation.

The Foundation may be dissolved in accordance with Articles 88 and 89 of the Swiss Civil
Code. The Founder shall carry out the liquidation of the Foundation. '

In the event of liquidation of the Foundation, its remaining assets shall be entirely assignable
to another public utility and tax exempt entity pursuing similar objectives to those of the
Foundation. In no. case shall the Foundation's assets be returned to the Founder or Board
Members or to any of their successors or assignees or be used in any way for their profit, be it
in whole or in part. :

The dissolution of the Foundation, to any degree, and particularly at the stage of liquidation,
shall only be carried out with the express consent of the Supetrvisory Authority, the decision
of which shall be based on a detailed written report.
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Article40  Applicable Law

The laws of Switzerland, in particular Article 80 et seq. of the Swiss Civil Code, shall apply
to any matter not covered by the provisions of these Statutes.

* ok
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Charter of the Regulatory Oversight Committee
For the

Global Legal Entity Identifier System

Having regard to:

(1) the call of the Heads of State and Government of the Group of Twenty on the Financial
Stability Board (FSB) to take the lead in helping coordinate work among the regulatory
community to prepare recornmendations for the appropriate governance framework,
representing the public interest, for a global Legal Entity Identifier (LEI) (Cannes - -

. Summit, November 2011, “Declaration — Building Our Common Future: Renewed
Collective Action for the Benefit of All”); and

(2) the endorsement by the Heads of State and Government of the Group of Twenty of the
FSB recommendations regarding the framework for development of a global LEI system
for parties to financial transactions, with a global governance framework representing the
public interest (Los Cabos Summit, June 2012); and

Recognizing the need to develop and maintain for the broad public good a Global LEI
System that is to be used: (a) by authorities of any jurisdiction or financial sector to, assess
systemic risk and maintain financial stability, conduct market surveillance and enforcement,
supervise market participants, conduct resolution activities, prepare high quality financial
data, and to undertake other official functions; and (b) by the private sector to support
improved risk management, increased operational efficiency, more accurate calculation of
exposures, and other needs.

We, the Finance Ministers and Central Bank Governors of the Group of Twenty, and the
Financial Stability Board have set forth this Charter for the Regulatory Oversight Committee
(ROC) of the Global Legal Identifier System. The Global LEI System is composed of the
ROC together with an operational component, consisting of the LEI foundation (or equivalent
legal form) operating the Central Operating Unit (COU), and the federated Local Operating
Units (LOUs) providing registration and other services.

- 1. Mission

The mission of the ROC is to uphold the governance principles of and to oversee the Global
LEI System, in the broad public interest, in accordance with:

a) the Global LEI System High Level Principles and FSB recommendations, as endorsed
by the Heads of State and Government of the Group of Twenty (Los Cabos, June 2012)
(Annex A and B);

b)  any additional principles adopted by this ROC; and
c) any amendment to the provisions of this Charter.

In furtherance .of this mission, the ROC is to take appropriate action to protect the public
interest through regulatory oversight of the Global LEI System.
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2.
a)

Objectives and responsibilities of the ROC

In protecting the broad public interest, the objectives of the ROC are to ensure:

)

)

3)

(4)

open and free access to publicly available data from the Global LEI System,
including the following:

i

ii.

iii.

iv.

V.

data should be non-proprietary, with no bundling of services, or
restrictions on access, usage, or redistribution;

" all public data should be readily available on a continuous basis, easily

and widely accessible using modern technology, and free of charge;

confidential data should be safeguarded and with due regard for any
applicable data protection legislation;

data and operating processes should not be subject to any type of
intellectual property restrictions, except those judged necessary by the
ROC for protecting the broad public interest;

restrictions should not be placed on a registrant on the use of its own
LEL

open access tb obtaining an LEI, including:

i

ii.

iii.

by providing that any entities required, or eligible, to obtain an LEI are
able to acquire one under open and non-discriminatory terms;

by providing that fees, where and when imposed by the COU, .are set
on a non-profit cost-recovery basis under the premise that the
operational model of the COU is efficient and avoids excessive costs
and, that where possible, a parallel arrangement holds for the LOUs;

by providing that the intellectual property necessary for or associfated
with the operation of the Global LEI System is held in a way that
facilitates achievement of the High Level Principles.

that no entity involved in the Global LEI System exploits its relationship with
the system in a way contrary to the broad public interest;

that the Global LEI System meets broad public and private sector
requirements, including:

i -

i.

iii.

ensuring the uniqueness, consistency, exclusivity, aécuracy, reliaBiIity,
timeliness of access, portability, and persistence of the LEI code and
reference data; '

evaluating continually the relevance of existing standards, and
proposing new or adapting existing standards for the Global LEI
System that serve the broad public interest or reflect changes in
financial markets or other relevant areas as required;

promoting the use and scope of the Global LEI System to expand the
collective benefit from widespread adoption; and
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b)

iv. allowing use of local languages and character sets in registration, as
well as allowing access to the Global LEI System in a common
language and character set,

In carrying out its mission and objectives, the ROC has the following respon31b111t1es
and authorities:

(1)

(2)

3)

@

)

(6)

(™)

to be the ultimate authority for oversight of the Global LEI System, including
guidance, standards, high level plans, policies, and protocols. The capacity to
review and approve all decisions relating to the governance and strategy of
the global LEI foundation operating the COU;

to facilitate the establishment of, and to designate the global LEI foundatlon
(or body of equivalent legal form) as the legal entity that operates the COU;

to oversee standards and general policies for the Global LEI System to ensure
that they are in the broad public interest, including, but not limited to:

-1 standards for LEI reference data and for other aspects of the operations

of the Global LEI System;
ii. standards for participation of LOUs in the Global LEI System;

iii. cost-recovery principles, protocols, and procedures for the COU
budget formation;
iv. material contracts review to ensure that the objectives in section 2 a)

are respected; and

V. standards for business continuity, disaster recovery and automated
~ system safeguards

to request and receive mdependent audits of the Global LEI System for
financial control, best business practlces and.data quality standards;

to appoint the initial Board of Directors of the global LEI foundation operating
the COU, to review the appointment and -continuance of Directors, and to
request (or direct, if consistent with the governing law of the global LEI
foundation) removal of Directors for cause, according to public-interest
protection criteria_established by the ROC to be reﬂected in the governing
documents of the global LEI foundation;

to appoint, public or independent Directors of the global LEI foundation
opetating the COU from outside of the regulatory community with special
powers, determined by the ROC and to the extent permissible under the law
governing the LEI foundation, who as individuals are to act in the broad public
interest, (pursuant to the criteria established by the ROC and reflected in the
governing documents of the global LEI foundation);

to issue guidance to the COU or other parts of the Global LEI System to
protect the broad public interest as expressed in the High Level Prmclples or
in this Charter;
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b)

d)

@) to monitor the performance of the Global LEI System, through inspections,
hearings, reports and other means;

(9)  to promote a high level of transparency in the operation of the Global LEI
System; o

(10) to establish or appoint such special advisory, technical, or professional
committees, working groups, or panels, as may be useful in carrying out the
mission, objectives, and responsibilities of the ROC. The membership of such
committees, working groups, or panels may be composed of Members of the
ROC, other persons, (including from both the regulatory community or private
sector), or both; '

(11) to consider establishment of an appropriate framework for mediating or
' resolving disputes; '

(12)  to adopt, in addition to the provisions of this Charter, such rules or procedures
as may be necessary to carry out the mission, objectives and responsibilities of
the ROC; and '

(13)  to undertake any such other functions and actions as may be necessary and
permissible to carry out the mission, objectives, and responsibilities of the
ROC.

Members
The following are eligible to be a Member of the ROC:

(1)  any public sector authority and jurisdiction including regulatory and
supervisory authorities and central banks;

(2) - public international financial institutions; and

3) international public sector standard setting, regulatory, supervisory, and
central bank bodies and supranational authorities.

on condition that they are dedicated to working actively for the broad public interest
in accordance with the Global LEI System High Level Principles and to working
actively towards the objectives specified in this Charter. The public international
financial institutions that are so dedicated participate as Members in accordance with
their respective legal and policy frameworks.

Membership criteria may be reviewed every 3 years, or eatlier under circumstances
where needs for review are identified, by the Plenary in the light of the ROC’s
mission, objectives and responsibilities.

Recognising the need to support effective decision making and thus to contain the
number of decision-making Members, jurisdictions are invited to ensure co-ordination
among authorities that meet the eligibility criteria.

In the event that the number of eligible members wishing to join the ROC reaches
such a size that makes decision-making impractical, Plenary Members should review
whether new provisions are needed to limit Plenary Membership.
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4,

Commitments of Members

Assent to the Charter means that a Member is to:

a)

b)
c)

b)

uphold the High-Level Principles and goals set forth in the Charter to protect the
broad public interest in relation to the Global LEI System;

participate actively in the work of the ROC; and

support the introduction of the Global LEI System for official or international
identification purposes.

Observers

Public authorities and jurisdictions, public international financial institutions, and
international public sector standard setting, regulatory, supervisory, and central bank
bodies and supranational authorities, as defined in 3 a) above, that support the High
Level Principles and wish to be informed of the proceedings of the ROC, but do not
wish to participate actively in the decision making and governance process may
become Observers. ' '
An Observer may attend meetings of the Plenary and participate in the ROC in a

manner to be determined by the Plenary, Executive Committee, or any other groups,
committees, working groups or panels that invite the Observer.

An Observer may not participate in the decision making of the Plenary or the Executive

Committee.

6. Structure

The RQC is composed of the following:

a) the Plenary;

b) the Executive Committee;

c)' - the Committee on Evaluation and Standards; and

d) other committees, working groups, or panels as provided for in Section 2 (b) (10)
above.

7. Decision making

a) Decisions by the Plenary, Executive Committee, and any other groups, committees, or
bodies established by the ROC should be taken by consensus where possible.’

b) Members of the ROC have the duty to work towards consensus.

c) The Chair has the duty to seek as broad a consensus as possible.

d) Members who have stated an objection have the right to delay a decision for a fixed,

- short period and ask the Chair to seek an alternative solution.
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Voting should only occur in exceptional circumstances where consensus cannot be
reached using the procedures outlined above. For such an eventuality, the ROC is to
develop voting procedures with a geographically balanced majority for adopting
decisions in the event that consensus cannot be reached for either or both the Plenary

- and the Executive Committee.

Plenary Membership and Responsibilities

The Plenary consists of one designated representative of each Member of the ROC.

The Plenary is the ultimate decision-making body of the ROC.

The Plenary is presided over by the Chair of the ROC.

The Plenary:

(1)  decides on the manner in which the Plenary conducts its affairs;

(2)  approves the work program of the ROC; .

(3)  oversees the standards and general policies for the Global LEI System, to
ensure that they protect the broad public interest, taking account of the
analysis and recommendations of the Executive Committee;

(4)  exercises oversight of the adherence of the Global LEI System to the High
Level Principles and the goals specified in this Charter and promotes
transparency throughout the system;

(5)  reviews membership criteria every 3 years or earlier where needs for review
are identified, in the light of the ROC mission, objectives and responsibilities;

(6)  appoints the Chalr the Vice Chair(s), and the Executive Committee;

7 prov1des the Executive Committee with specific dedicated respons1b111t1es and
powers to take forward the work of the ROC and assigns responsibility for
decisions on operational oversight issues to the Executive Committee;

(8) facilitates the establishment of, and designates the global LEI foundation (or
body of equivalent legal forin) as the legal entity that operates the COU and
terminates this designation; ,

(9)  appoints the initial Board of Directors of the global LEI foundation operating
the COU and reviews appointment and continuance of Directors, and
thereafter requests removal of Directors, as specified in 2 (b) (5) of this
Charter, taking due account of the recommendations of the Executive
Committee;

(10)  appoints, public or independent Directors as foreseen in section 2 (b) (6);

(11)  hears at least twice a year, and as deemed necessary by the Plenary, a report
from the Chair of the Board of Directors of the global LEI foundatlon
operating the COU;

(12)  establishes the Committee on Evaluation and Standards and appoints its chair;
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b)

d)

(13) establishes other committees, working groups and panels, as necessary,
including membership and responsibilities;

(14)  appoints the Secretariat;
(15) reviews and approves any amendments to this Charter; and

(16)  decides on any other matter governing the business and affairs of the ROC.

Plenary Representation and Attendance
All Members are entitled to attend and participate in the Plenary. '
The Chair of the ROC presides over the_Plenary.

The Plenary is expected to meet at least 2 times each year.

Executivé Committee

An Executive Committee is established and composed of an initial maximum of
twenty-three (23) Members selected by, and from among the Plenary Membership.
Regional Executive Committee Members are to be selected by and from the Plenary

. Members for that region. Members representing global public international financial
_ institutions and standard setting bodies are to be selected by the Plenary.

Membership of ‘the Executive Committee is to be balanced jurisdictionally and
regionally. The initial composition of the Executive Committee is to consist of a
maximum of five (5) Members from at least 2 jurisdictions in each of the following
regions: North America (including Mexico and the Caribbean); Europe (including the
Commonwealth of Independent States); Asia (excluding the Middle East); and Central
and South America, Afica, Oceania, and the Middle East. In addition, up to three (3)
Members may be appointed to represent global public international financial
institutions and standard setting bodies. The maximum size and composition of the
Executive Committee is to be reviewed every 3 years, in accordance with criteria to
be developed and approved by the Plenary. The Chair and the Vice Chair(s) are to be
appointed from the Membership of the Executive Committee.

Members of the Executive Committee are to be appointed for a maximum 3 year
term, subject to renewal. Initial appointments may include some shorter term
appointments to facilitate rotation in each region upon the decision of a region.

The Executive Committee is to take forward the work of the ROC including decisions
on operational oversight issues, under specified delegated responsibilities and powers
provided by the Plenary.

The Executive Committee may establish working groups and panels as needed to take
forward the work of the Executive Committee. ’

In addition to its delegated responsibilities, the duties of the Executive Committee
include the following:

(1)  providing regular information and recommendations to the Plenary to keep the
Plenary fully engaged and capable of action;
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®)
4)
©)

(6)

™)

)
©)
(10)

(11)

(12)

(13)
(14)

informing the Plenary on the fulfilment of the delegated oversight
responsibilities provided to the Executive Committee;

monitoring and guiding the progress of the ROC’s ongoing work;
preparing options for decision for matters reserved to the Plenary;

conducting ongoing oversight of the Global LEI System to monitor adherence
to the High Level Principles and other agreed principles, policies and
standards to protect the broad public interest. In furtherance of this mission the
Executive Committee shall hear at least twice a year, and as deemed necessary
by the Executive Committee, a report from the Chair of the Board of Directors
of the global LEI foundation operating the COU;

analysing and developing recommendations for principles, standards and
general policies for the Global LEI System, ensuring that they serve the broad
public interest, including, but not limited to:

i. standards for LEI reference data and for other aspects of the Global
LEI System’s operations;

il. standards for participation of LLOUs in the Global LEI System;

fil. cost-recovery principles, protocols, and procedures for the COU
budget formation;
iv. material contracts review to ensure that the objectives in section 2 a)

are respected; and

V. standards for business continuity, disaster recovery, and automated
system safeguards.

reviewing and commissioning work from the Committee on Evaluation and
Standards or other committees, working groups and panels and co-ordinating
work across those groups;

requesting and receiving independent audits of the system for: financial
control, best business practices, and data quality standards;

performing on site reviews of the COU, subject to COU security
requirements;

requesting on as needed basis information from the Directors of the global
LEI foundation operating the COU;

issuing guidance to the COU or other parts of the Global LEI System to
protect the broad public interest as expressed in the High Level Principles or
in this Charter;

considering establishment of an appropriate framework for mediating or
resolving disputes;

overseeing the work of the ROC Secretariat;

preparing the Plenary meetings, including making recommendations as

. appropriate in order to allow the Plenary to efficiently fulfil its mandate; and
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11.

(15)  taking forward, after consultation and consistent with the directions of the
- Plenary, any other work necessary for the ROC to meet its mandate.

Committee on Evaluation and Standards (CES)

The CES has the following responsibilities to support the regulatory oversight functions of
the ROC and the Executive Committee:

a)

b)
©)

d)

to evaluate the adequacy of existing standards and protocols in the light of the High
Level Principles and other principles adopted by the ROC and that serve the' broad
public interest; :

to propose revised or additional standards, or protocols as necessary;

to recommend to the Executive Committee the development of additional standards and
protocols or the modification of existing standards and protocols as necessary; and

to perform any other tasks and functions as requested by the Plenary or Executive
Committee. ' :

Members of the CES do not necessarily need to be the individuals or organisations

participating in the ROC. . '

The CES reports to the Executive Committee on a regular basis and to the Plenary when

requested. '

12.  Chair

a) The Chair and the Vice Chair(s) are appointed by the Plenary from the Membership of
the Executive Committee for a term of 2 consecutive years extendable for a maximum
of one-year.

b) " The Chair convenes and chairs the méetings of the Plenary and of the Executive
Committee. ’

c) The Chair is the principal spokesperson for the ROC and represents the ROC
externally. The Chair should be informed of all significant matters that concern the
ROC. ' _

d) The Chair is to take all decisions and act as necessary to achieve the objectives of the
ROC, in accordance with directions given by the Plenary or the Executive Committee.

e) The Chair is to act in the best interests of the ROC and ROC Membertship.

f) The Chair has a duty to seek as broad a consensus as possible. '

g) The Chair is to be supported by up to two Vice-Chair(s), appointed by the Plenary

from the Membership of the Executive Committee for a term concurrent to the Chair.
The Chair and Vice-Chair(s) are to be from different geographic regions.
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2)

14.

Secretarlat

The Plenary is to appoint a Secretariat to support the ROC, takmg account of a
recommendation from the Chair and the Executive Committee.

The Secretariat is directed by the Chair of the ROC, on behalf of the Plenary and

Executive Committee.

The duty of the Secretariat is to support the work of the ROC. The Secretariat does
not participate in any ROC decision making.

The Secretariat is to maintain and publish a list of Plenary Members

The initial Secretariat is to be provided through the establishment of an agreement
with an existing public international financial institution, that could help the ROC to
mobilise and organise the necessary secretarlat services during the first 3 years of
formation.

On an ongoing basis, the costs of the Secretariat are 1o be provided from registration
fees levied on registrants consistent with modalities to be established by the Plenary.

The Plenary is to review ail aspects of Secretariat arrangements 3 years after the
formation of the ROC.

Funding of the ROC

On an ongoing basis, the funding of the ROC is to be provided from registration fees levied -
on registrants consistent with modalities to be established by the Plenary.

15.

a)

b)

Establishment

The ROC is to be formed following endorsement of this Charter by the Group of
Twenty and the FSB, and there being:

(1) at least eleven (11) authorities assenting to this Charter, including:

(2) at least three (3) from each of three regional groupings: North America
(including Mexico and the Caribbean); Europe (including the Commonwealth
of Independent States); and Asia (excluding the Middle East); and

(3) at least two (2) from a reglonal group comprising Central and South America,
Africa, Oceania, and the Middle East; and

(4) of those authorities assenting within each of the four reglons at least two (2)
deriving from different jurisdictions. :

Prior to the formation of the ROC and appointment of the Chair of the ROC by the
Plenary, assent to the Charter is to be made by letter from eligible authorities to the
Chair of the FSB.

10
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c) On formation of the ROC, and appointment of the Chair of the ROC by the Plenary,
assent to the Chatter is to be made.by letter from eligible authorities to the Chair of
the ROC. Membership becomes active once the Chair has provided confirmation.

d) A Member may terminate its Membership by letter to the Chair of the ROC.

©) A request for Observer status is to be made by letter from eligible authorities to the

Chair of the FSB prior to the formation of the ROC, and thereafter by letter to the
Chair of the ROC.

16. Access to information

The ROC is to have access to documents of the global LEI foundation operating the COU as
well as those of the COU. The non-public information contained in these documents is to be
treated as confidential information by the Members of the ROC. Provisions regarding such
access are to be reflected in by-laws of the LEI foundation.

