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From 10 January 2020, the UK Financial Conduct Authority (the “FCA”) will be the supervisor for
Anti-Money Laundering (“AML”) and Combating the Financing of Terrorism (“CFT”) new regime
for some cryptoasset businesses, under the Money Laundering, Terrorist Financing and Transfer
of Funds Regulations 2017 (“UK ML Regulations”).

In April 2019, HM Treasury issued a consultation regarding the transposition of the Directive EU
2018/843 (the “5th AML Directive”), which introduces requirements for some cryptoasset
businesses (as below), into national regulation. In the UK, such directive will be transposed with
the amendment of the UK ML Regulations, and the FCA will be the regulatory authority
responsible for the supervision of cryptoasset businesses.

In this sense, all UK cryptoasset businesses carrying on activities in scope of the UK ML
Regulation will need to register with the FCA from 10 January 2020 and pay the required fees (as
detailed below). In October 2019, the FCA issued the Consultation Paper 19/29 (“CP 19/29”) on
proposals regarding such fees with the aim of recovering the costs of this new role.

CRYPTOASSET BUSINESSES WITHIN THE SCOPE OF THE UK ML REGULATIONS

A Cryptoasset is any virtual representation of value or rights secured by cryptography and
registered in a system of Distributed Ledger Technology (“DLT”), which ensures that the identity
of the users of cryptoassets is protected.

As consequence of its growing popularity, new and existing financial agents are carrying out
different activities related to this asset. On the other hand, the predominance of anonymity of
users and transactions involving cryptoassets provided by the DLT generates a propitious
environment for the occurrence of crimes such as money laundering, concealment, terrorism
financing and tax evasion. Therefore, effective regulation and supervision regarding some
cryptoassets’ activities are required in order to prevent or remediate the existence of such crimes.

The businesses within the scope of the UK ML Regulations are:

cryptoasset exchange provider;

cryptoasset Automated Teller Machines (“ATMs”);

custodian wallet providers;

peer to peer providers;

issuers of new cryptoassets, such as Initial Coin Offering and initial exchange offering;
and

e publication of open-source software.

Therefore, from 10 January 2020 these businesses will need to register with the FCA by
completing an online application form and paying the registration fee (as detailed below), besides
having to demonstrate they fulfil the following requirements:

o that they have policies, controls and procedures in place to effectively manage AML/ CTF
risks in line with the nature, scale and complexity of the activities;

¢ that they are able to identify, assess, monitor and effectively manage the financial crime
risks to which they are exposed.

Besides the above criteria, they will have to show the steps taken to identify their AML/CFT risks
and to carry out regular assessment of their policies and procedures to ensure that they remain
relevant and appropriate.
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FEES

The FCA is funded entirely by the fees recovered from the firms and businesses it regulates. The
UK ML Regulations allows the authority to recover its expenses from the business it supervises
under such regulations. Thus, the FCA aims to recover its costs from cryptoasset businesses
through:

e a one-off registration fee proposed at £5,000; and
e aperiodic (annual) fee to recover ongoing regulatory costs: proposed as a variable annual
fee, based on a business’ usual tariff basis.

NEXT STEPS

Applications for registration will open on 10 January 2020. New cryptoasset businesses must be
registered before they can carry on the activity. On the other hand, existing cryptoasset business
must register by 10 January 2021 or otherwise stop cryptoasset activities. Finally, 10 October
2020 will be the latest date for completing applications for all businesses.

Regarding the proposed fees by the FCA, the deadline for responses to the CP 19/29 in respect
to the registration fee was 11 November 2019, whilst the deadline for answers related to the
periodic fee is 10 December 2019.

The FCA intends to publish feedback on the registration fee and the legal instrument in its
Handbook Notice in December. In respect to the periodic fees, the FCA will provide feedback in
April 2020.

To view the UK ML Regulations please click here.
To view the CP 19/29 please click here.

For more information, and any guidance or advice on cryptoasset businesses and
regulation Cleveland & Co external in-house counseltm , your specialist outsourced legal
team, are here to help.
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http://www.legislation.gov.uk/uksi/2017/692/pdfs/uksi_20170692_en.pdf
https://www.fca.org.uk/publication/consultation/cp19-29.pdf
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DISCLAIMER

No individual who is a member, partner, shareholder, director, employee or consultant of,
in or to any constituent part of Cleveland & Co Associates Limited accepts or assumes
responsibility, or has any liability, to any person in respect of this document. Copyright in
the materials is owned by Cleveland & Co Associates Limited and the materials should
not be copied or disclosed to any other person without the express authorisation of
Cleveland & Co Associates Limited. This document is not intended to give legal advice
and, accordingly, it should not be relied upon. It should not be regarded as a
comprehensive statement of the law and practice in this area. Readers must take specific
legal advice on any particular matter which concerns them. If you require any advice or
information, please speak to your usual contact at Cleveland & Co Associates Limited.

WHY WE'RE DIFFERENT

Cleveland & Co are specialists in financial services, investment management and
commercial contracts and related courses. Our team's in-house experience means we
understand client challenges and we work alongside you to create solutions. We can
provide insight on real vs hypothetical risks and help your team evolve.

WE OFFER

Cleveland & Co offer you fixed fees and retainer structures that provide you with certainty
of cost and we offer industry experience that cuts through common legal complexity.

CONTACT

EMMA CLEVELAND

Founder and Managing Director

ecleveland@cleveland-co.com
www.cleveland-co.com
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