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In today’s dynamic business landscape, regulatory compliance is not just about following rules. Actually, this
forms a fundamental component of Financial Risk Management (FRM). A business or institution that does not
integrate compliance into its risk management strategies would be exposed to financial instability, legal
penalties, and reputational damage. Regulatory compliance safeguards against excessive risk-taking,
unethical financial practices, and systemic failures. Most of the significant financial crises, from the 2008
global meltdown to the 2023 collapse of Silicon Valley Bank (SVB), could also be attributed to poor risk
governance and regulatory lapses. Without any effective compliance framework, businesses may
unknowingly take on excessive financial risks, leading to detrimental consequences. Institutions that
proactively integrate both regulatory compliance and financial risk management into their operations not
only avoid legal consequences but also strengthen their financial position and long-term stability. This article
discusses the essentials of regulatory compliance, its significance across industries, and the strategic
advantage of a proactive approach.

B Understanding Regulatory Compliance

Regulatory compliance refers to the adherence of businesses to laws, regulations, and guidelines set by
governing bodies. These include a set of rules that look after the principles of fairness, financial stability,
consumer protection, operational transparency, and ethical practices. Regulatory compliance can be
considered as wearing a seatbelt; it may appear to be an inconvenience at times, but it protects you from
catastrophic damage when things go terribly wrong. Institutions that take compliance critically do not just
avoid legal consequences but build trust with stakeholders and ensure longevity.

Bl Why Do Regulators Enforce Compliance?

Regulators impose compliance requirements to create a stable and fair market environment. Compliance
regulations are intended to protect consumers, investors, and the economy in general from fraud, corruption,
money laundering, and financial crises, among other risks. Below are some of the major reasons why
regulators enforce compliance.

= Risk Mitigation: Ensuring that institutions operate within a controlled environment to prevent
systemic risks, financial fraud, and operational inefficiencies.
= Consumer Protection: Enforcing fair business practices and securing sensitive customer data.
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» Market Integrity: Enhancing transparency and accountability “
in financial reporting and transactions.

= Economic Stability: Preventing financial crises by enforcing || peoylators impose compliance
risk management measures. requirements to create a stable
= Ethical Practices: Compliance regulations set clear and fair market environment.
parameters for ethical behavior within the financial industry,
enabling responsible business practices that are good for the
institution and society. ’ ,
= [International Standards: Many financial institutions operate globally, and adherence to international
standards ensures that institutions remain competitive and align with global best practices.

For instance, in 2023, the failure of Silicon Valley Bank was partially due to significant regulatory lapses
and mismanagement of risk. These failures provide a blueprint as to why compliance should be
something at the forefront rather than as an afterthought.

B Industry Specific Regulatory Compliance

Each sector faces distinct regulatory challenges, shaped by its unique risks and operational structures.
Let us look at some key compliance requirements across some sectors:

1. Financial Sector

Regulatory authorities impose strict regulations on financial institutions to ensure stability and consumer
protection. Common compliance requirements include:

= Basel Framework: Helps banks maintain adequate capital against risks like credit, market, and
operational losses.

= |FRS 9 (Financial Reporting): Governs financial instruments, particularly in assessing and provisioning
credit losses.

= Internal Capital Adequacy Assessment Process (ICAAP): Assesses capital adequacy based on risk
exposure.

= Anti-Money Laundering (AML) & Know Your Customer (KYC) Requirements: Prevents financial
crimes and enhances due diligence on customers.

2. Non-Financial Corporations

Companies outside the financial sector are not immune to regulatory scrutiny. While they may not be
subject to banking-specific regulations like Basel Ill, they still face compliance requirements related to
risk management, financial reporting, and data security.
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Risk Governance and Internal Controls: Institutions must establish internal controls to manage
financial risks (e.g., liquidity, market, and operational risks) while complying with governance codes
for transparency, accountability, and oversight.

IFRS Standards (Financial Reporting Compliance): Classify and measure financial assets
appropriately, recognize impairment early, ensure consistency in revenue recognition, and present
lease obligations so that there is no scope for off-balance-sheet financing loopholes. Thus, promote
transparency to instill investor confidence.

Data Protection Laws (GDPR, CCPA, etc.): Prevents cyber breaches and ensures responsible data
handling. Companies that process personal data must ensure data encryption, secure storage, and
limited access to sensitive information.