17.  Confidentiality

The ROC Members are to treat all non-public information and documents, provided to or
obtained by them under or in connection with LEI oversight activities and this Charter, as
confidential. The Members are to ensure that confidential information provided to them in the
context of the regulatory oversight arrangements is to be used only for the oversight of the
Global LEI System, and is not to be used by them for any other purpose, including in their
capacities as users of the LEI services, provided that the foregoing does not prejudice their
responsibilities under national laws or regulatory requirements.

18. Amendment Clause

Amendment of any of the provisions of this Charter may be proposed by the Executive
Committee or Plenary and if adopted by the Plenary modifies this Charter. Such adoption is
subject to the decision-making framework for the ROC, or by specific procedures to be
defined by the Plenary.

19. Review Clause

- The ROC may review the Charter as necessary, in an appropriate manner. The review may

cover all aspects of the governance arrangements for the Global LEI System. An initial
review is to take place by no later than October 2017. By this date, the Plenary is to examine
this Charter on the basis of a report from the Executive Committee and is to determine
whether the mission and organization of the ROC need to be reviewed.
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20.  Legal Effect

This Charter does not create any legal rights or obligations or modify or supersede any
national or international laws or regulatory requirements in force in any applicable
jurisdiction, or applying to, any of the Members. '

Nothing in this Charter is to require or to be deemed to require any of the Members to act in a
manner which amounts to or may amount to violation of any of the provisions of any. such

- national or international laws, legal frameworks, or regulatory requirements, or to prejudice

or affect the exercise of any of their rights and discretions thereunder.

By endorsing or assenting to this Charter or becoming a Member of the ROC, no Member
waives any immunity from suit or privilege to which it may otherwise be entitled and no
Member submits to the jurisdiction of any court or arbitral body that would not otherwise
have jurisdiction.

21.  Annexes
The Annexes to this Charter, are considered part of the Charter: .
Annex A: Global LEI System High Level Principles.

Amnex B: Annex B: Recommendations for the development and implementation of the
Global LEI System. ' :
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Annex A: Global LEI System High Level Principles

The Global LEI system should uniqﬁely identify participants to financial transactions.

The LEI system should meet the requirements of the global regulatory community for
accurate, consistent and unique entity identification. )

The LEI system should be designed in a manner that provides beneﬁts to financial
market participants.

Flexibility must be built into the global LEI system to proslide the capability for the
system to expand, evolve, and adapt to accommodate innovations in financial
markets

The LEI system should not be “locked-in” with a particular service provider for any
key system functions or processes. The principles of competition should be ensured
on both global and local levels where appropriate.

The global LEL isystem should support a high degree of federation and local
implementation under agreed and implemented common standards.

The LEI system should meet evolving requirements of both the regulatory community
and industry participants in terms of information content, scope of coverage,
timeliness and availability.

The LEI Regulatory Oversight Committee should have the responsibility of upholding

the governance principles and oversight of the global LEI system functioning to serve
the public interest. The Committee has the ultimate power and authority over the
global LEI system.

The mission, role and responsibilities of the ROC shall be specified by the global LEI
Regulatory Oversight Committee Charter, which shall establish the Committee.

Participation in the global LEI Regulatory Oversight Committee shall be open to all
authorities subscribing to the High Level Pr1n01ples and to the objectives and
commitments in the Charter.

The LEI Central Operating Unit should have the mission and role to ensure the
application of uniform global operational standards and protocols set by the ROC and
act as the operational arm of the global LEI systein. It shall be established as a
foundation or legal equlvalent

The LEI Central Operating Unit should have a balanced representation of industry
participants from different geographic areas and sectors of economy. Its Board of
Directors should be selected from industry representatives, plus independent
part101pants

13




497 13. The LEI system should allow the local provision by Local Operating Units of all LET

498 functions which the ROC determines are not required to be centralised.

499

500 . 14. The LEI system should promote the provision of accurate LEI reference data at the
501 ‘ local level from LEI registrants and ensure global uniqueness of the registrants.

502

503 15. Any global universal intellectual property rights should belong to the global LEI
504 system.

505
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Annex B: Recommendations for the development and implementation of the Global LEX
: System

N

Recommendation 1

SETTING UP A GLOBAL LEI SYSTEM The FSB strongly supports the development and
implementation of a global LEI system that uniquely identifies part1c1pants to financial
transactions.

Recommendation 2

GLOBAL REGULATORY COMMUNITY REQUIREMENTS The LEI system should | -
meet the requirements of the global regulatory community (including supranational
organisations). The potential benefits of the LEJ include: to support authorities in fulfilling
their mandates to assess systemic risk and maintain financial stability; conduct market |
surveillance and enforcement; supervise market participants; conduct resolution activities;
prepare high quality financial data and undertake other regulatory functions.

Recommendation 3

GLOBAL LEI SYSTEM GOVERNING DOCUMENTS Global LEI system High Level
Principles set out the principles and commitments that specify and define the governance and
structure of the global LEI system. A global LEI Regulatory Oversight Committee Charter
should specify the mission, role and responsibilities of the Committee as well as the process
for its establishment. Support for the High Level Principles agreement and Charter will
indicate a desire to participate in the global LEI system.

Recommendation 4

SUPPORT OF FINANCIAL MARKET PARTICIPANTS The LEI system should be

designed in a manner that provides benefits to financial market participants.

Recommendation 5

SYSTEM FLEXIBILITY Flexibility must be built into the global LEI system to provide the
capability for the system to expand, evolve and adapt to accommodate innovations in
financial markets. It must also allow the seamless introduction of new participants. To these
ends, critical software and other relevant elements must be: defined and made publicly
available without any licensing, intellectual property or similar restrictions under open source
principles. The LEI should be portable’ within the global LEI system.

Recommendation 6

COMPETITION AND ANTI-TRUST CONSIDERATIONS The LEI system should be
designed to ensure that it is not “locked-in” with a particular service provider for any key
system functions or processes, and that the principles of competition are ensured on both
global and local levels where appropriate. The governance framework should provide

! In this context a portable LEI means that the code could be transferred from one LOU to another LOU.
This may be necessary, for example, in case of the LEI being obtained originally from a foreign LOU before a
local LOU was established or if an entity changed its legal address or headquarters, etc.
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safeguards to ensure that competition principles and anti-trust considerations are upheld. The
local implementation of the global LEI system should meet local anti-trust requirements.

Recommendation 7

FEDERATED NATURE OF THE LEI SYSTEM The global LEI system should support a

“high degree of federation and local implementation under agreed and implemented common

standards.

Recommendation 8

SCOPE OF COVERAGE Eligibility of ‘legal entities’ to apply for an LEI should be
broadly defined, in order to identify the legal entities relevant to any financial transactlon No
more than one LEI shall be assigned to any legal entity.

Recommendation 9

LEI REFERENCE DATA AT SYSTEM LAUNCH The official name of the legal entity,
the address of the headquarters of the legal entity, the address of legal formation, the date of
the first LEI assignment, the date of last update of the LEI, the date of expiry, business
registry information (if applicable), alongside a 20 digit alphanumeric code should form the
basis for the global system at the launch of the global LEI initiative. For entities with a date
of expiry, the reason for the expiry should be recorded, and, if applicable, the LEI of the

entity or entities that acquired the expired entity.

Recommendation 10

REVIEW OF SCOPE OF COVERAGE AND REFERENCE DATA The Regulatory
Oversight Committee should undertake regular reviews of the scope and extent of coverage
of the LEI to reflect emerging regulatory and market requirements for the LEI use according
to an agreed schedule. The Regulatory Oversight Committee should undertake regular
reviews of the LEI reference data according to a set schedule to monitor the required changes,
additions, retirements and modifications.

Recommendation 11

STANDARDS FOR THE LEI SYSTEM The LEI system should meet, to the degree
possible, evolving requirements of both the regulatory community and industry participants
in terms of information content, scope, timeliness and availability. The Regulatory Oversight
Committee is responsible for the final determination for any standards for the LEI to be
utilised in the global LEI system. When proposing areas for the development of new
standards, the Regulatory Oversight Committee should strongly consider utilising existing
standard sefting organizations to develop such standards, provided that such organizations
incorporate the requirements for the standards as determined and communicated by the
Regulatory Oversight Committee. :

Recommendatlon 12

LEI REFERENCE DATA ON OWNERSHIP The FSB LEI Implementation Group should
as soon as possible develop proposals for additional reference data on the. dlrect and ultimate
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parent(s) of legal entities and relationship or ownership data more generally and to prepare
recommendations by the end of 2012. The group should work closely with private sector
experts in developing the proposals.

Recommendation 13

LEI OPERATIONAL AND HISTORICAL DATA The LEI system should maintain high
quality records that retain relevant information on amendments (query, add, modify or delete
of any data element) to data items as well as additional data to facilitate the surveillance and
control of the system by the COU where appropriate.

Recommendation 14

CENTRAL OPERATING UNIT The mission and role of the Central Operating Unit should
be to ensure the application of uniform global operational standards and protocols that deliver
global uniqueness of the LEI, seamless access to the global LEI and to high quality reference
data for users with depth of access controlled by appropriate access rights, as well as
protocols and methods for how local systems can connect to the Central Operating Unit.

Recommendation 15

FORMATION OF THE CENTRAL OPERATING UNIT The LEI Implementation Group
should develop a detailed plan for the formation of the Central Operating Unit via the
establishment of a not-for-profit LEI foundation” by interested industry participants under the
oversight of the formed LEI Regulatory Oversight Committee. The foundation would rely on
industry participants, their expertise and knowledge to identify and develop the most
technologically, financially and legally sound methods to implement the global LEI system in
line with the standards and framework defined by the Regulatory Oversight Committee.
Representatives from all geographic areas and industry sectors would be invited to participate
in the preparatory work underpinning the formation of the LEI foundation as the Central
Operating Unit in 2 manner defined by the Implementation Group.

Recommendation 16

BALANCED REPRESENTATION IN THE CENTRAL OPERATING UNIT The

‘Regulatory Oversight Committee and LEI Implementation Group should ensure that the

global LEI foundation takes account of the interests of financial and non-financial industry
participants from different geographic areas and economic sectors.

Recommendation 17

LOCAL OPERATING UNITS The LEI system should allow the local provision of all LEI
functions which the Regulatory Oversight Committee determines do not need to be
centralised. The LEI system should enable the use of local languages, organisation types and
relationship structures as required. Procedures to integrate local systems into the global LEI
system should be developed by the LEI Implementation Group in consultation with local
jurisdictions and potential Local Operating Units (when available) in a way and manner that

Or body of equivalent legal form.
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meets the global LEI system High Level Principles. The Central Operating Unit of the LEI
system. should be ablé to provide support to Local Operating Unit operations when necessary
according to criteria and requirements established by the Regulétory Oversight Committee
and administered by the Central Operating Unit.

Recommendation 18

LEI DATA VALIDATION The LEI system should promote the provision of accurate LEI
reference data at the local level from LEI registrants. Responsibility for the accuracy of
reference data should rest with the LEI registrant, but Local Operating Units have
responsibility to exercise due diligence in guarding against errors, as consistent with
Regulatory Oversight Committee standards, and to encourage necessary updating. The
Central Operating Unit has responsibility to check registrations for global uniqueness and to
coordinate reconciliation by Local Operating Units where necessary. Accuracy should be
ensured at the local level by the registered entities. Self-registration should be encouraged as
a best practice for the global LEI system. -

Recommendation 19

LEI ISSUANCE WHEN NO LOCAL REGISTRAR AVAILABLE Whenever possible
the LEI registration should take place with the relevant Local Operating Unit: When a Local
Operating Unit is not available, the Regulatory Oversight Committee and a local jurisdiction
(when willing to engage) should agree on approaches for local entities to obtain LEIs. The
Implementation Group should develop proposals for such mechanisms via: (1) establishing a
mechanism of obtaining LEIs through other Local Operating Units; (2) establishing a
mechanism of obtaining LEIs from a registration facility in the Central Operating Unit; and
(3) any other mechanisms that are appropriate.

Recommendation 20

SUSTAINABLE FUNDING The steady state funding of the global LEI system should be
self-sustainable and reliable. The funding system should be based-on an efficient non-profit
cost-recovery model. The system should have two components: a local discretionary charge;
and a common fee based on the number of registrations in each LOU to pay for the
centralised operations in the Central Operating Unit, alongside any costs of implementing and
sustaining the governance framework. Fees should be sufficiently modest not to act as a

barrier to acquiring an LEI

Recommendation 21

GLOBAL REGULATORY OVERSIGHT COMMITTEE CHARTER The governance
framework of the global LEI system should be developed at the international level in an open
and transparent manner that supports collective governance of the global system. A global
LEI Regulatory Oversight Committee Charter should set out the formation and operations of
the Regulatory Oversight Committee. The global LEI Regulatory Oversight Committee
Charter should be prepared by the FSB LEI Implementation Group for endorsement by the G-
20 at the Finance Ministers and Central Bank Governors meeting in November 2012 or by
the FSB Plenary in October.
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Recommendation 22

REGULATORY OVERSIGHT COMMITTEE A Regulatory Oversight Committee, as
specified in the Charter, should have the responsibility of upholding the governance
principles and oversight of the global LEI system functioning to serve the public interest. The-| -
Regulatory Oversight Committee should be a body representing regulators and other
government or supranational entities engaged in regulating or monitoring the financial system
or markets. Membership and decision making processes would be established by the Charter.
Wherever possible, decisions would be reached by consensus.

Recommendation 23

POWER AND AUTHORITY OF THE REGULATORY OVERSIGHT COMMITTEE
The Regulatory Oversight Committee has the ultimate power and authority over the global
LEI system. Any power delegated to the Central Operating Unit, Local Operating Units and
other entities can be reversed by the Regulatory Oversight Committee’. The Regulatory
Oversight Committee should establish a formal oversight plan to ensure that its directives to

the Central Operating Unit or other parts of the system arc enforced and that the governance

principles are upheld.

Recommendation 24

PARTICIPATION IN THE REGULATORY OVERSIGHT COMMITTEE To
participate in the LEI Regulatory Oversight Committee, an authority should indicate support
for the global LEI High Level Principles and Charter for the Regulatory Oversight
Committee. Authorities may elect to be a full member of the Regulatory Oversight
Committee or an observer. The rights and responsibilities of members and observer status
participants should be defined in the Charter.

Recommendation 25

LEVERAGING INFRASTRUCTURE OF AN INTERNATIONAL FINANCIAL
ORGANISATION In developing proposals to establish the Regulatory Oversight
Committee following agreement on the Charter, the Implementation Group should if possible
and, subject to agreement, leverage on the existing infrastructure of an international financial
organisation to initiate and stand-up the global LEI governance structure in a timely manner,

utilising the experience of the international organisation in executing international initiatives.

Recommendation 26

GOVERNING DOCUMENTS FOR THE CENTRAL OPERATING UNIT Alongside
the development of the global Charter, -the Implementation Group should develop legal
documents governing the mandate provided by the Regulatory Oversight Committee to the
Central Operating Unit as well as other legal documents needed to specify the full
governance framework for the global LEI system.

Recommendation 27

3 Local authorities may also reserve rights to be engaged in decisions on local registration operations to
the extent that they act in accordance with the High-Level Principles of the LEI system.
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730

BOARD OF DIRECTORS OF THE CENTRAL OPERATING UNIT The Central
Operating Unit shall have a Board of Directors. The Regulatory Oversight Committee has the
right to veto membership of the BOD, as well as to remove members. The ROC has the right
to appoint independent members”.

Recommendation 28

FORMATION OF THE INITIAL BOARD OF DIRECTORS OF THE CENTRAL
OPERATING UNIT The Central Operating Unit’s initial Board of Directors should be
appointed by the Regulatory Oversight Committee, taking into account the need for
geographic and sectoral diversity. The Implementation Group should develop the fitness
criteria, size, role etc for the BOD that should be reviewed in two years by the Regulatory
Oversight Committee. '

Recommendation 29

POWERS AND FUNCTIONS OF THE BOD OF THE CENTRAL OPERATING UNIT
The Board of Directors of the Central Operating Unit should be granted powers to direct the
management and operations of the Central Operating Unit in line with the overall standards
set by the Regulatory Oversight Committee.

Recommendation 30

CONTINGENCY ARRANGEMENTS The Regulatory Oversight Committee is responsible
for setting and overseeing the application of business continuity standards for the global LEI
system in line with best practices for key financial infrastructure. Rules and procedures
should be defined that the Central Operating Unit and Local Operating Units must follow in
case of insolvency, bankruptcy, etc in order to ensure continuity of the global LEI system. A
protocol should also be developed for maintenance of secure parallel copies of the LEI, in a
manner that respects local laws.

Recommendation 31

LEI INTELLECTUAL PROPERTY The LEI Implementation Group should conduct
analysis and provide recommendations on the freatment of the “LEI” intellectual property
(such as the LEI code, software, reference data, any other LEI data, operational protocols,
etc) according to the principles of open access and the nature of the LEI system as a public
good. The objective of this analysis shall be to ensure a regime that assures the availability in
the public domain, without limit on use or redistribution, of LEI data, reference data, and
processes. Any intellectual property rights should be held by, or licensed to the global LEI
foundation unless defined otherwise by the Regulatory Oversight Committee. Copyright
should be-used to the extent possible to promote the free flow or combination of information
from disparate sources.

Recommendation 32

FSB LEI IMPLEMENTATION GROUP Subject to the G-20 supporting further work to
launch the global LEI, and entrusting implementation planning to the FSB, an FSB LEI

4 In this context independent members mean non-industry representatives.
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Implementation Group (IG) should be established with a clear mandate to launch the global
LEI system on a self- standing basis. The LEI Implementation Group should cease to exist
upon formation of the Regulatory Oversight Committee which should be by 31 March 2013
at the latest.

" Recommendation 33

STRUCTURE OF THE FSB LEI IMPLEMENTATION GROUP A time-limited FSB
LEI Implementation Group of interested and willing experts (legal, IT, and other) from the
global regulatory community that includes interested parties from the FSB LEI Expert Group
should be formed to take the global LEI initiative forward into the global implementation
phase until the Regulatory Oversight Committee .is established. The IG should be led by
representatives from different geographic areas to reflect the global nature of the LEI

| initiative and ‘will be supported by the FSB Secretariat. The IG should develop proposals for
| the global LEI system stand-up as defined in the mandate below for review and endorsement

by the FSB Plenary in October 2012 and, as appropriate, final review and endorsement by G-
20 Finance Ministers and Central Bank Governors in November 2012, v

Recommendation 34

RESPONSIBILITIES OF THE FSB LEI IMPLEMENTATION GROUP The mandate
of the FSB LEI Implementation Group should be to prepare a draft global LEI Regulatory
Oversight Committee Charter, proposals for the establishment ‘of the LEI Regulatory
Oversight Committee and related - structures, develop all necessary legal documents for

‘| Regulatory Oversight Committee operations, develop necessary intellectual property

agreements and contracts, conduct research and provide recommendations on LEI related
information sharing arrangements; set up the process and any necessary legal documentation

| necessary for establishment of the Central Operating Unit and its Board of Directors; and set

up the process for establishment of the necessary standards, protocols, rules and procedures

- and organizational design for the Central Operating Unit.

Recommendation 35

ESTABLISHMENT OF THE GLOBAL LEI SYSTEM The global LEI system will be
established by the endorsement of the high level Charter for the Regulatory Oversight
Committee by the G-20 Finance Ministers and Governors in November or by the FSB

Plenary in October
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Executive summary

This report sets out recommendations and proposals to implement a global Legal Entity
Identifier (LEI) system that will uniquely identify parties to financial transactions. The report
is provided to the Los Cabos Summit, to meet the mandate provided by the G-20 to the FSB-
at the Cannes Summit.

Introduction

There is widespread agreement among the public authorities and financial indusiry
participants on the merits of establishing a uniform global system for legal entity
identification. Such a system would provide a valuable ‘building block’ to contribute to and
facilitate many financial stability objectives, including: improved risk management in firms;
better assessment of micro and macroprudential risks; facilitation of orderly resolution;
containing market abuse and curbing financial fraud; and enabling higher quality and
accuracy of financial data overall. It would reduce operational risks within firms by mitigating
the need for tailored systems to reconcile the identification of entities and to support
aggregation of risk positions and financial data, which impose substantial deadweight costs
across the economy. It would also facilitate straight through processing. But despite numerous
past attempts, the financial industry has not been successful in establishing a common global
entity identifier. The finance sector consequently lags well behind many other industries in
agreeing and introducing a consistent global framework for entity identification.

The financial crisis has provided a renewed spur to the development of a global LEI system.
International regulators have recognised the importance of the LEI as a key component of
necessary improvements in financial data systems.! To provide additional impetus, the FSB
was given a mandate by the G-20 to lead the co-ordination of international regulatory work
and to deliver concrete recommendations on the LEI system by June 2012:

“We support the creation of a global legal entity identifier (LEI) which uniquely identifies
parties to financial transactions. We call on the FSB to take the lead in helping coordinate
work among the regulatory community to prepare recommendations for the appropriate
governance framework, representing the public interest, for such a global LEI by our next
Summit.” (Cannes Summit Declaration)

To take the work forward, the FSB set up a time-limited Expert Grouprof key stakeholders

with the following mandate:

° To deliver clear recommendations with respect to the implementation of a global LEI
system to the FSB Plenary for endorsement. Specific recommendations should be
presented for the following package:

0 Governance framework for a global LEI

0 Operational model

0 Scope of LEI reference data, access and confidentiality
) Funding model

0 Implementation and phasing

' Committee on Payment and Settlement Systems and Technical Committee of the International Organization of Securities
Commissions, Report on OTC derivatives data reporting and aggregation requirement, final report, January 2012,

1




The value of strong co-operation between private sector stakeholders and the global
regulatory community in developing an LEI system is widely accepted. The Expert Group
benefited from extensive input from an Industry Advisory Panel and discussions at a
workshop in Basel in March. The FSB is very grateful for the support.

The FSB Plenary has reviewed and approved the recommendations of the Expert Gréup 2
This Report provides the recommendations of the FSB to the G20 Summit for the
development and implementation of the global LEI system.

Key considerations and challenges to overcome

Given that a unique LEI system for financial markets offers manifold benefits, an obvious
question is why such a system is not already in place? The principal reason is that the benefits
of the system are collective and accrue to users and the broader public as a group. There are
insufficiently strong incentives in private markets to overcome two sources of market failure.

The first is a problem of collective. action and co-ordination, reflecting the challenges of
gaining agreement that a particular identification scheme offers the best approach. The second
reflects the problem of launching a network. The benefits from the system increase as more
and more parties acquire an LEL At the launch, however, as with other examples of network
goods such as the telephone, the private incentives for potential early movers to acquire an
LEI are low. To date it has proved impossible to get over this initial hurdle relying purely on
Voluntary adoption and market incentives.

These market failures support the view that the LEI is by nature a pubhc good, offering
collective benefits that are hard to capture by private market incentives alone. In practice,
public intervention, for example, that mandates the use of the LEI for reporting of exposures
or positions may be needed to break down such barriers and take the initiative forward.
Removing such bartiers provides an opportunity for a co-ordinated approach between the.
public and private sector in delivering a global LEI system. That is why the recent CPSS-
IOSCO Report on data reporting and aggregation requirements emphasised that: “as a
universally available system for uniquely identifying legal entities in multiple financial data
applications, LEIs would constitute a global public good.”

There are many areas where public and private sector interests in the global LEI system are
fully aligned (such as unique identification of entities, high quality reference data, integrity of
systems, etc). But since the LEI system is by nature a public good, there is a need to make
sure that the gains for the broader public are captured and that provision of the LEI is not
exploited in ways that do not benefit the public. For example, if regulators mandate use of the
LEI system, then both LEI registrants and users have no alternative but to use it. Absent any
choice, the market is captive. There are consequently incentives for suppliets of the LEI to
exploit their privileged position and hence risks that suppliers face incentives to overcharge
registrants, restrict access, cut corners on data quality, or to use a position of privileged access
to LEI information to supply other revenue-generating services on non-competitive terms.
These arguments provide the motivation for the mandate provided to the FSB to produce
recommendations for a governance framework for the LEI that identifies and provides strong

2 Membership of the Expert Group comptised representatives from both FSB members and key non-members from the
global regulatory community with a major stake in the initiative such as the CFTC and ESMA. The Group greatly
benefited from the active input and advice of a private sector Industry Advisory Panel of 34 experts from across the globe
as well as from participants in a public/private sector workshop in Basel in March.
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protection of the public interest, while encouraging competitive market forces and mitigating
monopoly threats.

To foster confidence in the quality of the LEI and soundness of the LEI system, it is important
that there is a unique identifier for each entity that registers, and-that there are reliable, while
flexible, operational principles and standards applied to the origination and maintenance of an
LEL Such principles and standards will facilitate the consistent integration into a global
system of entities from jurisdictions with different regulatory, legal systems and local
language character sets. It is important to reflect and take into account such characteristics if
all such jurisdictions are to feel comfortable in joining the system over time. Moreovet, in
order to generate the maximum network benefits from broad coverage, it is important that the
system has the capacity to expand quickly to include new jurisdictions and new registrants
across the globe. Clear processes and protocols should be in place to facilitate the integration
of registrars and registrants from new members into the system. It is also crucial that the
global system is flexible and adaptable to take account of changes in financial markets and
new potential uses. It must also provide appropriate protection of data covered by
confidentiality and privacy restrictions governing some potentially important reference data in
some countries, particularly regarding information on corporate relationships and ownership
structures.

Developing and implementing a global LEI system will require active support and
involvement from both the global regulatory community and from the private sector,
including potential LEI registrants (both from the financial and non-financial sectors),
standard setters, data and system suppliers, academics and consultants. To ensure global
acceptance and the long-term future of the LEI system, the public sector must put in place a
~ governance framework with a number of key objectives: to support the delivery of a public
good; to ensure that public interests in the system are protected; to promote common
standards; and to facilitate widespread global adoption. Such a framework will provide a
transparent, open and fair system, that protects against the risk of abuse of dominant market
positions, and that facilitates quick adoption. Under this broad governance framework, it is
important to provide competitive market incentives for the private sector to develop and
implement effective operational and technical solutions: to draw on expertise and specialism
in local jurisdictions and globally in the development and operation of registration,
identification and information systems; to establish collaboration methods to learn from the
successful development of similar identification systems in other industries; to gain from the
benefits of competition while facilitating co-operative solutions where appropriate; and to
promote standardisation of approaches across the globe that benefit international financial
markets, global financial integration and economic growth. The proposals and
recommendations in the report consequently set out a framework that attempts to capture in a
practical manner the benefits of both public sector and private sector involvement in taking
forward the global LEI initiative, while attempting to bridge different views on the
appropriate boundary between public and private sector responsibilities.

Proposals and recommendations

The FSB strongly supports the development and implementation of a global LEI system. The
report sets out 35 ‘Recommendations for the Development and Implementation of the Global
LEI System’ (Annex 2) to advance the practical implementation of such a system.




These recommendations are guided by a set of ‘Global LEI System High Level Principles’
that set out the objectives that the design of a global LEI system must meet (Annex 3).

The broad aim of the proposals is to put in place a strong global governance framework to
protect the public interest, while promoting an open, flexible, and adaptable operational model
for the global LEI system. To be successful, the global LEI system should support the needs
and interests of both the regulatory community and the private sector, and encourage
widespread adoption and take up across the globe in a phased manner.

Widespread (and ultimately global) adoption will maximise the benefits of the global system.
To support this objective, the FSB recommends that the global system should support a high
degree of federation and extensive reliance on local implementation under agreed and
commonly applied global standards. In particular, the global LEI system should be designed,
operated and governed in a manner that ensures unique entity identification and consistency at
the global level, while drawing on distributed local elements and local infrastructures where
possible. Drawing on such local arrangements provides additional flexibility to deliver a high
level of local validation of reference data for the legal entities registering for an LEIL, as well
as meeting local jurisdictional requirements.

The FSB recommends a three-tier structure for the globai LEI system to meet the broad
objectives (see attached Chart in Annex 1):

o Regulatory Oversight Committee (ROC). The ROC will have the ultimate
responsibility for the governance of the global LEI system. It would comprise
authorities which support the core principles and purposes of the system (as set out in
the High Level Principles) and that are committed to support the governance in the
public interest. The FSB recommends that the governance principles and obligations
are set out in a global LEI Regulatory Oversight Committee Charter that should be
drawn up by the autumn. Endorsement of the Charter by the FSB or G-20 would
establish the ROC. Membership of the ROC will be open to all authorities wishing to
participate in the global LEI system and that are committed to the objectives and
commitments highlighted in the Charter. An Executive Committee would be
appointed by the Plenary to steer the work under guidelines to be set out in the
Charter.

. Central Operating Unit (COU). The Central Operating Unit is the pivotal
operational arm of the global LEI system and has responsibility for delivering high
quality operations. In particular, the COU has responsibility for ensuring the
application of uniform global operational standards and protocols that deliver: global
uniqueness of the LEI; seamless, open access to the global LEI and to high quality
reference data for users (with the depth of access controlled by appropriate access
rights®); as well as protocols and methods for how local systems can connect to the
COU, including the necessary support of the local systems. The COU will be a legal
entity in the form of a not for profit foundation* that will rely on broad industry

3 The COU will support the maintenance of a ‘logically’ centralised database of identifiers and corresponding reference
data — as with the Internet, the database will appear to users to be from a single seamless system, but again as with the
Internet, the data will be physically stored on different systems across the globe. Technology will deliver the logical
centralisation.

4 Orbody of equ{valent legal form.




participation, expertise and knowledge to identify and develop the most
technologically, financially and legally sound methods to implement the global LEI
system in line with the standards and framework defined by the ROC. A Board of
Directors (BOD) will direct the operations of the COU. The Board may include both
industry -representatives and independent participants. The COU’s BOD, in
_consultation with the ROC, will provide recommendations on whether to outsource
any particular function or operation of the global LEI system or whether to develop a
particular solution “in-house.” Those recommendations should be consistent with the
High Level Principles of the global LEI system and reflect the public good nature of
the system. '

. Local Operating Units (LOU). Local Operating Units will provide the primary °
interface for entities wishing to register for an LEI. They will be the local
implementers of the global system. LOUs will offer facilities such as local
registration, validation, and maintenance of reference data; protection of information
that must be stored locally; and will facilitate the use of local languages and
organisation types. LOUs could build on local business registry or numbering
services to maximise the utilisation of local infrastructures. In some jurisdictions,
there may be multiple LOUs to encourage competition, in others there may be one
which could reside or be operated in the private or public sector, in yet others there
may be no LOU and entities wishing to acquire an LEI will need to apply across
borders or to the COU until the local infrastructure is established. In the latter case, if
an LOU is subsequently created, it will be important to ensure that the LEI is
portable (transferable) to the local jurisdiction.

An important objective in the system design is to ensure that the global LEI system has a self-
sustaining funding model. The model must ensure that the system is based on non-profit cost
recovery® and that there are no monopoly rents accruing to service providers. The proposed
steady state funding system® has two components: a local discretionary charge; and a
common fee for support of central functions of the COU and ROC. The cost of obtaining an
LEI should be modest and not a barrier to acquisition. Access to the LEI and associated
reference data will be free and open to all users, and there should be no ‘bundling’ of other
services alongside the LEI by providers which forces users to pay directly or indirectly for the

LEI . '

The FSB encourages widespread adoption of LEIs and consequently supports that the
eligibility of ‘legal entities’ to apply for an LEI should be broadly defined, in order to ensure
that all relevant entities can apply now and in the future as financial markets evolve and adapt.
Uniqueness must be guaranteed, however, and so only one LEI may be assigned to any
financial market counterparty.

The initial reference data available at the launch of the” LEI will enable the unique
identification of the eligible legal entity. The subject reference elements are outlined in the
recently issued standard ISO 17442:2012, Financial Services — Legal Entity Identifier (LED)’.
The FSB endorses the recommendation of the Expert Group that, as specified in ISO

3 Albeit with provisions to ensure efficiency and avoid any gold-plating of costs.

6 Start up funding is covered below.

" The standard was published by the International Organisation for Standardisation on 30 May 2012.
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17442:2012, the official name of the legal entity, the address of the headquarters of the legal

entity, the address of legal formation, the date of the first LEI assignment, the date of last

update of the LEI, the date of expiry®, business registry information (if applicable), alongside

a 20 digit alphanumeric code® should form the basis for the system at the launch of the global
-LEI initiative.

The FSB concluded that it is very important that the system is adaptable and expandable and
that new reference data can be added into the global system. In particular, the FSB
recommends the rapid development of the standards for LEI reference data on ownership and
corporate hierarchies, as these data are essential to achieve one of the key objectives of risk
aggregation for the global LEI system. The FSB consequently recommends that work is taken
forward urgently to develop proposals and, if necessary, global standards for additional
reference data on the direct and ultimate parents of legal entities to address the current
operational constraints that prevent timely and effective data aggregation. The next step in
this work will need to address the challenge that some jurisdictions may not, at least:
immediately, be able to share such information due to confidentiality and privacy restrictions.
That will also affect where such data can be stored in the global LEI system (locally or
centrally). Ideally, legal and technical arrangements can be put in place to enable sharing of
confidential information among the global regulatory community, although this warrants
additional scrutiny.

Implementation and next steps

The FSB strongly supports rapld implementation of the global LEI system. Early delivery of
the system would advance multiple G-20 financial market initiatives and provide manifold
benefits to the global regulatory community as well as to the private sector.

The FSB recommends adoption of an implementation plan with the goal of establishing an
independent, open, fair and transparent global LEI system by the end of 2012 with the system
independently functional by March 2013. Achieving this ambitious objective will require high
level political support and strong engagement and co-operation with a wide range of private
sector stakeholders on the development of the COU. That in turn will build on the successful
interaction over the past four months between the FSB LEI Expert Group and the private
sector, through the LEI Industry Advisory Panel and the workshop. '

Subject to the G-20 supporting further work to launch the global LEI, and entrusting
preparatory work to the FSB, the FSB recommends establishing an LEI Implementation
Group with a time and task-limited mandate to launch the global LEI system on a self
standing basis by no later than March 2013.

The Implementation Group (IG) would build on and replace the current Expert Group and
would comprise interested and willing experts (legal, IT and other) from the global regulatory
community. To reflect the global nature of the LEI initiative, the group would be led by

& TFor entities with a date of expiry, the reason for the expiry should be recorded, and, if applicable, the LEI of the entity or
entities that acquired the expired entity.

9 The technical code of the LEI should be a 20 digit alphanumeric number as set out in the ISO standard 17442:2012. The
code should not incorporate any intentional embedded intelligence (such as a country reference) which would lead to the

code becoming out of date.
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representatives from different geographical regions. There are two principal strands of work'®
(as shown in Chart 1 overleaf):

. Legal and policy work to develop the proposed Chatter for the ROC together with
the necessary documents governing the creation and operation of the ROC and the
Cou.

. Technology work with the private sector to establish the COU.

The initial objective of the legal workstream will be to develop the Charter for the ROC (see
Annex 4: Initial Elements for Inclusion in a Charter for the Global Regulatory Oversight
" Committee) as well as other key legal documents such as the bylaws of the ROC and the legal
framework for the establishment of a global LEI foundation charged with developing and
operating the COU. The G-20 may either assign the FSB the task of preparing and endorsing
the Charter, or could decide to undertake the final endorsement itself at the Finance Ministers
and Central Bank Governors meeting in November. Endorsement of the Charter will establish
the ROC!. A small secretariat may be recruited to support the ROC as determined by the
ROC. International financial institutions would be approached to see if they would be
prepared to support the establishment of the ROC. Once in place, the ROC will be able to
endorse and establish the COU, including appointing the first BOD according to criteria
developed by the Implementation Group. An early task is to analyse and develop practical
methods for seed-corn funding for development of the global system (the preferred option is
to approach charitable foundations that are interested in the area about funding a global LEI
foundation which will form the COU'? — other options, which could be complementary,
include loans from IFIs or from the private sector).

In parallel, the technology stream will undertake preparatory work with a wide range of
private industry representatives interested in joining a global industry LEI foundation
consultative group'® to develop a central platform that will facilitate the integration of a local
- identification schemes (Whether currently existing or emerging) into a logically centralised
database of unique LEIs based on consistent standards, protocols, procedures etc that appears
seamless to users. This work will be taken over by the global LEI foundation or body of
equivalent legal form under the direction of its BOD, once the ROC is in place to formally
establish the foundation/CO_U and appoint the Board'. Once in place, the Board will then
have responsibility under the guidance of the ROC for finalising the development and
implementation of the necessary systems, including decisions on whether to build or buy
particular components and services (including the option of complete contracting out).

The attached report sets out the recommendations and implementation plan.

10 Taking forward the development of recommendations for additional reference data to reflect ownership will form a third
strand.

Y The Charter will spell out the timeline and process to form the ROC as an operational Commitiee (eg membership,
pomination of Chairman, secretariat, etc).
2 preliminary discussions indicate interest on the part of such foundations and other non-governmental organizations.

13 An open invitation and solicitation of interest would be made by the Implementatibn Group via a public announcement
upon endorsement of the Report by the G-20.

4 Once the ROC has established the COU and appointed the Board, the COU will also have responsibility for the
operational integration of any existing pre-LEI solutions operated by potential LOUs (eg the CFTC CICI solution - which
is expected to be launched in mid 2012).
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Annex 2: Recommendations for the development and implementation of the global LEI
system

The following 35 recommendations are proposed by the FSB in order to develop and
implement the global LEI system. They also include steps to be addressed by the
recommended FSB LEI Implementation Group in the 1mplementat10n phase of the global LEI

initiative.

Recommendation 1

SETTING UP A GLOBAL LEI SYSTEM The FSB strongly supports the development and
implementation of a global LEI system that unlquely identifies participants to financial

transactions.

Recommendation 2

GLOBAL REGULATORY COMMUNITY REQUIREMENTS The LEI system should
meet the requirements of the global regulatory community (including supranational
organisations). The potential benefits of the LEI include: to support authorities in fulfilling
their -mandates to assess systemic risk and maintain financial stability; conduct market
surveillance and enforcement; supervise market participants; conduct resolution activities;

prepare high quality financial data and undertake other regulatory functions.

Recommendation 3

GLOBAL LEI SYSTEM GOVERNING DOCUMENTS Global LEI system High Level
Principles set out the principles and commitments that specify and define the governance and
structure of the global LEI system. A global LEI Regulatory Oversight Committee Charter
should specify the mission, role and responsibilities of the Committee as well as the process
for its establishment. Support for the High Level Principles agreement and Charter will
indicate a desire to participate in the global LEI system.

Recommendatlon 4

SUPPORT OF FINANCIAL MARKET PARTICIPANTS The LEI system should be
designed in a manner that provides benefits to financial market participants.

Recommendation 5

SYSTEM FLEXIBILITY Flexibility must be built into the global LEI system to provide the
capability for the system to expand, evolve and adapt to accommodate innovations in
financial markets. It must also allow the seamless introduction of new participants. To these
ends, critical software and other relevant elements must be defined and made publicly
available without any licensing, intellectual property or similar restrictions under open source
principles. The LEI should be portable'® within the global LEI system.

5 Tn this context a portable LEI means that the code could be transferred from one LOU to another LOU. This may be
necessary, for example, in case of the LEI being obtained originally from a foreign LOU before a local LOU was
established or if an entity changed its legal address or headquarters, etc.




Recommendation 6

COMPETITION AND ANTI-TRUST CONSIDERATIONS The LEI system should be
designed to ensure that it is not “locked-in” with a particular service provider for any key
system functions or processes, and that the principles of competition are ensured on both
global and local levels where appropriate. The governance framework should provide
safeguards to ensure that competition principles and anti-trust considerations are upheld. The
local implementation of the global LEI system should meet local anti-trust requirements.

Recommendation 7

FEDERATED NATURE OF THE LEI SYSTEM The global LEI system should support a
high degree of federation and local implementation under agreed and implemented common

standards.

Recommendation 8

SCOPE OF COVERAGE Eligibility of ‘legal entities’ to apply for an LEI should be broadly
defined, in order to identify the legal entities relevant to any financial transaction. No more
than one LEI shall be assigned to any legal entity.