Energy & Industrial Sector

The energy and industrial sectors face complex regulatory landscapes due to their environmental impact,
workplace safety requirements, and the financial risks associated with commodity trading.

Environmental, Social, and Governance (ESG) Regulations: Entities must disclose climate-related
risks and their impact on financial performance. Reporting on carbon emissions is mandated under
certain jurisdictions. ESG compliance also includes responsible labor practices, ethical supply chain
management, and social impact considerations.

Occupational Safety & Health Administration (OSHA) Regulations: Under these regulations,
employers would need to identify and mitigate workplace hazards, ensuring safe working conditions,
mandatory report workplace injuries and incidents, implement of risk-based safety training and
protective equipment for employees in hazardous environments.

Commodity Trading Regulations: These regulations aimed at enhancing transparent pricing
mechanisms and market disclosures to prevent price manipulation, limits on speculative trading
positions to reduce systemic risks. Institutions engaged in energy trading must comply with anti-
manipulation laws and report transactions to regulatory bodies.

B Taking a Proactive Approach

Failing to comply with regulatory requirements can result in severe consequences, including legal fines,

operational shutdowns, and reputational damage. Many institutions wait until regulators force changes

upon them, which can be costly and disruptive. Instead, organizations could take a proactive approach

Implementing Best Practices Early: Rather than scrambling to meet new requirements, institutions
could stay ahead by building strong internal controls, conducting regular audits, and leveraging
compliance technology.
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= Strengthening Risk Governance: A forward-thinking risk management framework can help entities
anticipate regulatory changes and adjust operations accordingly. This includes stress testing, capital
planning, and scenario analysis.

= Learning from Other’s Mistakes: Regulatory failures often offer valuable lessons. Analyzing past
enforcement actions can help businesses identify potential weaknesses and avoid costly mistakes.

= Engaging Experts: Regulatory landscapes are complex and ever-evolving. Collaborating with
experienced consultants can help institutions streamline compliance efforts and stay ahead of

changes. i i

Compliance is more than just a requirement in today’s

environment and also it is a strategic necessity for institutions. By integrating Financial Risk
Institutions that take regulatory compliance seriously do not Management principles into
just survive—they thrive. Instead of viewing compliance as a their compliance strategies,
regulatory burden, institutions could leverage it as a strategic organizations can enhance
enabler for growth, innovation, and market leadership. By resilience, protect
integrating Financial Risk Management principles into their stakeholders, and foster
compliance strategies, organizations can enhance resilience, sustainable growth.

protect stakeholders, and foster sustainable growth.

For more information, please contact Mr. Muhammad Danish, Associate at Ehata Financial,

mohammad.danish@ehata.com.sa . You can also read the article from the website here.
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ABOUT EHATA

Ehata Financial is a specialized debt and financial risk management firm. Our distinguished services aim to revolutionize
the way organizations navigate the complex world of debt and derivatives markets. We are a Capital Market Authority
(CMA) licensed firm No. (20-17183) that offer a wide range of advisory and arranging services supported by our
proprietary technology. With a team of independent practitioners, we possess a comprehensive skill set across debt,
Islamic finance, interest rates, foreign exchange, commodities, and derivatives markets.

DISCLAIMER

Ehata Financial Company is authorized and regulated by the Capital Market Authority (license no. 17183-20). Ehata
Financial Company may only undertake the financial services activities that fall within the scope of its existing CMA license.
Principal place of business in Saudi Arabia: King Fahad Rd, Avenue Building, 5th Floor, POO BOX 241106, Riyadh 11322.
The information contained in this article was prepared by Ehata Financial Company. Though the information herein is
believed to be reliable, Ehata Financial Company makes no representation as to its accuracy or completeness. You should
not rely solely on this communication when making a decision whether or not to enter into a derivatives transaction. If
you are not an experienced user of derivatives, if you are not capable of making independent trading decisions and you
do not understand the terms and risks related to derivatives transactions, you should refrain from entering into such
transactions. You should consult your own legal, tax and accounting advisers with respect to any proposed derivatives
transaction. Under no circumstances shall we or any of our associates or any of our associates' respective directors,
officers, employees or agents, be liable for indirect or consequential losses including any failure to realize any profit,
advantage or opportunity relating to the transaction or otherwise. The information contained in this article should not be
reproduced in any form without the express consent of Ehata Financial Company. The information contained in this article
from the sender shall not be considered as advice or solicitation to buy or sell any securities.
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