Recommendation 9

LEI REFERENCE DATA AT SYSTEM LAUNCH The official name of the legal entity,
the address of the headquarters of the legal entity, the address of legal formation, the date of
the first LEI assignment, the date of last update of the LEI, the date of expiry, business
registry information (if applicable), alongside a 20 digit alphanumeric code should form the
basis for the global system at the launch of the global LEI initiative. For entities with a date of
expiry, the reason for the expiry should be recorded, and, if applicable, the LEI of the entity or
| entities that acquired the expired entity.

Recommendation 10

REVIEW OF SCOPE OF COVERAGE AND REFERENCE DATA The Regulatory
Oversight Committee should undertake regular reviews of the scope and extent of coverage of
the LEI to reflect emerging regulatory and market requirements for the LEI use according to
an agreed schedule. The Regulatory Oversight Committee should undertake regular reviews
of the LEI reference data according to a set schedule to monitor the required changes,
additions, retirements and modifications.

Recommendation 11

STANDARDS FOR THE LEI SYSTEM The LEI system should meet, to the degree |
possible, evolving requirements of both the regulatory community and industry participants in
terms of information content, scope, timeliness and availability. The Regulatory Oversight
Committee is responsible for the final determination for any standards for the LEI to be
utilised in the global LEI system. When proposing areas for the development of new
standards, the Regulatory Oversight Committee should strongly consider utilising existing
standard setting organizations to develop such standards, provided that such organizations
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incorporate the requirements for the standards as determined and communicated by the
Regulatory Oversight Committee.

- Recommendation 12 -

LEI REFERENCE DATA ON OWNERSHIP The FSB LEI Implementation Group should
| as soon as possible develop proposals for additional reference data on the direct and ultimate

parent(s) of legal entities and relationship or ownership data more generally and to prepare
recommendations by the end of 2012, The group should work closely with private sector
experts in developing the proposals. | .

Recommendation 13

LEI OPERATIONAL AND HISTORICAL DATA The LEI system should maintain high
quality records that retain relevant information on amendments (query, add, modify or delete
of any data element) to data items as well as additional data to facilitate the surveillance and

control of the system by the COU where appropriate.

Recommendation 14

CENTRAL OPERATING UNIT The mission and role of the Central Operating Unit should
be to ensure the application of uniform global operational standards and protocols that deliver
global uniqueness of the LEI, seamless access to the global LEI and to high quality reference
data for users with depth of access controlled by appropriate access rights, as well as
protocols and methods for how local systems can connect to the Central Operating Unit.

Recommendation 15

FORMATION OF THE CENTRAL OPERATING UNIT The LEI Implementation Group
should develop a detailed plan for the formation of the Central Operating Unit via the
establishment of a not-for-profit LEI foundat.ion16 by interested industry participants under
the oversight of the formed LEI Regulatory Oversight Committee. The foundation would rely
on industry participants, their expertise and knowledge to identify and develop the most
technologically, financially and legally sound methods to implement the global LEI system in
line with the standards and framework defined by the Regulatory Oversight Committee.
Representatives from all geographic areas and industry sectors would be invited to participate
in the preparatory work underpinning the formation of the LEI foundation as the Central
Operating Unit in a manner defined by the Implementation Group. '

Recommendation 16

BALANCED REPRESENTATION IN THE CENTRAL OPERATING UNIT The
Regulatory Oversight Committee and LEI Implementation Group should ensure that the
global LEI foundation takes account of the interests of financial and non-financial industry
participants from different geographic areas and economic sectors.

16 Or body of equivalent legal form.
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Recommendation 17

LOCAL OPERATING UNITS The LEI system should allow the local provision of all LEI
functions which the Regulatory Oversight Committee determines do not need to be
centralised. The LEI system should enable the use of local languages, organisation types and
relationship structures as required. Procedures to integrate local systems into the global LEI
system should be developed by the LEI Implementation Group in consultation with local
jurisdictions and potential Local Operating Units (when available) in a way and manner that
meets the global LEI system High Level Principles. The Central Operating Unit of the LEI
system should be able to provide support to Local Operating Unit operations when necessary
according to criteria and requirements established by the Regulatory Oversight Committee
and administered by the Central Operating Unit.

Recommendation 18

LEI DATA VALIDATION The LEI system should promote the provision of accurate LEI
reference data at the local level from LEI registrants. Responsibility for the accuracy of
-| reference data should rest with the LEI registrant, but Local Operating Units have
responsibility to exercise due diligence in guarding against errors, as conmsistent with
Regulatory Oversight Committee standards, and to encourage necessary updating. The
Central Operating Unit has responsibility to check registrations for global uniqueness and to
coordinate reconciliation by Local Operating Units where necessary. Accuracy should be
ensured at the local level by the registered entities. Self-registration should be encouraged as a
best practice for the global LEI system.

Recommendation 19

LEI ISSUANCE WHEN NO LOCAL REGISTRAR AVAILABLE Whenever possible the
LEI registration should take place with the relevant Local Operating Unit. When a Local
Operating Unit is not available, the Regulatory Oversight Committee and a local jurisdiction
(when willing to engage) should agree on approaches for local entities to obtain LEIs. The
Implementation Group should develop proposals for such mechanisms via: (1) establishing a
mechanism of obtaining LEIs through other Local Operating Units; (2) establishing a
mechanism of obtaining LEIs from a registration facility in the Central Operating Unit; and
(3) any other mechanisms that are appropriate.

Recommendation 20

SUSTAINABLE FUNDING The steady state funding of the global LEI system should be
self-sustainable and reliable. The funding system should be based on an efficient non-profit
cost-recovery model. The system should have two components: a local discretionary charge;
and a common fee based on the number of registrations in each LOU to pay for the centralised
operations in the Central Operating Unit, alongside any costs of implementing and sustaining
the governance framework. Fees should be sufficiently modest not to act as a barrier to

acquiring an LEL

12




Recommendation 21

GLOBAL REGULATORY OVERSIGHT COMMITTEE CHARTER The governance
framework of the global LEI system should be developed at the international level in an open
and transparent manner that supports collective governance of the global system. A global
LEI Regulatory Oversight Committee Charter should set out the formation and operations of
the Regulatory Oversight Committee. The global LEI Regulatory Oversight Committee
Charter should be prepared by the FSB LEI Implementation Group for endorsement by the G-
20 at the Finance Ministers and Central Bank Governors meeting in November 2012 or by the
FSB Plenary in October. '

Recommendation 22

REGULATORY OVERSIGHT COMMITTEE A Regulatory Oversight Committee, as
specified in the Charter, should have the responsibility of upholding the governance principles
and oversight of the global LEI system functioning to serve the public interest. The
Regulatory Oversight Committee should be a body representing regulators and other
government or supranational entities engaged in regulating or monitoring the financial system
or markets. Membership and decision making processes would be established by the Charter.
Wherever possible, decisions would be reached by consensus.

Recommendation 23

POWER AND AUTHORITY OF THE REGULATORY OVERSIGHT COMMITTEE
The Regulatory Oversight Committee has the ultimate power and authority over the global
LEI system. Any power delegated to the Central Operating Unit, Local Operating Units and
other entities can be reversed by the Regulatory Oversight Committee'’. The Regulatory
Oversight Committee should establish a formal oversight plan to ensure that its directives to
the Central Operating Unit or other parts of the system are enforced and that the governance
principles are upheld.

Recommendation 24

PARTICIPATION IN THE REGULATORY OVERSIGHT COMMITTEE To
participate in the LEI Regulatory Oversight Committee, an authority should indicate support
for the global LEI High Level Principles and Charter for the Regulatory Oversight
Committee. Authorities may elect to be a full member of the Regulatory Oversight Committee
or an observer. The rights and responsibilities of members and observer status participants

should be defined in the Charter.

17 Tocal authorities may also reserve rights to be engaged in decisions on local registration operations to the extent that they
act in accordance with the High-Level Principles of the LEI system.
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Recommendation 25

LEVERAGING INFRASTRUCTURE OF AN INTERNATIONAL FINANCIAL |
ORGANISATION In developing proposals to establish the Regulatory Oversight Committee
following agreement on the Charter, the Implementation Group should if possible and, subject
to agreement, leverage on the existing infrastructure of an international financial organisation
to initiate and stand-up the global LEI governance structure in a timely manner, utilising the
experience of the international organisation in executing international initiatives.

Recommendation 26

GOVERNING DOCUMENTS FOR THE CENTRAL OPERATING UNIT Alongside the
development of the global Charter, the Implementation Group should develop legal
documents governing the mandate provided by the Regulatory Oversight Committee to the
Central Operating Unit as well as other legal documents needed to specify the full governance
framework for the global LEI system.

Recommendation 27

BOARD OF DIRECTORS OF THE CENTRAL OPERATING UNIT The Central
Operating Unit shall have a Board of Directors. The Regulatory Oversight Committee has the
right to veto membership of the BOD, as well as to remove members. The ROC-has the right
to appoint independent members'®. : :

Recommendation 28

FORMATION OF THE INITIAL BOARD OF DIRECTORS OF THE CENTRAL
OPERATING UNIT The Central Operating Unit’s initial Board of Directors should be
appointed by the Regulatory Oversight Committee, taking. into account the need for
geographic and sectoral diversity. The Implementation Group should develop the fitness
criteria, size, role etc for the BOD that should be reviewed in two years by the Regulatory
Oversight Committee. '

Recommendation 29

POWERS AND FUNCTIONS OF THE BOD OF THE CENTRAL OPERATING UNIT
The Board of Directors of the Central Operating Unit should be granted powers to direct the
management and operations of the Central Operating Unit in line with the overall standards

set by the Regulatory Oversight Committee.

Recommendation 30

CONTINGENCY ARRANGEMENTS The Regulatory Oversight Committee is responsible
for setting and overseeing the application of business continuity standards for the global LEI
system in line with best practices for key financial infrastructure. Rules and procedures should
be defined that the Central Operating Unit and Local Operating Units must follow in case of

18 Tn this context independent members mean non-industry representatives.
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insolvency, bankruptcy, etc in order to ensure continuity of the global LEI system. A protoéol
should also be developed for maintenance of secure parallel copies of the LEIL, in a manner
that respects local laws.

Recommendation 31

LEI INTELLECTUAL PROPERTY The LEI Implementation Group should conduct
analysis and provide recommendations on the treatment of the “LEI” intellectual property
(such as the LEI code, software, reference data, any other LEI data, operational protocols, etc)
according to the principles of open access and the nature of the LEI system as a public good.
The objective of this analysis shall be to ensure a regime that assures the availability in the
public domain, without limit on use or redistribution, of LEI data, reference data, and
processes. Any intellectual property rights should be held by, or licensed to the global LEI
foundation unless defined otherwise by the Regulatory Oversight Committee. Copyright
should be used to the extent possible to promote the free flow or combination of information
from disparate sources.

Recommendation 32

FSB LEI IMPLEMENTATION GROUP Subject to the G-20 supporting further work to
launch the global LEI, and entrusting implementation planning to the FSB, an FSB LEI
Implementation Group (IG) should be established with a clear mandate to launch the global
LEI system on a self- standing basis. The LEI Implementation Group should cease to exist
upon formation of the Regulatory Oversight Committee which should be by 31 March 2013 at
the latest.

Recommendation 33

STRUCTURE OF THE FSB LEI IMPLEMENTATION GROUP A time-limited FSB
LEI Implementation Group of interested and willing experts (legal, IT, and other) from the
global regulatory community that includes interested parties from the FSB LEI Expert Group
should be formed to take the global LEI initiative forward into the global implementation
phase until the Regulatory Oversight Committee is established. The IG should be led by
representatives from different geographic areas to reflect the global nature of the LEI
initiative and will be supported by the FSB Secretariat. The IG should develop proposals for
the global LEI system stand-up as defined in the mandate below for review and endorsement
by the FSB Plenary in October 2012 and, as appropriate, final review and endorsement by G-
20 Finance Ministers and Central Bank Governors in November 2012.

Recommendation 34

RESPONSIBILITIES OF THE FSB LEI IMPLEMENTATION GROUP The mandate of
the FSB LEI Implementation Group should be to prepare a draft global LEI Regulatory
Oversight Committee Charter, proposals for the establishment of the LEI Regulatory
Oversight Committee and related structures, develop all necessary legal documents for
Regulatory Oversight Committee operations, develop necessary intellectual property
agreements and contracts, conduct research and provide recommendations on LEI related
information sharing arrangements; set up the process and any necessary legal documentation
necessary for establishment of the Central Operating Unit and its Board of Directors; and set
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up the process for establishment of the necessary standards, protocols, rules and procedures

and organizational design for the Central Operating Unit.

Recommendation 35

ESTABLISHMENT OF THE GLOBAL LEI SYSTEM The global LEI system will be
established by the endorsement of the high level Charter for the Regulatory Oversight
Committee by the G-20 Finance Ministers and Governors in November or by the FSB Plenary
in October.
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Annex 3: Global LEI System High Level Principies

The global LEI system High Level Principles have been prepared to guide the development of
the global LEI system, in line with the G-20 mandate of developing a governance framework
that represents the public interest. The recommendations for the development and
implementation of the global LEI system in Annex 2 draw on the High Level Principles.

L.

10.

11.

12.

The Global LEI system should uniquely identify. participants to financial
transactions.

The LEI system should meet the requirements of the global regulatory community
for accurate, consistent and unique entity identification.

~ The LEI system should be designed in a manner that provides benefits to financial

market participants.

. Flexibility must be built into the global LEI system to provide the capability for the

system to expand, evolve, and adapt to accommodate innovations in financial
markets.

. The LEIL syétem should not be “locked-in” with a particular service provider for any

key system functions or processes. The principles of competition should be ensured
on both global and local levels where appropriate.

The . global LEI system should support a high degree of federation and local
implementation under agreed and implemented common standards.

The LEI system should meet evolving requirements of both the regulatory
community and industry participants in terms of information content, scope of
coverage, timeliness and availability.

The LEI Regulatory Oversight Committee should have the responsibility of
upholding the governance principles and oversight of the global LEI system
functioning to serve the public interest. The Committee has the ultimate power and
authority over the global LEI system.

The mission, role and responsibilities of the ROC shall be specified by the global
LEI Regulatory Oversight Committee Charter, which shall establish the Committee.

Participation in the global LEI Regulatory Oversight Committee shall be open to all
authorities subscribing to the High Level Principles and to the objectives and
commitments in the Charter. '

The LEI Central Operating Unit should have the mission and role to ensure the
application of uniform global operational standards and protocols set by the ROC
and act as the operational arm of the global LEI system. It shall be established as a
foundation or legal equivalent. ‘

The LEI Central Operating Unit should have a balanced representation of industry
participants from different geographic areas and sectors of economy. Its Board of
Directors should be selected from indusiry representatives, plus independent
participants. '

17




13.
14.

15.

The LEI system should allow the local provision by Local Operating Units of all LEI
functions which the ROC determines are not required to be centralised.

“The LEI system should promote the provision of accurate LEI reference data at the

local level from LEI registrants and ensure global uniqueness of the regiétrants.

Any global universal intellectual property rights should belong to the global LEI
system. '
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Annex 4: Initial elements for inclusion in a Charter for the global LEI Regulatory
Oversight Committee (ROC) '

The initial elements for inclusion in a Charter for the global LEI Regulatory Oversight
Committee (ROC) outlines a number of high level elements that could be considered for
incorporation in the development of the proposed Charter.

Mission of the ROC

. To govern the global LEI system in the public interest in accordance with the global
LEI system High Level Principles.

. To take any action deemed necessary to protect the public interest in respect of the
global LEI system.

Objectives of the Charter

. To provide hlgh level agreement on the governance framework for the global LEI
system.

. To establish the ROC as the regulatory governance body for the global LEI system.

. To specify the mandate and objectives of the ROC.

o To provide the ROC with authority and power to take any action necessary to protect
the public interest in respect of the global LEI system.

Commitments and Obligations

Authorities abiding by the Charter agree to:

) Uphold the agreed, global, governance principles to protect the public interest in
relation to the global LEI system. '

. Participate in the work of the Regulatory Oversight Committee.
. Support the introduction of the global LEI for regulatory purposes.

Membership

o Participation in the ROC shall be open to all regulatory authorities, jurisdictions and
supranational authorities that agree to the High Level Principles for the global LEI
system and that are willing to subscribe to the commitments specified in this Charter.

Mandate and Responsibilities of the Regulatory Oversight Committee

. The ROC shall have responsibility for upholding the governance principles and
oversight of the global LEI system functioning to serve the public interest.

o The ROC shall have responsibility for protection of the public interest: to protect the
public good of the global LEI system and to mitigate any potential for the
exploitation of privilege and market power. Specific objectives include:

o  Assuring open and free access to publicly available data.
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Data should be non-proprietary, with no ‘bundling of services', or
restrictions on aceess or redistribution;

All public data should be readily available on a continuous basis, free
of charge;

Confidential data must be suitably protected,;

Data and operating processes should not be subject to any type of
Intellectual Property restrictions;

Assuring open access to the acquisition of an LEI. Entities required to, or
wishing to, obtain an LEI should be able to acquire one under open, and non-
discriminatory terms:

Fees, where and when imposed, should be modest and set on a non-
profit cost-recovery basis®®. The operational model must be efficient
and avoid excessive costs. Budgeting frameworks should be clear and
consistent.

No restrictions should be placed on the use of the LEI by the registrant.

No competitive advantage should apply to any entity involved in the LEI
system.

Ensuring that the LEI system meets public sector requireménts, including:

Ehsuring uniqueness, accuracy, reliability, portability and persistence -
of the LEI code and reference data.

Proposing new standards for the LEI system that serve the public
interest and reflect market changes. Modifying existing standards as
required.

Promoting the use and scope of the LEI to expand the collective benefit

“from widespread adoption.

Utilising local language and character sefs, as well as ensuring access
to the whole system in a common language.

. The ROC shall have the ultimate responsibility for developing standards and general
policies and overseeing the functioning of the global LEI system in the public
interest irrespective of whether those functions are delegated or not. This should
include the following:

0

0

0

0

Plans, policies, and strategy for the global LEI system

Standards for LEI reference data

Approval of budgets of the Central Operating Unit

Approval of material contracts to avoid ‘vendor dependence’

9 The LEX should be freely and openly available and should not be tied (or ‘bundled’) to the provision of other services.

20 Tt is possible that some jurisdictions could be willing to fund the LEI issuance from public sources and provide LEIS to its
local entities free of charge.
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0o  Business continuity standards

o  Audit of the system for financial control, best business practices, data quality
standards, etc.

0 Recogmtlon and termination of Local Operating Umts and registration
agencies®..

Functions and Powers

The ROC has the ultimate power and authority over the global LEI system. Any
power delegated to the Central Operating Unit, Local Operating Units and other
entities can be reversed by the ROC.

The ROC has responsibility for establishing the global LEI foundation or body of
equivalent legal form as a legal form that will operate the Central Operatmg Unit as
well as the criteria for participation in the foundation.

The ROC shall appoint the initial Board of Directors of the Central Operating Unit
and has the power to veto or remove Directors thereafter. The ROC has the power to
appoint independent Directors to the Board of the COU.,

The ROC should establish a formal oversight plan to ensure that its directives to the
COU or to other parts of the global LEI system are enforced and that the governance
principles are upheld.

The ROC has the right and should have the ability to audit the parties engaged in the
global LEI system and appoint independent auditors.

The ROC should have the ability to adjudicate disputes.

Structure of the ROC

'The ROC should be composed of the ROC Plenary and ROC Executive Committee.

Plenary: All participating authorities shall be members of the Plenary. The Plenary is
the ultimate decision making body of the ROC.

Executive Committee: An Executive Committee shall be selected from among the
Plenary membership to direct the functioning of the ROC.

0o  Membership shall be balanced jurisdictionally and regionally and also in terms
of expertise and functions (eg prudential regulators, market regulators, central
banks, etc). Criteria to be determined.

o  Responsibilities of the Executive Committee to be determined.

Chair: A chair of the ROC shall be appointed. Role, terms, appointment procedure,
etc to be determined.

Observer status: Authorities may participate as observers in the ROC. Role of
observers and criteria for participation to be determined.
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Local authorities may also reserve rights to be engaged in decisions on local registration operations to the extent that they
act in accordance with the High Level Principles of the LEI system.
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Decision making

. Decisions shall be made by consensus, wherever possible.
. Voting arrangements to be decided in cases where consensus is not possible.

Sub-Committees and Advisory Panels

. The ROC will create Sub-Committees to undertake key functions as it judges
necessary. The mandate and responsibilities of any such Sub-Committees shall be
decided by the ROC.

. The ROC may also appoinf public or private sector Advisory Panels as it judges
necessary.. :

Secretariat and Administration

) A ROC Secretariat should be formed to support ROC activities as required.

. Size, role, and location of any central secretarial function for the ROC to be
determined.

. The cost of any central governance function shall be provided from centrally
collected registration fees.

Establishment

e The ROC shall be established upon endorsement of this Charter by the G-20/ FSB.
The Charter will spell out the timeline and process to form the ROC as an operational
Committee (eg membership, nomination of Chairman, secretariat, etc).
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I. Introduction

Introducing a single global system for uniquely identifying parties to financial transactions
would offer many benefits. There is widespread agreement among the global regulatory
community and financial industry participants on the merits of establishing such a legal entity
“identifier (LEI) system. The system would provide a valuable ‘building block’ to contribute to
and facilitate many financial stability objectives, including: improved risk management in
firms; better assessment of micro and macroprudential risks; facilitation of orderly resolution;
containing market abuse and curbing financial fraud; and enabling higher quality and
accuracy of financial data overall. But despite numerous past attempts, the financial industry
has not been successful in establishing a common global entity identifier and lags well behind
many other industries in agreemg and introducing a common global approach to entity
identification.

The financial crisis has provided a renewed spur to the development of a global LEI system.

International regulators have recognised the importance of the LEI as a key component of
necessary improvements in financial data systems22 The value of strong co-operation
between private sector stakeholders and the global regulatory community is widely accepted.

- To provide additional impetus, the FSB was given a mandate by the G-20 to lead the co-
ordination of international regulatory work and to deliver concrete recommendations on the

LEI system by June 2012:

“We support the creation of a global legal entity identifier (LEI) which uniquely identifies
parties to financial transactions. We call on the FSB to take the lead in helping coordinate
work among the regulatory community to prepare recommendations for the appropriate
governance framework, representing the public interest, for such a global LEI by our next
‘Summit.” (Cannes Summit Declaration) '

To take the work forward, the FSB set up a time-limited Expert Group of key stakeholders
with the following mandate:

o To deliver clear recommendations with respect to the implementation of a global LEI
system to the FSB Plenary for endorsement. Specific recommendations should be
presented for the following package:

o  Governance framework for a global LEI;
o  Operational model;
o  Scope of LEI reference data, access and confidentiality;

o  Funding model;

o  Implementation and phasing.

2 Committee on Payment and Settlement Systems and Technical Committee of the International Organization of Securities
Commissions, Report on OTC derivatives data reporting and aggregation requirement, final report, January 2012.
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The FSB Plenary has reviewed and approved the recommendations of the Expert Group®.
This Report provides the recommendations of the FSB to the G20 Summit for the
development and implementation of the global LEI system. It has eight sections. Section II
outlines the objectives of the global LEI system and the potential benefits and uses.
Challenges to overcome in developing and implementing a global system are addressed in
Section III. The subsequent section sets out principles underpinning the framework and
design of the global LEI system. Section V outlines the potential coverage of the LEI and the
reference data associated with it. Section VI describes the operational framework for the
global LEI system, highlighting the key operations and functions. The following section
outlines the specific regulatory objectives required to protect the public interest and sets out
proposals for a global governance framework to deliver them. Section VIII provides concrete
recommendations on the launch of the global LEI system, including setting:out the way
forward and next steps. '

IL Objectives of the global LEI system

The current problem The lack of a common, accurate and sufficiently comprehensive
identification system for parties to financial transactions raises many problems. For example,
as outlined in the recent report by CPSS-IOSCO on OTC derivatives data reporting and
aggregation requirements®*, a single firm may be identified by different names or codes which
an automated system may interpret as references to different firms. Thus in the example
outlined, the firm J.P.Morgan may be identified as “Morgan”, “JP Morgan”, “J.P.Morgan”,
»JPM>, or “J.P. Morgan” which an automated system may ascribe to different entities, thus
rendering data aggregation and validation very difficult. Individual firms may resolve this by
spending large amounts of money on “data cleaning” and on developing bespoke IT and data
management systems to enable internal reconciliation and data aggregation. Such systems are
costly and cannot be reconciled across firms. Deadweight costs across the economy from such
an approach are high. ‘

Objectives of the global LEI system The ultimate aim is to put in place a system that could
deliver unique identifiers to all legal entities participating in financial markets across the
globe. Each entity would be registered and assigned a unique code that would be associated
with a set of reference data (e.g. basic elements such as name and address, or more complex
data such as corporate hierarchical relationships). Potential users, both regulators and
industry, would be granted free and open access to the LEI and to shared reference
information for any entity across the globe and could build this into their internal automated
systems. A high quality LEI would thus offer substantial benefits to financial firms and
market participants that currently spend large amounts of money on reconciling and validating

2 Membership of the Expert Group comprised representatives from both FSB members and key non-members from the
global regulatory community with a major stake in the initiative such as the CFTC and ESMA. The Expert Group greatly
benefited from the active input and advice of a private sector Industry Advisory Panel of 34 experts from across the globe
as well as from participants in a public/private sector workshop in Basel in March.

2 Commiitee on Payment and Settlement Systems and Technical Committee of the International Organization of Securities
Commissions, Report on OTC derivatives data reporting and aggregation requirement, final report, January 2012.

25




countetparty information, as well as offering major gainis to risk managers and the regulatory
community in relation to the identification, aggregation and pooling of risk information.

Public sector interests and uses A system enabling unique identification of legal entities, -
supported by high quality reference data, offers substantial benefits across a wide range of
regulatory work and financial stability analysis. The LEI provides a powerful foundational
tool to enhance the monitoring and management of systemic risks. Among the potential
benefits are:

Improved data aggregation and analysis: It will be easier to combine and verify
data, both within individual firms, supporting microprudential risk assessment, and
across firms, supporting the mapping of system-wide risks and macroprudential
assessment. That should also improve the quality, accuracy and integrity of
regulatory data capture systems and of financial data overall. The first use of the LEI
in a number of jurisdictions will be for the reporting and aggregation of data on OTC
derivatives as recommended by CPSS-IOSCO?. :

Enhanced prudential supervision: As well as supporting better internal risk
management, a common identifier will facilitate information sharing about legal
entities between regulators and across borders. That will enable better supervision of
cross-border firms and firms whose business lines are overseen by multiple

regulators. ‘

Support for orderly resolution: Improved clarity on internal structures of complex
firms and on exposures by individual legal entity will support enhanced crisis
management and resolution®. '
Protection against market abuse: Clear and unique identification of parties to
financial transactions should act as a bulwark against market abuse and help to curb
financial fraud. :

Private sector interests and uses Introduction of a high quality global LEI system would
also provide substantial gains to private sector participants in financial markets. Particular

benefits include:

Improved risk management: The LEI would enable firms to strengthen the
accuracy, integrity, and aggregation of data across entities and subsidiaries and thus
improve counterparty risk data and management, as well as supporting enhanced data
modelling and analysis. Better data would also facilitate limit setting and position
monitoring.

Operational efficiency: Many firms spend large sums of money on data cleaning

and reconciliation of data and positions across different business lines and internal -
entities. An accurate global LEI system with widespread take up among financial

- market participants could lead to large gains in processing and settlement efficiency,

by enabling and underpinning automated straight through processing of information.

% Committee on Payment and Settlement Systems and Technical Committee of the International Organization of Securities
Commissions, Report on OTC derivatives data reporting and aggregation requirement, final report, January 2012,

% FSB, Key Atiributes of Effective Resolution Regimes for Financial Institutions, October 2011,
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Such gains would benefit all financial market users, as efficiency savings are passed
on to customers.

. Enhanced regulatory reporting: A global LEI system should lead to more precise
and accurate regulatory reporting, as well as supporting the production of data for
recovery and resolution planning.

Global coverage The benefits of a legal entity identification system arise from widespread
adoption. As with other identification systems and networks, users obtain additional benefits
the more other users adopt the system. The maximum benefits consequently accrue from
eventual implementation across the whole global financial system. To support that ultimate
aim, an important objective is consequently to ensure that widespread take up of the system is
encouraged and that appropriate account is taken of important national characteristics in
designing the governance and operational characteristics of the global system.

Global unique number The benefits also arise from a guarantee of uniqueness — that the LEI
code provides an accurate and unique link to the particular registrant, and that the associated
reference data are up to date and reliable. The existence of multiple LEIs for the same entity
would quickly lead to a breakdown of trust and confidence in the system that would lead to
rapid obsolescence and a loss of all the potential benefits. Ensuring that each entity has a’
unique code is an essential objective of the system.

f CORE LEI DATA ELEMENTS \

(see Recommendation 9 for a complete list) / LEGAL ENTITY IDENTIFIER \

o Legal entity name
L4 Addre;ss of the headquarters YUVSPRHOZSRFRC4T0269
e Address of legal formation 1 .

o Business registry ID (where
applicable) K /
k e Business registry name (where /

Global consistency Users are looking for high quality reliable information on all entities
registered in the global LEI system. An important objective is consequently to ensure that
high standards apply to the registration of entities and to the granting of the LEI, and that
there is consistency of approach across the whole system.

Examples from other industries There are a number of examples of successful infroduction
of identification schemes in other industries from which the financial sector can draw.
Prominent examples are supply chain management in the consumer goods industry (using bar
code technology), transportation of hazardous chemicals, and recent initiatives to identify and
codify products in the entertainment and music industries. In each case there was sufficient
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co-ordination and collective interest to overcome the inertial forces outlined above, and to
capture the benefits from a common, unique, identification scheme.

Recent private sector initiatives to introduce an LEI in the financial sector Over the past
several years, there has been renewed interest in the financial sector in the introduction of an
LEI, stimulated by regulatory proposals to improve the reporting and aggregation of data on
OTC derivatives in line with G-20 recommendations, but also stemming from the recognition
of the collective benefits to financial market participants of a unique identification system.
The private sector is undetstandably very keen to harness such benefits and to offer proposals
for the design and implementation of the system that draw on private sector expertise in
building and running financial market infrastructure. It is important to draw on private sector
expertise in such operations and to marshal competitive forces where possible to promote
efficiency and encourage innovation. A number of proposals were put forward in response to
the CPSS-IOSCO consultation paper on the reporting and aggregation of OTC derivatives
data. A recurring aspect, however, in the responses is that regulatory support for the initiative -
is an important element, to provide comfort that there will be sufficient take up to overcome
the disincentives that inhibit early adoption described above.

IIL. Key considerations and challenges to overcome in building a global LEI system

In designing and implementing a unique entity identification system for parties to financial
transactions, there are a number of challenges to overcome. This section addresses a number
of market failures that have to date prevented the introduction of such a system and how they
may be resolved. It also highlights a number of issues that need to be taken account of in the
design and implementation, to ensure that the maximum benefits are captured and that
perverse incentives are mitigated and do not undermine the system.

Why is there not a comimon, accurate and comprehensive global identification system in
financial markets? Given that a unique LEI system is a simple idea which offers manifold
- benefits, an obvious question is why is such a system not already in place? The principal.
reason is that the benefits of the system are collective and accrue to users and the broader
public as a group. There are insufficiently strong incentives in private markets to overcome
two sources of market failure:

. Collective action and co-ordination problems: To take the initiative forward, there
first needs to be collective agreement that a particular identification system is the
right one. Each individual firm has a natural incentive to promote their own system
as that would minimise the costs of adoption. Gaining widespread agreement on a
common system to be used by all parties is difficult. But without it, there is no

incentive to move.

. Network effects: As highlighted above, the benefits from the system increase as more
and more parties acquire an LEL The larger the network, the larger the gains. At the
launch, however, as with other examples of network goods such as the telephone, the
private incentives for potential early movers to acquire an LEI are low. For example,
without extensive coverage of financial entities, there would clearly be little potential
benefits provided from better codification and aggregation of counterparty trades and
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risk positions. To date, it has consequently proved impossible to get over this initial
hurdle relying purely on market incentives and voluntary adoption.

These market failures support the view that the LEI is by nature a public good, offering
collective benefits that are hard to capture by private market incentives. Overcoming them
within the private sector alone relies on strong co-operation and co-ordination among key
stakeholders. That is necessary to ensure that there is sufficient adoption and take up by
market participants to generate critical mass and to provide network benefits. In practice,
public intervention, for example, that mandates the use of the LEI for reporting of exposures
or positions, may be needed in some cases to break down such barriers and take the initiative
forward. Removing such barriers would provide an opportunity for a co-ordinated approach
between the public and private sector in delivering a global LEI system. The role of the public
sector is to put in place a governance framework that protects the public interest. That in turn
provides a platform to harness the technical skills of the private sector to deliver an effective
operational system, underpinned by market forces and incentives.

Why public sector governance is required There are many areas where public and private
sector interests in the global LEI system are fully aligned (such as unique identification of
entities, high quality reference data, integrity of systems, etc). But as the LEI system is by
nature a public good; there is a need to make sure that the gains for the broader public are
captured and that provision of the LEI is not exploited in ways that do not benefit the public.
In particular, while offering many benefits, a potential undesired consequence of active
regulatory promotion of the system is that it also provides substantial power to the provider(s)
.of the system. Abuse of such power could work against the fundamental public interest. For
example, if regulators mandate use of the LEI system, then both LEI registrants and users
have no alternative but to use it. The market is captive. There are consequently incentives for
suppliers of the LEI to exploit their privileged position and hence risks that suppliers face
incentives to overcharge registrants, restrict access, cut corners on data quality, or to use a
position of privileged access to LEI information to supply other revenue-generating services
on non-competitive terms. These arguments provide the motivation for the mandate provided
to the FSB to produce recommendations for a governance framework for the LEI that
identifies and provides strong protection of the public interest.

The case for public intervention As highlighted above, public intervention promoting the
use of the LEI is likely to be needed to overcome the market failures outlined above. For
example, mandatory use of the LEI for public reporting would encourage respondents to adapt
their internal systems to meet the new demands. A major associated benefit is that consistent
introduction of the public requirement resolves the collective action problem (as all reporters
are required to use the chosen system) and helps to solve the network problem (as the public
intervention eliminates the initial disincentives to adopt the system at the start). Promotion of
the LEI by the global regulatory community would consequently offer multiple benefits to
both the public and private sectors.

Uniformity of principles, standards, and operational approaches To foster confidence in
the quality of the LEI which is essential if there is to be widespread adoption and usage, it is
important that there is a unique identifier for each acquiring entity, and that there are high,
consistent operational principles and standards applied to the origination and maintenance of
an LEL Such principles and standards will facilitate the consistent integration into a global
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system of entities from jurisdictions with different regulatory, legal systems and local
language character sets that are important to reflect and take into account if all such
jurisdictions are to feel comfortable in joining the system. The governance framework and
operational model implementation must ensure that the common standards are applied across
the system to deliver the necessary consistency, and enable users to access the whole system
from a common source. .

The global reach: expandability and adaptability In order to generate the maximum
network benefits from broad coverage, it is important that the system has the capacity to
expand quickly to include new jurisdictions and new registrants. Clear processes and
protocols should be in place to facilitate the integration of registrars and registrants from new
members into the system. It is also crucial that the global system is flexible, extendible and
adaptable to take account of changes in financial markets and new potential uses. For
example, there must be clear procedures for the identification and introduction of new
reference data where warranted.

Confidentiality challenges The gains from the introduction of the global LEI arise from
unique identification of entities, from the links to high quality reference data relating to the
entities, and from widespread adoption of the system. The provision of open and free access
to publicly available data is an important objective. One challenge is that there are
confidentiality and privacy restrictions governing some potentially important reference data in
some countries, particularly regarding information on corporate relationships and ownership
structures. Such data are important to both the global regulatory community and private firms
as they enable aggregation of information within complex financial groups which is essential
to the analysis of exposures and to the development of improved systemic risk measures. The
governance system design must, therefore, take account of the legal constraints on the storage
and transmission of such data, for example, by ensuring that the data are stored in particular
jurisdictions and that there are rigorous controls on access.

Incentives for regulatory and industry adoption As highlighted above, support from the
regulatory community for the adoption of the LEI in different areas of regulatory reporting
would help to break down the collective action problems and stimulate usage and take up. A -
key consideration in the design of the proposed governance framework and operational model
is consequently to ensure that the approach meets the requirements and needs of the
regulatory community across the globe, in order to deliver widespread buy in. Equally, it is
important that the adopted approach meets the needs of financial market participants for a
unique entity identification scheme, so that voluntary take up is encouraged alongside usage
promoted by financial regulators. Ensuring that there are incentives to attract market
participants to register voluntarily for an LEI is consequently an important goal.

The role of the private sector in delivering the global LEI system While the public sector
has a key role to play in overcoming market failures and providing an accompanying strong
governance framework to protect the public interest, the private sector has an equally
important role in building and operating the system that delivers the global LEIL Experience
from many other industries in developing, designing and successfully implementing
identification systems clearly demonstrates that the challenge of building a global LEI system
for the financial sector is not primarily technological. But equally, it is essential to draw
effectively on private sector expertise and know how to make sure that the operational
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framework is efficient, technically sound and robust, and benefits wherever possible from
market forces and competition.

A key aim of the governance framework is to set out a platform of objectives, guidelines, and
standards for the global LEI system which then enables the private sector to innovate in
delivering technical and operational solutions. The challenge is to ensure that the framework
provides the appropriate incentives to leverage private sector expertise and experience, and to
benefit from market forces wherever possible across a range of issues:

e _Technical and operational expertise: the private sector has considerable expertise in
designing, building and operating identification schemes in other industries, as well
as in some areas of the financial services sector (such as schemes for identification of
securities and systems for bank transfers).

. Local expertise: to deliver a truly global system, specialist knowledge of local legal
frameworks, corporate structures, as well as availability of the system in local
languages, etc is critical.

. Encouraging competition and innovation: subject to ensuring accordance with the
agreed common standards, encouragement of competition and innovation is desirable
to promote efficiency and lower costs.

¢  Promoting consistent standards: the private sector has considerable experience in the
design and operation of consistent technical standards.

Public — private sector co-ordination Drawing on the elements above, developing and
implementing a global LEI system requires active support and involvement from both the
global regulatory community and from the private sector. The public sector must put in place
a governance framework with a number of key objectives: to support the delivery of a public
good; to ensure that public interests in the system are protected; to promote common
standards; and to facilitate widespread global adoption. Such a framework will provide a
transparent, open system,.that protects against the risk of abuse of monopoly power and
privilege, and that facilitates adoption. Under this broad governance framework, it is
important to provide market incentives for the private sector to develop and implement
effective operational solutions: to draw on expertise and specialism in local jurisdictions and
globally in the development and operation of registration, identification and information
systems; to gain from the benefits of competition while facilitating co-operative solutions
“where appropriate; and to promote standardisation of approaches across the globe.that benefit
international financial markets and global financial integration. The proposals and
recommendation in the report consequently set out a framework that attempts to capture the
benefits of both public sector and private sector involvement in taking forward the global LEI
initiative, while attempting to bridge different views on the appropriate boundary between
public and private sector responsibilities.
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IV. Principles underpinning the framework and design of the global LEI system

Based on the above analysis of the main challenges and options to overcome them, the FSB
has set out a number of recommendations and principles that help to set out the framework
and design of the global LEI system and to take the initiative forward. Subsequent sections
provide a series of practical recommendations for implementation in each of the areas of the
detailed mandate that draw on these principles. '

Recommendation 1

SETTING UP A GLOBAL LEI SYSTEM The FSB strongly supports the development and
'| implementation of a global LEI system that uniquely identifies participants to financial

transactions.

Recommendations for the public sector

Recommendation 2

GLOBAL REGULATORY COMMUNITY REQUIREMENTS The LEI system should
meet the requirements of the global regulatory community (including supranational
organisations). The potential benefits of the LEI include: to support authorities jn fulfilling
their mandates to assess systemic. risk and maintain financial stability; conduct market
surveillance and enforcement; supervise market participants; conduct resolution activities;
prepare high quality financial data and undertake other regulatory functions.

As set out earlier, the global LEI system offers substantial potential benefits to the global
regulatory community. It is important that the governance framework and system design
provide a framework that enables regulatory requirements to be fulfilled-and that offers
flexibility to adapt to changing regulatory requirements as financial markets adjust. The
framework must also provide flexibility for expansion, as jurisdictions and regulatory
authorities will implement the LEI system on a phased basis.

Recommendation 3

GLOBAL LEI SYSTEM GOVERNING DOCUMENTS Global LEI system High Level
Principles set out the principles and commitments that specify and define the governance and
structure of the global LEI system. A global LEI Regulatory Oversight Committee Charter
should specify the mission, role and responsibilities of the Committee as well as the process
for its establishment. Support for the High Level Principles agreement and Charter will
indicate a desire to participate in the global LEI system.

To provide high level commitment and support for a global governance framework for the
LEJ, the FSB recommends support for High Level Principles for the global LEI system and
that a global LEI Regulatory Oversight Committee Charter should be drawn up in the coming
months. The Charter would establish a Regulatory Oversight Committee (ROC) to represent
the public interest in the functioning of the LEI system. As discussed further below, the
Committee would serve as the primary governing body. The Charter would specify the
mission, responsibilities, and powers of the ROC, as well as the commitments attached to the
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proposed governance framework which is set out in Section VII below. The principal idea
behind the High Level Principles document and the ROC Charter is to embed high level
support for the system and its guiding principles and to garner commitment to implement a
global governance framework in order to maximise the benefits.

All authorities and jurisdictions willing to participate in the development of the global LEI
Charter should be able to do so without any hindrance.

Recommendations for the Private Sector

Recommendation 4

SUPPORT OF FINANCIAL MARKET PARTICIPANTS The LEI system should be
designed in a manner that provides benefits to financial market participants.

As emphasised above, widespread adoption of a common LEI system offers substantial
potential benefits to private financial market participants. These include: fulfilling domestic
and multi-jurisdictional regulatory and statistical reporting requirements; facilitating straight-
through processing; improving internal risk management and other business purposes. Such a
system should accommodate the business needs of all financial market participants, including
financial and non-financial companies of different sizes and type, sited in different geographic
locations across the globe and provide open access to the global LEI data in a common
language, while accommodating local jurisdictional differences such as local language and
legal framework. It is important that the design and operation of the system enables such
benefits to be captured effectively and efficiently.

Recommendation 5

SYSTEM FLEXIBILITY Flexibility must be built into the global LEI system to provide the
capability for the system to expand, evolve and adapt to accommodate innovations in
financial markets. It must also allow the seamless introduction of new participants. To these
ends, critical software and other relevant elements must be defined and made publicly
available without any licensing, intellectual property or similar restrictions under open source
principles. The LEI should be portable® within the global LEI system.

A key objective is to ensure that the system can expand to incorporate new users and new uses
and that sufficient flexibility is built into the system design to facilitate adaptation to financial
market innovations and associated changes in regulatory and market requirements.

A second key element is that the design should be open and not proprietary, so that any
potential candidate wishing to offer relevant services can do so, subject to meeting the agreed
common standards necessary to deliver an integrated system. This objective is also essential
to promote competition and to foster innovation.

21 In this context a portable LEI means that the code could be transferred from one LOU to another LOU. This may be
necessary, for example, in case of the LEI being obtained originally from a foreign LOU before a local LOU was
established or if an entity changed its legal address or headquarters, etc.
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Recommendation 6

COMPETITION AND ANTI-TRUST CONSIDERATIONS The LEI system should be
designed to ensure that it is not “locked-in” with a particular service provider for any key .
system functions or processes, and that the principles of competition are ensured on both
global and local levels where appropriate. The governance framework should provide
safeguards to ensure that competition principles and anti-trust considerations are upheld. The
local implementation of the global LEI system should meet local anti-trust requirements.

It is important that protections are built into the system to avoid ‘vendor or third party
supplier dependence’ that is associated with a build up of market concentration and power.
Flexible system design and control of intellectual property rights are important tools to avoid
providing power to the providers that ensures that the systém relies on their services, or that
the system cannot function in the event that a particular supplier of services enters insolvency.

Given the risks that mandatory regulatory use of the LEI could create privileged positions in
the market place, it is important that due consideration is given to anti-trust obligations in
terms of the arrangements for the provision of identifiers. In particular, it is important that
competition law and anti-trust considerations are factored in and that appropriate protections
are put in place to prevent abuse of monopoly positions. :

Subject to meeting the common standards of the global LEI system, éncouraging competition,
wherever appropriate, is highly desirable to control monopoly privileges, to help contain
costs, stimulate efficiency and promote innovation.

Recommendation 7

FEDERATED NATURE OF THE LEI SYSTEM The global LEI system should support a
high degree of federation and local 1mplementat10n under agreed and implemented common

standards.

A key objective is to encourage widespread global take up of the LEI system. Subject to
meeting the common protocols and standards that are needed to tie the system together to
provide a logically consistent database that guarantees unique identification (provided by the
COU); the FSB recommends that the global LEI system should support a high degree of
federation and local implementation. That is likely to provide additional flexibility, for
example to map and incorporate existing local registration and identification schemes into the
global system and thus support the key objective. The federated system will also allow the
accommodation of local jurisdictional differences such as a local language, legal framework,

etc.

In particular, the FSB recommends that the global LEI system should be designed, operated
and governed in a manner that ensures unique identification and consistency at the global
level, while drawing on distributed local elements and local infrastructures that give
additional flexibility to provide a high level of validation of the local registration data and to
meet local jurisdictional requirements. Although local operations may operate flexibly, all
must meet a common requirement of presenting a common interface between local data

systems and the global registry system.
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V. Scope, scale and initial ambitions

An LEI comprises a unique machine readable code identifying the entity, that points to a set
of key reference data relating to the entity, such as the name, address, etc. Users should have
open access to any LEI issued by the system, and to reference data that can be readily shared
and that are not subject to privacy restrictions. This section of the report addresses’ the
questions: What is an LEI? Which entities are eligible for an LEI (ie What is the potential
scope of coverage)? What form should the code take and what reference data should be
attached both at the launch of the system, as well as in the short to medium term? And what
processes should be introduced to support the review and phased expansion of the reference
data over time as financial markets adapt and as usage of the LEI system grows?

Recommendation 8

SCOPE OF COVERAGE Eligibility of ‘legal entities’ to apply for an LEI should be broadly
defined, in order to identify the legal entities relevant to any financial transaction. No more

than one LEI may be assigned to any legal entity.

For purposes of this definition, the term ‘legal entity’ refers to a legal person or structure
organised under the laws of any jurisdiction. Legal entities include, but are not limited to,
unique parties that are legally responsible for the performance of financial fransactions or
" have the legal right in their jurisdiction to enter independently into legal contracts, regardless
of whether they are incorporated or constituted in' some other way (eg trust, partnership,
contractual, etc). It excludes natural persons, but includes governmental organizations; and
supranationals, defined as governmental or non-governmental entities established by
interriational law or treaty or incorporated at an international level. Examples of eligible legal
entities include, without limitation: all financial intermediaries; banks and finance companies;
all entities that issue equity, debt or other securities for other capital structures; all entities
listed on an exchange; all entities that trade stock or debt; investment vehicles, including
mutual funds, pension funds and alternative investment vehicles constituted as corporate
entities or collective investment agreements (including umbrella funds as well as funds under
an umbrella structure, hedge funds, private equities, etc); all entities under the purview of a:
financial regulafor and their affiliates, subsidiaries and holding companies; and counterparties
to financial transactions.

The definition above corresponds to the ISO standard 17442:2012 for a Legal Entity
Identifier. It takes into account the possibility that in some jurisdictions, asset pools or other
segregated parts of a legal entity may nevertheless carry separate rights.and obligations at a
sufficient level of independence of that legal entity. In such cases, for example, any claim in
insolvency would apply to the asset pool alone. The Expert Group supports the view that.in
such jurisdictions, the asset pool or fund would be eligible for an LEL The LEI
Implementation Group should further study the scope of application with respect to entities
that are not strictly legal entities to ensure that only one LEI is assigned to any particular
entity for example in a structure of an umbrella fund, associated funds, and a fund manager to
address the cases similar to those discussed above. '

The Expert Group is also aware that detailed definitions of legal entities may depend on local
laws and that further specification considering local circumstances may be needed in some
cases as the LEI system is implemented.
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Recommendation 9

LEI REFERENCE DATA AT SYSTEM LAUNCH The official name of the legal entity,
the address of the headquarters of the legal entity, the address of legal formation, the date of
the first LEI assignment, the date of last update of the LEI, the date of expiry, business
registry information (if applicable), alongside a 20 digit alphanumeric code should form the
basis for the global system at the launch of the global LEI initiative. For entities with a date of
expiry, the reason for the expiry should be recorded, and, if applicable, the LEI of the entity or
entities that acquired the expired entity.

As previously announced®, the technical code for the LEI should be a 20 digit alphanumeric
number as set out in the LEI standard recently published by the International Organisation for
Standardisation . The code should be a unique dumb alphanumeric string and not incorporate
any intentional embedded intelligence (such as a country reference) which could lead to the
code: becoming out of date. The code should be persistent, in the sense that the code would
never be assigned to another entity.

The following set of reference data attributes are regarded as the minimum set of information
that should be available at the launch of the LEI as specified in ISO 17442:2012:

. The official name of the legal entity;

. The address of the headquarters of the legal entity;
e The address of legal formation;

. The date of the first LEI assignment;

. The date of last update of the LEI;

o The date of expiry, if applicable;

. For entities with a date of expiry, the reason for the expiry should be recorded, and if
applicable, the LEI of the entity that acquired the expired entity®’;

. The official business registry where the foundation of the legal entity is mandated to
be recorded on formation of the entity, where applicable;

. The reference in the official business registry to the registered entity, where
applicable.

The first six items have been previously announced by the FSB, as items belonging in the set
of minimum reference data at the launch of the LEIL The seventh item has been included in
the list to provide information on the history of the entity, particularly if it is involved in a
merger and acquisition and/or other form of corporate action process. The final two items
provide a cross reference to the official business registry entry which provides the legal
foundation for the formation of the legal entity applying for an LEI (such as Companies
House in the UK, for example). Such a reference will help to tie the global LEI system
together as a registry of registries and provide a strong cross-referencing and data validation

tool.

28« Technical features of the legal entity identifier (LEL) “ FSB 7 March 2012,

2 This is sometimes labeled the disposition of the LEL
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" Recommendation 10

REVIEW OF SCOPE OF COVERAGE AND REFERENCE DATA The Regulatory
Oversight Committee should undertake regular reviews of the scope and extent of coverage of
the LEI to reflect emerging regulatory and market requirements for the LEI use according to
an agreed schedule. The Regulatory Oversight Committee should undertake regular reviews
of the LEI reference data according to a set schedule to monitor the required changes,
additions, retirements and modifications.

The proposed ROC would monitor and review the scope and extent of coverage of the LEI
(for example by agreeing a timetable for periodic reviews which is likely to be more intetise
in the early years of the LEI system). A particular issue for early review is for the ROC to
consider whether and if so how the global LEI can be leveraged to identify bodies such as

branches of international banks which are not legal entities, but which require separate

identification under some cross-border resolution schemes®.

The ROC would also regularly monitor and review the reference attached to the LEI
according to a pre-set schedule which again is likely to be more intense during the early
stages of the system.

In particular, the Expert Group identified a number of potential reference data items for future
consideration: '

. Organisation type — what is the corporate legal structure of the registered entity?

o Broader liability and other relationships — including elements such as control and
guarantees.

o Problem indicators — such as reorganisation, etc.

) Conglomerates flag — is the registered entity a part of a broader financial
conglomerate?
) Corporate events flag — are there particular corporate actions or events affecting the
firm?
o Industrial classification — what is the principal activity of the firm?
In putting forward these ideas for further review, the FSB is cognisant that there is an
important trade off between expanding the scope of coverage and the set of reference data and
the burden on entities and registrars in reporting and keeping the information up to date. The

ROC will bear such cost-benefit considerations in mind as any proposals for broadening the
scope of coverage or reference data are reviewed.

Recommendation 11

STANDARDS FOR THE LEI SYSTEM The LEI system should meet, to the degree
possible, evolving requirements of both the regulatory community and industry participants in
terms of information content, scope, timeliness and availability. The ROC is responsible for

3 QOne approach may be to build or bolt on a supplementary system on top of the LEL although a full range of options will
be assessed by the ROC.,
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the final determination for any standards for the LEI to be utilised in the global LEI system.
When proposing areas for the development of new standards, the ROC should strongly
consider utilising existing standard setting organizations to develop such standards, provided
that such organizations incorporate the requirements for the standards as determined and
communicated by the Regulatory Oversight Committee.

The set of reference data outlined the previous recommendation provides a minimum set of
data that should be available at the launch of the LEI (sometimes labeled Phase 1 data).

In phase 2, it will be important to expand and add to this list, as additional reference
information, for example, on corporate ownership and relationships (see recommendation
below) is essential in order to aggregate risks and prepare consolidated exposure statements.
A key role of the ROC will be to review and monitor evolving needs and requirements of the
regulatory community as well as proposals from private sector users in relation to the
reference data to be included in the global LEI system. When new needs are identified by the
ROC, the Committee should draw on the expertise of existing standard setting organisations
in developing such standards, provided that such development fully incorporates the
specification and framework set out by the ROC;

Because both risk aggregation across groupﬁ is important for regulators and industry, and
because relationship data may be important in defining the nature of an entity, this work has a
very high priority for both regulators and for private industry.

:

Recommendation 12

LEI REFERENCE DATA ON OWNERSHIP The FSB LEI Implementation Group should
as soon as possible develop proposals for additional reference data on the direct and ultimate
parent(s) of legal entities and on relationship or ownership data more generally and prepare
recommendations by the end of 2012. The group should work closely with private sector
experts in developing the proposals.

Adding information on ownership and corporate hierarchies is essential to be able to
undertake risk aggregation which is a key objective for the global LEI system. That should be
taken forward urgently by the proposed FSB LEI Implementation Group, with the aim of
developing practical proposals for such (phase 2) reference data by the end of 2012.

Ultimately the aim is to have sufficient data to construct a map of the financial network and
the complex groups of entities which participate in them. The task requires standardized,
- machine readable information which underlies the network map. The more processes are
automated, the more accurate the map will be. The more data rely on manual updating, the
more degraded the map will become.

Ideal solutions to capture ownership relationships in the long run, such as parent and ultimate
parent, would rely on information on the total share capital of all companies in the group, the

~ shareholding of the parent entity, and LEIs for all the companies in the group. If such
information were available, it would be possible to construct shareholdings and voting control

through the financial group.

Such information is not available in the short term, however, and so other solutions must be
found. The FSB consequently recommends urgent further study of the options in order to
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develop firm proposals in six months time on the best way forward. Interested parties within
the regulatory community would be invited to join the study — active advice from relevant
private sector experts would be an important element of the process.

One additional and important challenge in addressing this issue is that some information on

corporate ownership and hierarchies is protected by confidentiality and privacy restrictions in

some jurisdictions. That will colour where data can be stored, and what can be shared and

exchanged. Ideally, legal and technical arrangements can be put in place to enable sharing of

confidential information among the global regulatory community — that requires some

additional scrutiny by the proposed group over the next six months. Further examination -
should also be undertaken of the scope to provide non-confidential information on ownership
relationships to all users.

Recommendation 13

LEI OPERATIONAL AND HISTORICAL DATA The LEI system should maintain high
quality records that retain relevant information on amendments (query, add, modify or delete
of any data element) to data items as well as additional data to facilitate the surveillance and
control of the system by the COU where appropriate.

The LEI system, if successful, will receive a large amount of information on both registered
entities and use of the system. Initial data will be entered for registered entities which may
change over time, either as changes occur to circumstances of the company and to the
associated reference data or as errors are detected. The system should also retain all relevant
information on any changes made to data items for each entity, including a reference to the
data field changed, the date of the change, a classification of the reason for change, a
classification of the source of the change, and the value of the item before the change was
made. It is very important to maintain a full history of changes in LEI reference data, in order
to maintain a strong audit trail in case of queries, and to enable users to be able to track the
time line of changes and to challenge the accuracy of information with a view to checking and
to subsequent confirmation or amendment.

Users may perform various queries or downloads, they may ask for help, or they may
challenge the accuracy of data in the LEI System. Organizational and other operational data
should be collected to increase the efficiency, accuracy and utility of the System.

VL Pulling the LEI system together

The global LEI system should be implemented according to a globally federated model. Such
a structure will allow the accommodation of local jurisdictional differences such as language,
legal framework, etc, while also providing for the COU to perform the central functions of the

global LEI system.

Both the conceptual approach and technical features of the federated nature of the global LEI
system have been addressed by the Industry Advisory Panel as well as LEI workshop

participants.
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One of the comments highlighted that in order to achieve the global application of a standard,
- it has to be able to accommodate the different rules, regulations, customs, languages,
preferences and practices that apply in different sovereign states and jurisdictions. That would
naturally lead to the establishment of local registration facilities that are able to address these
local characteristics in a meaningful way. Another argument put forward during the workshop-
was that a federated model can lead to lower costs and increased quality of service to end
users through competition.

While the concept of “federation” can have different meanings, for the purpose of the LEI
system a federated model implies, as a minimum:

— A service is provided that appears to end users to be a single, global service — the
same data are available anywhere in the world, regardless of where they were

entered.

—  Internally, the service is actually deployed as a network of multiple service
providers, who collaborate and use technology to provide the appearance to end users
of a single seamless service.

—  Ifany LOU becomes isolated from the rest of the federation, the services provided by
-that unit continue to function for the unit’s local end users, at least for the purpose of
domestic transactions.

While this framework imposes requirements on the system architecture, it provides flexibility
that encourages jurisdictions to adopt the system. One workshop commenter noted that the
key element of the global LEI system operational model is not technological or of data
replication but governance. For example, the operator of the central registry could use a
replicated database that has elements hosted in data centres around the world. While this
approach allows technological diversification in case of IT failure, it does not eliminate the
political concern of one country registry denying services or access to another country. That is
why the federated architecture of the global LEI system employing I.OUs would address
concerns about national sovereignty. That architecture also allows for diversity in both
governance and services offered. For example, one country may have a strong preference for
a critical utility like the LEI registry to be operated as a governmental or quasi-governmental
agency specified under national law. Another country may prefer a private competitive
market, in which case there might be more than one LEI registry that offers services within
that jurisdiction, with the resulting competition serving to drive down prices and increase
flexibility for end users.

Although a federated model can be designed in a number of ways, the key consideration in the
global LEI federated system is to be able to provide an LEI to any legal entity as defined in

the scope of coverage, regardless of country location or language used. Following this
principle, a two level federated model can be described with the following components:

1. Central Operating Unit (COU) in charge of central facilities, ensuring uniqueness of the
“global LEI, global LEI administration and with responsibility for ensuring approprlate
protection of the key data.

2. Local Operating Unit (L.LOU) that is in charge of local facilities, local information for the
jurisdiction (i.e. confidential information, former local identification number), and registry
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operations. It would also be in charge of processing LEI applications and verifying
company authenticity. The key element here is that it should be able to accommodate local
languages and local legal frameworks.

[ Central Operating Unit J

( Local Operating Unit ] ( Local Operating Unit ] [ Local Operating Unit ]

Experts on the Industry Advisory Panel explained that there are a variety of ways how
federated distributed network architecture can be designed. One way is to have a single
searchable registry (COU) to which local operating units (LOUs) submit minimal reference
data sets about local registrants while holding locally additional, potentially non-standardized
data with pointers back to. the central regisiry. Alternatively, for example, the resolution
system that ensures uniqueness of LEIs could hold the minimum set of data, the central
registry holding the extensive set of data and local units being exclusively processors of the
" submitted data. The latter model creates some validation and duplication challenges.
However, it was emphasised that architecturally, the COU software does not need to be
restricted to a single central registry scenario. Multiple registries could be built to run in
parallel to each other so that when a new entry or a change is made anywhere in one registry,
it would be immediately reflected in other system components. In that case, each of those
registries could theoretically function.as a stand alone registry that lowers the risks of a
critical point of failure. Alternatively, each of the local registries could contain only a subset
of all the registered data and technology would enable a query to any individual registry to be
executed via a query of all linked registries.

Recommendation 14

CENTRAL OPERATING UNIT The mission and role of the Central Operating Unit should
be to ensure the application of uniform global operational standards and protocols that deliver
global uniqueness of the LEI, seamless access to the global LEI and to high quality reference
data for users with depth of access controlled by appropriate access rights, as well as
protocols and methods for how local systems can connect to the Central Operating Unit.
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LEI Data

The COU should be responsible for maintaining a central logical database of identifiers and
corresponding reference data to:

Ensure quality and accuracy of data.

Provide a set of services that facilitate expansion of the system, such as defined
standardised interfaces (software and services) that allow new jurisdictions to join
the system in a low-cost, open source manner and that provide educational and
training materials that document the requirements, costs, and advantages for local
jurisdictions to join the system.

Ensure that the system does not become technically obsolete over time by
performing ongoing evaluation and development of relevant standard and protocols
for the overall community (public and private sectors).

Ensure that the information within the system is secure and prevents fraudulent
activities. :

In developing the rules and procedures for operations of the COU the ROC should consult the
CPSS-IOSCO recommendations for Principles for Financial Market Infrastructure®.

Among other important tasks, the COU under the supervision of the ROC should identify the
plausible sources of operational risk, both internal and external, and mitigate their impact

3 Principles for Financial Market Infrastructure, April 2012,
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through the use of appropriate systems, policies, procedures, and controls. Systems should be
“designed to ensure a high degree of security and operational reliability and should have
adequate, scalable capacity. Business continuity management should aim for a continuous
setvice and for timely recovery of operations in the event of a wide-scale or major
disruption™.

At a minimum, the following three business continuity objectives should be meaningfully
addressed in the development of the COU and its protocols and procedures:

e rapid recovéry and timely resumption of critical operations following a wide-scale
disruption;

. rapid recovery and timely resumption of critical operations following the loss or
inaccessibility of staff in at least one major location; and

. a high level of confidence, through ongoing use or robust testing, that critical internal
and external continuity arrangement are effective and compatible®.

Recommendation 15

FORMATION OF THE CENTRAL OPERATING UNIT The LEI Implementation Group
should develop a detailed plan for the formation of the Central Operating Unit via the
establishment of a not-for-profit LEI foundation®® by interested industry participants under
the oversight of the formed LEI Regulatory Oversight Cominittee. The foundation would rely
on industry participants, their expertise and knowledge to identify and develop the most
technologically, financially and legally sound methods to implement the global LEI system in
line with the standards and framework defined by the Regulatory Oversight Committee.
Representatives from all geographic areas and industry sectors would be invited to participate
in the preparatory work underpinning the formation of the LEI foundation as the Central
Operating Unit in a manner defined by the Implementation Group.

The LEI system should be designed and implemented as a truly global system in order to
capture the full potential benefits. To achieve that, the COU must be set-up and operated ina
clear and transparent manner where all stakeholders are meaningfully represented,
encompassing wide geographic coverage and business sectors. A collaborative approach
based on industry consensus on technical and operational solutions should be the ultimate
objective of the COU structure and its design and governance should ensure that it can be
achieved in the most effective way. The FSB considers that a legal form of foundation or
body of equivalent legal form would provide a catalyst for such international and cross-
sectional cooperation and coordination, where the best ideas applicable for the global LEI
system can be utilised, drawing on the experience of various experts from either finance or
other sectors who have experience in the design and successful implementation of entity

32 Principles of Financial Market Infrastructure, April 2012,

3 Tnteragency paper on sound practices to strengthen the resilience of the U.S. Financial system, April 11, 2003, Federal
Register Vol. 68, No.70.

3 Orbody of equivalent legal form.
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identification systems. Providing an open, transparent and broad access to such industry.
collaboration will ensure that the most technologically advanced and cost-efficient solutions
are proposed and drawn on in the design and development of the federated global LEI system.
The broad participation” of various industry répresentatives in the LEI foundation will
reinforce open communication within the industry to address not only technological changes
but also structural, legal and policy considerations on both local and central levels. As one of
the workshop participants noted, the design of the original system and the methodology for its
deployment will have a direct impact on how well the future system can copy with
modifications. To achieve a high degree of system adaptability in the future, the involvement
of a wide range of industry experts from different sectors should be an integral component of
the COU structure and should be a fundamental key element of its design.

Recommendation 16

BALANCED REPRESENTATION IN THE CENTRAL OPERATING UNIT The
Regulatory Oversight Committee and LEI Implementation Group should ensure that the
global LEI foundation takes account of the interests of financial and non-financial industry
participants from different geographic areas and economic sectors.

The global LEI Central Operating Unit should have a wide representation of experts from
different sectors of economy including financial and non-financial sectors industry
representatives. As emphasised during the LEI workshop in March, other industries have
made enormous progress over recent years towards improving their identification systems.
Consequently, drawing extensively on the knowledge and experience of experts involved in
such successful schemes will allow the financial sector regulators as well as industry to avoid
obvious mistakes, as well as facilitating the choice of the best available solution in terms of
implementation time and cost. It was highlighted at the LEI workshop that organizations such
as Consumer Product Forum, GS1, Digital Object Identifier Foundation, Entertainment ID
Registry, World Wide Web Consortium among others have a wide range of experience and
knowledge in areas such as identification, the build-up of hierarchy relationships, and of
distributed network set-ups which are necessary for the successfil development of the global
LEI system for financial counterparties. A global LEI foundation where not only interested
financial parties but also experts from other sectors have an active role and voice would be an
effective way to start the rapid practical implementation of the initiative, building on best
practices from all sectors.

Learning from experience of other industries suggests that there are benefits from enabling all
interested parties to contribute to the LEI foundation or body of equivalent legal form. That
would support the development of sound technical solutions and processes and raise the
acceptability and adoption of the LEI system both in the short and in the long run. The FSB
consequently proposes that a global LEI foundation should be set-up to encourage wide-scale
industry participation. The proposed LEI Implementation Group would call for expressions of
interest in participating in the preparatory work, would guide the work and would develop all
necessary legal documents, registrations, etc. to establish the global LEI foundation or body
of equivalent legal form. The global LEI foundation set-up would consequently be undertaken
with active engagement of the industry experts to expedite the process of the global LEI

system launch.
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As it was noted above and discussed at the LEI workshop, the organizing principle of the
global LEI is a federated system with a “plug-in” architecture. This means that local
procedures are locally determined, subject to overall principles and content constraints set by
- the centre when the local units plug in or join the system. To achieve that, LOUs would be
required to use the same “network card” to connect to the global LEI system. That is why to
ensure the successful launch and growth of the global LEI system it is important that potential
LOUs are actively involved in the activities of the FSB LEI Implementation Group, in order
to provide input to the design of the LEI implementation toolkit addressing data standards,
messaging standards, operational processes and software tools in a way to allow easy and
efficient integration of local systems.

Recommendation 17

LOCAL OPERATING UNITS The LEI system should allow the local provision of all LEI
functions which the Regulatory Oversight Committee determines do not need to be
centralised. The LEI system should enable the use of local languages, organisation types and
relationship structures as required. Procedures to integrate local systems into the global LEI
system should be developed by the LEI Implementation Group in consultation with local
jurisdictions and potential Local Operating Units (when available) in a way and manner that
meets the global LEI system High Level Principles. The Central Operating Unit of the LEL
system should be able to provide support to Local Operating Unit operations when necessary
according to criteria and requirements established by the Regulatory Oversight Committee
and administered by the Central Operating Unit.

Members of the Industry Advisory Panel noted that to achieve the widespread acceptance of
the LEI solution, a broad set of service providers (such as local registries and numbering
agencies) that could become LOUs should be included in the COU and LOU integration
mechanism development. Rapid take-up is best achieved by ensuring that as much
functionality in relation to integration is available in the central system as possible so that new
jurisdictions can ‘plug in’ without creating the need for a new “system build”, unless there are
major constraints from local law and regulation. Early provision of the full functional
definition of the user interface in local languages and of the full function test system for
regulatory and industry users are important to erisure rapid and relatively painless take-up.

The first local LOU is expected to be formed in the USA to commence the swap data
reporting as required by the U.S. Commodity Futures Trading Commission (CFTC) final rule
on swap data recordkeeping and reporting requirements®, It should be noted that on 9 March
2012 the CFTC requested submissions from industry patticipants who wish to be considered
for designation by the Commission as the source for the CFTC Interim Compliance Identifiers
to be used for identification of swap counterparties in swap recordkeeping and swap data
reporting under the jurisdiction of the Commission beginning in mid 2012. The Commission
stated that the designation will have a limited term of two years, and be terminable on six
months notice if a different central utility for the global LEI is chosen later through the FSB

% CFTC swap data  recordkeeping  and  reporting  requirements, 13 January 2012
http:/Avww.cfie.gov/iuem/groups/public/@lrfederalregister/documents/file/2011-33199a.pdf.
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process and becomes operational. The Commission also noted that it plans to adopt the
governance principles and LEI reference data requirements endorsed by the FSB*,

Recommendation 18

LEI DATA VALIDATION The LEI system should promote the provision of accurate LEI

-reference data at the local level from LEI registrants. Responsibility for the accuracy of
reference data should rest with the LEI registrant, but Local Operating Units have
responsibility to exercise due diligence in guarding against errors, as consistent with
Regulatory Oversight Committee standards, and to encourage necessary updating. The
Central Operating Unit has responsibility to check registrations for global uniqueness and to
coordinate reconciliation by Local Operating Units where necessary. Accuracy should be
ensured at the local level by the registered entities. Self-registration should be encouraged as a
best practlce for the global LEI system.

The key objective of the global LEI system is to provide accurate up to date reference data for
each registered entity. That will require investment because as it was noted by the Industry
Advisory Panel currently available information from public sources is of mixed quality and
timeliness. There are different short-term and long-term solutions to address the LEI data
quality. One approach suggested by some workshop participants constitutes so-called
commercial third party data validation. Those services are focused on cross-checking
information from a range of sources by companies’ staff in order to produce ‘cleaner’ data
that has been ‘scrubbed’ through such a process. Typically, such companies do not accept
liability or ultimate responsibility for data accuracy. - '

It wasnoted during the workshop that such third party validation services currently provide a
useful role in improving the quality of data. They do not, however, provide strong incentives
to deliver fundamental improvements in data quality at source. To address the quality of the
data at the source, responsibility for the quality and accuracy of reference data must rest with
the LEI registrants, and so achieving permanent improvement should build on that
responsibility. That is best enabled at source at a local level where the initial registration is
obtained; as such an approach draws on local expertise, legal frameworks and language, and
also addresses the issue of poor data quality at the base level. The FSB consequently
recommends that improvements in data accuracy should ultimately focus on providing
responsibility to the registrant for the quality and accuracy of data that would then be
validated at source via the local registration facility. That may entail some upgrading of local
registration facilities, for example, to improve the timeliness of updating and reporting and the
quality of data validation. '

To support the process of improving data quality, the FSB recommends that the ROC directs
the set-up of standards for LEI validation and LEI data quality and that the Committee has the
power to conduct independent assessments of the application of such standards. The process
of independent validation and verification of data quality and standards should provide a
catalyst to deliver the necessary improvements.

% CFTC Announces process to designate the provider of CFTC interim compliance identifier, 9 March 2012
http://www.cfic.gov/PressRoom/PressReleases/pr6200-12,
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The ultimate responsibility for the accuracy of the data should reside with the LEI receivers.
From the practical stand-point the registered entity should have the best information about
itself on a timely basis. The challenge for the data accuracy here is to create incentives or
compulsion for the entity to ensure the accuracy of its own data in the global LEI system.

A relevant issue for LEI data validation is third party registration. Third party registration
poses a set of challenges to align the incentives of the entity and third party register vs. cost of
registration vs. legal liability for data accuracy. At the workshop with private industry and
during the work of the Expert Group, it was noted by some participants that third party

. registration would risk running counter to the objectives of uniqueness and data quality and
hence should not be encouraged.

Some members of the Industry Advisory Panel noted that such third-party registration
function should be limited to the ability of legal entities to outsource the registration for an
LEI to a third party. The responsibility for registration for an LEI and related maintenance and
certification of the accuracy of reference data would most sensibly rest with the
representatives of the entity itself.

The ROC should have the unfettered right to conduct independent validation and verification
of data standards, processes and quality. Such processes could leverage a third-party data
validation as a temporary solution during the initial phase of the LEI system but the ROC
should develop a specific and timely transition plan to adjust from the transitional data
validation mechanisms to the permanent global data validation mechanisms.

Legal enforcement for fraud in registration is the responsibility of local authorities, but local
registrars may act to invalidate entities associated with such fraud.

Recommendation 19

LEIISSUANCE WHEN NO LOCAL REGISTRAR AVAILABLE Whenever possible the
LEI registration should take place with the relevant Local Operating Unit. When a Local
Operating Unit is not available, the Regulatory Oversight Committee and a local jurisdiction
(when willing to engage) should agree on approaches for local entities to obtain LEIs. The
Implementation Group should develop proposals for such mechanisms via: (1) establishing a
mechanism of obtaining LEIs through other Local Operating Units; (2) establishing a
mechanism of obtaining LEIs from a registration facility in the Central Operatmg Unit; and
(3) any other mechanisms that are appropriate.

Recommendation 20

SUSTAINABLE FUNDING The steady state funding of the global LEI system should be
self-sustainable and reliable. The funding system should be based on an efficient non-profit
cost-recovery model. The system should have two components: a local discretionary charge;
and a common fee based on the number of registrations in each LOU to pay for the centralised
operations in the Central Operating Unit, alongside any costs of implementing.and sustaining
the governance framework. Fees should be sufficiently modest not to act as a barrier to

acquiring an LEIL

The funding system should have 2 components: a local discretionary charge; and a common
fee for each registrant to pay for the centralised operations in the COU, alongside any costs of

47




implementing and sustaining the governance framework. With respect to the ROC, the
funding mechanisms, procedures and responsibilities should be clearly outlined in the Charter
and be accepted by jurisdictions and authorities joining the LEI system. The LEI ROC should
follow the established budgeting rules and other relevant cost related rules and ensure that the
operations of the COU are undertaken on an efficient, non-for-profit, cost-recovery basis
according to the cost-recovery criteria developed by the Implementation Group. The ROC
should review budget plans, accounts and audits on an annual basis to ensure that the funding
mechanism adheres to the principles of cost-recovery, and does not present any monopoly
privileges, either directly or indirectly. Changes in payments to the COU from local systems
should be announced and introduced on a timely basis and approved by the ROC. The ROC
should ensure that the COU has financial resources not only to perform current functions but
also has sufficient resources for research and development, and system expansion and
modification as mandated by the ROC, while ensuring that the COU budget remains under
tight control. Reflecting the federated nature of the LEI system, funding choices at the local
level are flexible; a local operation may be viewed as being entirely a public good and be
funded by the public, or it may be seen as a good to be provided and funded in the
marketplace with a competitively determined price, or it may be seen as one of a variety of
hybrids of the two. In all cases, it is in the interest of the ROC that local areas enforce rules to
reduce the threat of monopoly privileges.

VIL Governance and the rules of the game

Proposals for the governance framework to protect the public interest are central to the
mandate from the G-20 to the FSB. The approach adopted was first to identify the public
interests to be protected in relation to the introduction of a global LEI system and second to
provide recommendations for a governance framework best suited to protecting them.

Protecting the public interest

- As highlighted in earlier sections there is a need for a strong governance framework to protect
the public good of the global LEI system and to avoid creating positions where market powers
and privileges can be exploited. A number of specific objectives have been identified:

° Assuring open and free access to publicly available data. In particular:
0 Data should be non-proprietary, with no ‘bundling of services>,’ or
restrictions on access or redistribution;
) All public data should be readily available on a continuous basis, free
of charge; ‘
0 Confidential data must be suitably protected;
0 Data and operating processes should not be subject to any type of

Intellectual Property restrictions, except those recognized as being
necessary to promote free and open access.

37 The LEI should be freely and openly available and should not be tied (or ‘bundled’) to the provision of other services.
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Assuring open access to entities acquiring an LEI. Entities required to, or
wishing to, obtain an LEI should be able to acquire one under open, and non-
discriminatory terms:

0 Fees, where and when imposed, should be modest and based on a cost-

recovery basis>® that avoid monopoly rents and are subject to anti-trust
. considerations. The operational model must be efficient and avoid
excessive costs. Budgeting rules should be clear and ¢onsistent.

0 No restrictions should be placed on the use of the LEI by the registrant.

No competitive advantage should apply to any entities involved in the LEI
systein.

Ensuring that the LEI system meets public sector requirements, including:

) Ensuring uniqueness, accuracy, reliability, portability and persistence
of the LEI code and reference data.

o Proposing new standards that serve the pubhc interest. Modifying

existing standards as required.

0 Promoting the use and scope of the LEI to expand the collective benefit
from widespread adoption.

0 Utilising local language and character sets, as well as ensuring access
to the whole system in a common language.

The governance bodies should have the necessary powers to enforce
application of the governance principles, including:

0 To take any action deemed necessary to protect the public interest in
respect of the global LEI system;

0 The ability to introduce oversight and governance processes, tailored to
meet local and central needs;

0 Ability to audit the parties involved and the process; and appoint
independent auditors;

) The ability to adjudicate disputes.

The proposed governance framework has four main elements as set out in the Chart below:

High Level Principles and Charter for the Regulatory Oversight Committee which
sets out the principles and commitments that establish, specify and define the
.governance of the global LEI system.

A ROC which is charged with protecting the public interests in the system.

% Tt is possible that some jurisdictions could be willing to fund the LEI issuance from public sources and prov1de LEIs to its
local entities free of charge.
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) A Board of Directors of the COU which has responsibility for delivering the agreed
operational standards.

. Governance of the LOUs, which are the local implementers of the system.

[ Plenary

[ Steering Committae ]

Central Oparating Unit {COU)

[ Board of Directors ]

Lo

COU Operations

The proposed framework and specific recommendations with regard to the different elements
are set out in the section below.

Recommendation 21

GLOBAL REGULATORY OVERSIGHT COMMITTEE CHARTER The governance
framework of the global LEI system should be developed at the internationial level in an open
and transparent manner that supports collective governance of the global system. A global
LEI Regulatory Oversight Committee Charter should set out the formation and operations of
the Regulatory Oversight Committee. The global LEI Regulatory Oversight Committee
Charter should be prepared by the FSB LEI Implementation Group for endorsement by the G-
20 at the Finance Ministers and Central Bank Governors meeting in November 2012 or by the
FSB Plenary in October. '

As outlined earlier, the proposed global ROC Charter would define and frame the proposed
international governance arrangements. The ROC would be established on endorsement of the

Charter.
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Recommendation 22

REGULATORY OVERSIGHT COMMITTEE A Regulatory Oversight Committee, as
specified in the Charter, should have the responsibility of upholding the governance principles
and oversight of the global LEI system functioning to serve the public interest. The
Regulatory Oversight Committee should be a body representing regulators and other
government or supranational entities engaged in regulating or monitoring the financial system
or markets. Membership and decision making processes would be established by the Charter.
Wherever possible, decisions would be reached by consensus.

The ROC will have responsibility to ensure that the governance and operation of the LEI
system will protect the public interest. The proposed Charter will set out the high level
principles governing the creation and operation of the ROC. Powers and participation
arrangements are set out in the following recommendations.

Recommendation 23

POWER AND AUTHORITY OF THE REGULATORY OVERSIGHT COMMITTEE
The Regulatory Oversight Committee has the ultimate power and authority over the global
LEI system. Any power delegated to the Central Operating Unit, Local Operating Units and
other entities can be reversed by the Regulatory Oversight Committee®. The Regulatory
Oversight Committee should establish a formal oversight plan to ensure that its directives to
the Central Operating Unit or other parts of the system are enforced and that the governance
principles are upheld.

The ROC will be granted the ultimate power over the global LEI system in relation to
delivery of the public good and protection of the public interest. It .will take any action
deemed necessary to protect the public interest in respect of the global LEI system. Specific
responsibilities assigned to the ROC include:

) Co-ordination of the global regulatory cb‘mmunity to oversee the implementation and
operations of the global LEI system in the public interest.

. Development of plans, policies, and strategy for the global LEI system.

e  Approval of technical and operational standards for the global LEI system. -
Promotion of the LEI as an industry standard.

e  Approval of business continuity standards for the global LEI system.

e  Approval of budgets and the setting of fees for the central operations and functions
of the system, and overseeing local arrangements.

e  Requiring audits of the system (including appointment of external auditors) for
financial controls, business practices, data quality standards or other matters
necessary to ensure the public interest.

e  Ensuring balanced representation by geographic area and economic sector of the
BOD ofthe COU.

3 Local authorities may also reserve rights to be engaged in decisions on local registration operations.
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e  Appointment of the initial BOD of the COU.
o Veto and removal of members of the BOD.
e . Appointment of independent members of the BOD, serving the public interest.

e Approval of policies for the recognition and termination of local registration agencies
and LOUs.

e Approval of material contracts with third parties to avoid ‘vendor dependence’ and to
ensure high quality in services that are subcontracted.

The ROC, when deemed appropriate, may delegate the fulfillment of selected responsibilities,
as determined and agreed by the Plenary.

Recommendation 24

PARTICIPATION IN THE REGULATORY OVERSIGHT COMMITTEE To
participate in the LEI Regulatory Oversight Committee, an authority should indicate support
for the global LEI High Level Principles and Charter for the Regulatory Oversight
Committee. Authorities may elect to be a full member of the Regulatory Oversight Committee
or an observer. The rights and responsibilities of members and observer status participants
should be defined in the Charter.

Participation in the ROC shall be open to all authorities and jurisdictions that agree to the core
principles and purposes of the global LEI system and that are willing to subscribe to the
objectives and commitments specified in the high level Charter. Participation will be at the
Plenary level which is the highest decision making body of the ROC.

Plenary mémbership may be large. To help facilitate the work of the ROC, an Executive
Committee shall be appointed. The Executive Committee will take the day to day work
forward. Membership of the Executive Committee shall be balanced jurisdictionally and
regionally and also in terms of members’ functions (eg prudential regulators, market
regulators, central banks, etc).

Wherever possible, decisions shall be taken by consensus. Where this is not available, a
voting system shall be applied, based on an allocation specified in the Charter.

The requirements, rights and responsibilities of Observer status shall be set out in the Charter.

Recommendation 25

LEVERAGING INFRASTRUCTURE OF AN INTERNATIONAL FINANCIAL
ORGANISATION In developing proposals to establish the Regulatory Oversight Committee
following agreement on the Charter, the Implementation Group should if possible and, subject
to agreement, leverage on the existing infrastructure of an international financial organisation
to initiate and stand-up the global LEI governance structure in a timely manner, utilising the
experience of the international organisation in executing international initiatives.

The FSB sees considerable merit in drawing on the experience and infrastructure of an
international financial organisation in helping to prepare and launch the international
governance framework. Help and advice may be sought in a number of areas such as technical
development and preparations; legal work; and meeting logistics.
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Successful implementation of this option will require the acceptance and agreement of the
international financial organisation to the proposal.

Recommendation 26

GOVERNING DOCUMENTS FOR THE CENTRAL OPERATING UNIT Alongside the
development of the global Charter, the Implementation Group should develop legal
documents governing the mandate provided by the Regulatory Oversight Committee to the
Central Operating Unit as well as other legal documents needed to specify the full governance
framework for the global LEI system.

A number of legal documents will need to be prepared alongside the Charter to set out and
specify the governance framework for the global LEI system. These potentially include the

following:

1. Regulatory Oversight Committee by-laws or similar document;

2. ROC Plenary and Executive_a Committee governing documents;

3. Foundation or body of equivalent legal form agreement for the Central Operating
Unit; o

4, Legal agreement between the ROC and the Central Operating Unit or similar
document;

5. IP and other related copyright/trademérk protection framework;

6. Information sharing agreements or similar documents draft;

7. Legal analysis of anti-trust laws to ensure adherence to competition and anti-trust
provisions. '

The proposed FSB LEI Implementation Group will be charged with responsibility for drafting
the legal documents alongside the high level Charter for the ROC.

The BOD of the COU will assent to and respect the terms of a legal agreement with the ROC,
specifying roles, responsibilities and rights of the respective parties for the governance and
oversight of the global LEI system.

Recommendation 27

BOARD OF DIRECTORS OF THE CENTRAL OPERATING UNIT The Central
Operating Unit shall have a Board of Directors. The Regulatory Oversight Committee has the
right to veto membership of the BOD, as well as to remove members. The ROC has the right
to appoint independent members.

The COU forms the operational arm of the global LEI system, charged with fulfilling the
necessary central functions to the overall standards set by the ROC. The BOD of the COU has
responsibility for the functioning of the COU, including the operational integrity and
implementation and maintenance of standards specified by the ROC. The BOD' should be
populated by stakeholders representing a wide range of interests, such as non-financial
- companies as well as financial, experts with demonstrated experience of successfully
introducing and operating entity identification schemes in other industries, and independent
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directors. It should be formed from membership of the proposed global LEI foundation or
body of equivalent legal form which will form the COU, together with independent members.
The initial Board shall be appointed by the ROC once the Committee has been established
and the ROC has recognised the foundation as the system COU. Thereafter, the ROC will
veto/remove members of the Board proposed by the foundation and retains the right to
appoint independent members*,

Recommendation 28

FORMATION OF THE INITIAL BOARD OF DIRECTORS OF THE CENTRAL
OPERATING UNIT The Central Operating Unit’s initial Board of Directors should be
appointed by the Regulatory Oversight Committee, taking into account the need for
geographic and sectoral diversity. The Implementation Group should develop the fitness
criteria, size, role etc for the BOD that should be reviewed in two years by the Regulatory
Oversight Committee.

It is important that the BOD of the COU has a balanced representation of stakeholder interests
charged with ensuring that the COU is run efficiently and effectively as the operational arm of
the global LEI in line with the standards set by the ROC.

Recommendation 29

POWERS AND FUNCTIONS OF THE BOD OF THE CENTRAL OPERATING UNIT
The Board of Directors of the Central Operating Unit should be granted powers to direct the
management and operations of the Central Operating Unit in line with the overall standards

set by the Regulatory Oversight Committee.

Specific responsibilities may include:
o Appointing and dismissing management of the COU.
e  Entering into and enforcing contracts for services.
e  Auditing a local registration agency or LOU, or other service providers.
e  Dismiss or replace service providers as necessary.
. Invalidating an LEI, if appropriate standards are not met.

e  Determine a payment system for fees and services, in line with the decisions of the
ROC.

Recommendation 30

CONTINGENCY ARRANGEMENTS The Regulatory Oversight Committee is responsible
for setting and overseeing the application of business continuity standards for the global LEL
system in line with best practices for key financial infrastructure. Rules and procedures should
be defined that the Central Operating Unit and Local Operating Units must follow in case of
insolvency, bankruptcy, etc in order to ensure continuity of the global LEI system. A protocol

40 TIn this context independent members mean non-industry representatives.
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should also be developed for maintenance of secure parallel copies of the LEL, in a manner
| that respects local laws. '

The Global LEI system should be available on.a continuous basis and should meet best
practice standards for business continuity and contingency planning for key financial market
infrastructure. The system should also be able to function in the event of insolvency and
bankruptcy of a component, through the identification and application of rules and procedures
that must be followed in such a case.

Recommendation 31

LEI INTELLECTUAL PROPERTY The LEI Implementation Group should conduct
analysis and provide recommendations on the treatment of the “LEI” intellectual property
(such as the LEI code, software, reference data, any other LEI data, operational protocols, etc)
according to the principles of open access and the nature of the LEI system as a public good.
The objective of this analysis shall be to ensure a regime that assures the availability in the
public domain, without limit on use or redistribution, of LEI data, reference data, and
processes. Any intellectual property rights should be held by, or licensed to the global LEI
foundation unless. defined otherwise by the Regulatory Oversight Committee. Copyright
should be used to the extent possible to promote the free flow or combination of information

from disparate sources.

Development of the global system of unique entity identifiers is likely to entail the creation of
specific intellectual property rights in relation to certain key operational features of the
system. It is important that such IP rights do not provide privileges that act against the public
interest, for example, by providing power to market providers that ensures that the system
relies on their services, or that the system cannot function in the event that the particular
vendor enters insolvency. To avoid adverse incentives and to ensure continuity of the system
and thus that the system is ‘vendor independent’, the IP rights should reside ultimately with
the global LEI system, as embodied by the proposed global governance arrangements.

The LEI is deemed to be a public good and available to the public at large for free. LEIs may
be freely reproduced, distributed, transmitted, used, modified, built upon, or otherwise
exploited by anyone for any purpose, commercial or non-commercial, and in any way,
including methods that have not yet been invented or conceived. It will be important to
specify clear rules and guidelines on the use of the LEI to make sure that the principles of free
and open access are protected and that the system is not abused.

VIII. Implementation and next steps

The FSB strongly supports the rapid implementation of a global -LEI system under the
framework set out above. Early delivery of the system would provide manifold benefits to the
global regulatory community and to the private sector.

This section sets out an implementation plan framework. The aim is to adopt the Charter of
the Regulatory Oversight Committee of an independent, open, fair and transparent global LEI
system in November 2012, with the Committee fully and independently functional by March
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2013. Achieving this objective will require substantial high political level support) and a

strong commitment to provide expert resources to undertake the necessary work, as well as ’

~ strong engagement and co-operation with the wide range of the private sector participants on
“the COU development. - S '

To advance the global LEI initiative into the implementation phase, the FSB recommends
setting up an LEI Implementation Group with a clear mandate to ‘launch’ the system on a self
standing basis as soon as possible.

Two immediate strands of work were identified that need to be addressed by the FSB LEI
Implementation ‘Group:

‘o Governance: Undertaking all the legal, policy, organisational and administrative
work to establish the permanent governance arrangements for the global LEI system
as well as the necessary legal and administrative work to stand-up the COU;

o Operations: In close co-ordination with the private sector, to undertake and oversee
the necessary technical work to develop, launch, and implement an operational -
system for the COU of the global LEJ, that delivers agreed technical and operational

_standards, and that enables open access to the system and federation of local
operations.

A third strand is continued policy development. Until the new governance arrangements ate in
place that will address outstanding policy issues at that time, policy development, such as
work on corporate ownership structures and business hierarchies, will take place under the.
Implementation Group.

The FSB LEI Expert Group is an ad hoc group which has a time-limited mandate. It has now
been disbanded. If the proposals and recommendations in this report are accepted, and the
FSB is tasked to support the first step of the global LEI system implementation, the proposed
FSB LEI Implementation Group will be created immediately after the G-20 Summit to take
the project forward. Although the Group will build on the Expert group, in terms of
membership and skills, additional legal expertise and additional technical and operational
skills will be needed, relative to the membership of the Expert Group. The Implementation
Group should cease to exist upon formation of the ROC, which should be by March-31 2013

at the latest. .

Membership of the Implementation Group will be open to authorities and jurisdictions willing
to support the development and implementation of the global LEI system, and to supply
suitable expertise to the project.

Recommendation 32

FSB LEI IMPLEMENTATION GROUP Subject to the G-20 supporting further work to
launch the global LEI, and entrusting implementation planning to the FSB, an FSB LEI
Implementation Group should be established with a clear mandate to launch the global LEI
system on a self- standing basis. The LEI Implementation Group should cease to exist upon
formation of the Regulatory Oversight Committee which should be by 31 March 2013 at the

latest.
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Recommendation 33

STRUCTURE OF THE FSB LEI IMPLEMENTATION GROUP A time-limited FSB
LEI Implementation Group (IG) of interested and willing experts (legal, IT, and other) from
the global regulatory community that includes interested parties from the FSB LEI Expert
Group should be formed to take the global LEI initiative forward into the global
implementation phase until the Regulatory Oversight Committee is established. The IG
should be led by representatives from different geographic areas to reflect the global nature of
the LEI initiative and will be supported by the FSB Secretariat. The IG should develop
‘| proposals for the global LEI system stand-up as defined in the mandate below for review and
endorsement by the FSB Plenary in October 2012 and, as appropriate, final review and
endorsement by G-20 Finance Ministers and Central Bank Governors in November 2012.

Recommendation 34

RESPONSIBILITIES OF THE FSB LEI IMPLEMENTATION GROUP The mandate of:
the FSB LEI Implementation Group should be to prepare a draft global LEI Regulatory
Oversight Committee Charter, proposals for the establishment of the LEI Regulatory
Oversight Committee and related structures, develop all necessary legal documents for
Regulatory Oversight Committee operations, develop necessary intellectual property
agreements and contracts, conduct research and provide recommendations on LEI related
information sharing arrangements; set up the process and any necessary legal documentation
necessary for establishment of the Central Operating Unit and its Board of Directors; and set
up the process for establishment of necessary standards, protocols, rules and procedures and
organizational design for the Central Operating Unit.

Launch of the global goVérnance framework

The High Level Principles and proposed Charter for the ROC will frame the governance
arrangements for the global LEI system. Subject to high level support for the approach, the
Charter will be developed by the Implementation Group for endorsement by the FSB in
October, as appropriate, final sign off and endorsement by the G-20 Finance Ministers and
Central Bank. Governors in November (see Annexes 1-4). A very provisional list of elements
for inclusion in such a Charter is outlined in Annex 4, Suggested initial components, include:

. Mission of the Regulatory Oversight Committee

) Objéctives of the Charter

. Commitments and Obligations

J Membership

) Mandate and Responsibilities of the Regulatory Oversight Committee
e  Functions and Powers

. Structure of the ROC

e Decision Making

) Sub — Committees and Advisory Panels
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. Secretariat and Administration
. Establishment

As well as preparation of a draft Charter, the Implementation Group will also need to prepare
all the supporting legal documents governing the global LEI system. A preliminary list is set
out above under recommendation 26.

Drafts of these documents could also be taken forward by the proposed group in consultation,
if necessary, with financial industry specialists and private sector legal éxperts with relevant
experience in those areas. The aim will be to prepare all of the necessary legal documentation
to support the launch of the ROC by March 2013 at the latest.

Recommendation 35

ESTABLISHMENT OF THE GLOBAL LEI SYSTEM The global LEI system will be
established by the endorsement of the high level Charter for the Regulatory Oversight
Committee by the G-20 Finance Ministers and Governors in November or by the FSB Rlenary
in October.

Endorsement of the Charter will establish the global LEI system. That will include the
governance framework including: the creation of the ROC, potentially housed in an
international organisation; and appointment of the Chair and Secretariat of the ROC. Once the
ROC has been created from jurisdictions and regulatory authorities indicating support for the
Charter, by March 2013 at the latest, it will have responsibility for the endorsement of the
COU and for the launch of the system on a self-standing basis as soon as possible, which
should be by the end of 2012 ideally and by March 2013 at the latest.

Launch of the operational framework

The principal focus in relation to the creation of the COU is on the speedy development and
implementation of a central platform that will facilitate the integration of local identification
systems (whether currently existing or emerging) into a logically central database of unique
LEIs based on consistent standards, protocols, procedures, etc). The technology stream of the
Implementation Group will work with a wide group of private industry representatives to
develop a global LEI system that will allow the rapid integration of federated local systems
into the logically centralised database and that will appear to be seamless to end users. In
other words, any user will be able to access the global LEI system and obtain the LEls or
reference data of any entity registered with the system from across the globe — subject to
privacy or confidentiality restrictions. being maintained. Indeed, in the latter respect, the
technology stream will need to ensure that the system meets the highest standards in relation
to data integrity and security, business continuity and access controls.

The Implementation Group will work closely with private industry experts to design and build
an efficient system for the Central Operating Unit. The preferred approach is for the ROC
(initially the Implementation Group) to direct the creation of a global LEI industry foundation
or body of equivalent legal form to develop and operate the COU.

Following agreement to proceed with implementation, regulators would immediately solicit
interest from a broad spectrum of private industry that includes financial companies (i.e.
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banks, financial intermediaries) and non-financial companies (i.e. standard setting bodies,
data vendors, commercial companies, consulting companies) to participate in a global
foundation that would be tasked to develop technical solutions for the implementation of the
global LEI system, under the broad guidance and proposed legal framework provided by the
Implementation Group. Participants would be sought on a global basis and from a broad set of
experience, including from experts from outside the financial sector with experience of
successfully introducing entity identification schemes. The Implementation group will
provide a framework (outlining the main requirements and standards) and guidance for the
private sector, enabling interested parties to work together within a foundation framework to
deliver open access implementation processes and solutions that will quickly develop a
central ‘plug in’ platform that local systems will link into. Once the ROC has been
established, and the parallel legal work to set up the foundation completed, the ROC would
set the eligibility criteria for membership and would select the global foundation to act as the
COU. An initial BOD could then be selected by the ROC from the foundation members
(supplemented potentially by independent members) to oversee the preparatory work and to
act as the BOD of the self-standing COU. The BOD per validation by the ROC would decide
for each part of the system whether to develop and operate the component within the
. foundation, or whether in some cases to buy in services or facilities from third party vendors.

The provision of seed-corn funding for the development of the system would need early
resolution. The various possibilities include: private foundation funding (preliminary
discussions indicate interest on the part of such foundations and other non-governmental
organisations); contributions/loan from the public sector or an international financial
institution; public funding and/or a private sector loan (that is the funding method suggested
by GFMA/SWIFT/DTCC). Seed-corn funding would be repaid out of subsequent revenues of
the system. An important early task of the Implementation Group will be to pursue seed-corn
funding options, for consideration and decision by the ROC. The proposed implementation
plan and timelines are summarised in the annexed Charts 5-7.
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Annex 5: LEI Implementation Group work plan diagram
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Annex 6: Global LEI system Charter development diagram
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Charter development

-FSB LEI IG dewelops charter;
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Annex 7: LEI Central Operating Unit development process diagram
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Annex 3

Global LEIX System High Level Principles

1.

2.

10.

11.

12.

The Global LEI system should uniquely identify part_ieipants to financial transactions.”

The LEI system should meet the requirements of the global regulatory community for
accurate, consistent and unique entity identification.

The LEI system should be de31gned in a manner that provides beneﬁts to financial
market participants.

Flexibility must be built into the global LEI system to provide the capability for the
system to expand, evolve, and adapt to accommodate innovations in financial markets.

The LEI system should not be "locked-in" with a particular service provider for any key
system functions or processes. The principles of competition should be ensured on both

global and local levels Where appropriate.

The global LEI system should support a high degree of federation and local

implementation under agreed and implemented common standards.

The LEI system should meet ei/olving requirements of both the regulatory community |
and industry participants in terms of information content scope of coverage, timeliness

and availability.

The LEJ Regulatory Oversight Committee should have the responsibility of upholding .
the governance principles and oversight of the global LEI system functioning to serve
the public interest. The Committee has the ultimate power and authority over the global

LEI system.

The mission, role and responsibilities of the ROC shall be specified by the global LEI
Reégulatory Oversight Committee Charter, whieh shall establish the Committee.

Participation in the global LEI Regulatory Oversight Committee shaJl be open to all
authorities subscribing to the High Level Principles and to the objectives and
commitments in the Charter. '

The LEI Central Operating Unit should have the mission and role to ensure the
application of uniform global operational standards and protocols set by the ROC.and
act as the operational arm of the global LEI system. It shall be established as a

foundation or legal equivalent.

The LEI Central Operating Unit should have a balanced representation of industry
participants from different geographic areas and sectors of economy. Its Board of




Directors should be selected from industry rc;pres’entativés‘, plus independent
participants. '
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