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COMMENTS ON THE EBA CONSULTATION ON DRAFT GUIDELINES ON DISCLOSURE OF ENCUMBERED AND UNENCUMBERED ASSETS (2013/48)

_______________________________________________________________________
GENERAL REMARKS

We note with satisfaction that the European Systemic Risk Board has gone through the effort of carefully explaining what precisely it wishes to achieve with its Recommendation 2012/2 of 20 December 2012. The European banking industry fully supports in principle the objective of achieving transparency in this area. It also agrees with the ESRB that any transparency to be achieved in this area needs (i) to adopt a gradual approach and (ii) to ensure that the level of assets encumbered to central banks, as well as the amount of liquidity assistance given by central banks cannot be detected
.

The basic challenge with which the EBA was faced following the ESRB Recommendation was to strike a right balance between the need to achieve transparency (and comparability) whilst maintaining confidentiality on central bank assistance. We do not believe that the EBA has been successful in its attempt to reconcile both conflicting objectives considering that it has two basic flaws:

· The EBA proposals would make market participants believe that a bank which has pledged all of his assets to its central bank would be in a far better position than a bank that does not at all rely on central bank funding but would instead have engaged in secured funding in private markets. This is clearly unacceptable.

· Whilst we fully understand the rationale behind the suggestion to use median figures - i.e. to avoid disclosing the risk that sporadic spikes of secured funding are disclosed - the consultation paper fails to explain how banks could possibly manage reconciling median figures with balance sheet figures.

It is crucial, moreover, to highlight that any suspicion that market participants may have concerning a bank’s funding and liquidity position is likely to have a devastating impact. Considering that market participants who wish to enter into transactions have a choice between a broad range of possible counterparties, they will carefully avoid entering into contracts with any counterparty whose reputation concerning its funding position has - rightfully or not – been tainted . Any unfavourable perception that might arise from disclosures that are being imposed will, therefore, be ruthlessly sanctioned by the market: the bank involved will be excluded from market transactions henceforth and, therefore, be obliged to have a recourse to its central bank to secure most of its funding. Cleary, it is absolutely imperative for the asset encumbrance/unencumbrance disclosure framework to avoid creating self-fulfilling prophecies.

As a result, regulators would be well-advised to act in a most diligent way in this regard and avoid venturing into bets on how market participants may possibly react to banks’ disclosures on asset encumbrance/unencumbrance before having gained any experience with possible market reactions. Cleary, this remains unexplored territory. In view of the limited experience in disclosing information on banks’ collateral management and funding practices, we strongly believe that the EBA should restrain from testing the waters by second guessing possible market reactions but rely instead - during a first stage - on those disclosures that market participants have explicitly recognised to be adequate to satisfy their information needs.  

This means that the EBA should recognise at this stage of the proceedings that transparency is sufficiently taken care of whenever banks comply with the disclosure requirements imposed by IFRS 7 as supplemented by the FSB sponsored disclosure guidance and best practices recommended by the Enhanced Disclosure Task Force. The Recommendations made by the EDTF align the needs of users with EBA’s reporting requirements and foster a better understanding of the relevancy of the requirements as well as of definitions related to asset encumbrance which in recent years have emerged.  The uniformity of the disclosure presentation which the ESRB is looking for is reflected in the example of an asset encumbrance table set forth in the EDTF Report, which the EDTF is in the process of reviewing under the aegis of the FSB. The EDTF Template contributes to implementing the ESRB objective “that the information disclosed to the market is clear, easy to compare and appropriate.”
Adopting such a process would allow the EBA to take stock of experience gained with the way in which market participants have responded to the EDTF disclosure template. Together with additional insight provided by the information which supervisory authorities will have collected on the basis of the Asset Encumbrance Reporting framework in the meantime, this will provide a more solid basis to prepare the next stage of the disclosure framework. We would like to strongly suggest that, during the subsequent process, the industry would also be provided with an opportunity to duly inform the regulatory community on the feedback that their investor relations departments of banks will have received from market participants.

It may be useful adding that, adopting the approach we advocate for, would almost inevitably require the EBA to recognise – at this stage of the proceedings - that the consolidation scope to be applied should not be the prudential scope of consolidation but the IFRS consolidation scope. We do not consider this to be a major flaw. On the contrary even, considering that investors and financial analysts tend to be more familiar with the accounting scope of consolidation. It will, moreover, be much easier for them to understand on that basis the reconciliations to be made with financial statements, which will, therefore, increase transparency even more. 

ANSWERS TO THE QUESTIONS FOR CONSULTATION

Q1: Should the disclosure information on encumbered and unencumbered assets, in particular on debt securities, be more granular and include information on, for example, sovereigns and covered bonds? Please explain how sensitive the disclosure of this information is.

The information to be disclosed should not be more granular on the ground that it will not be possible to reconcile those data. Adding the mentioned data would, moreover be very sensitive considering that it might highlight to the market for instance, that all assets are encumbered.

Q2: Should the disclosure information on encumbered and unencumbered assets also include information on the quality of these assets? What would be a suitable indicator of asset quality? Please explain how sensitive the disclosure of this information is.

We do not believe that it would be appropriate for encumbrance/unencumbrance disclosures to also include information about the quality of the assets considering that no relevant indicators are available to assess the quality of an asset.

· It might be considered taking ratings into account to assess credit quality. However, there seems to be a consensus that there is a need to restrict the reliance on ratings. As a consequence, it does not seem appropriate to make use of ratings as a relevant indicator.

· Liquidity might be used as an alternative indicator. However, the classification relies to all banks individually, so this could cause a problem of comparability between institutions.

It needs to be emphasised, moreover, that, as indicated above, the disclosure of any information relative to the quality of assets is sensitive. This is particularly true if EU institutions were to be made subject to such a requirement whilst their competitors established in other jurisdictions would not. As a consequence, market participants might erroneously be led to believe that EU banks would be in a weaker position than their competitors.

Q3: Do you think that the disclosure required in Template A could lead to detection of the level and evolution of assets of an institution encumbered with a central bank, given that the information should be disclosed based on median values (see paragraph 7 of Title II) and the lag for disclosure is 6 months (see paragraph 10 of Title II)?

· We do not believe that template A allows identifying what is pledged to a central bank.

· We fully understand the rationale behind the suggestion to use median figures, i.e. to avoid disclosing the risk that sporadic spikes of secured funding are disclosed. We wonder, however, how banks would be expected to reconcile median figures with balance sheet figures and would be grateful for the final draft Guidelines to provide specific guidance on this. Furthermore, using median figures would not be easily understandable by investors and not allow transparency considering that they do not match with the balance sheet figures.
Furthermore, considering that those figures may possibly be disclosed only after a considerable time lag, we are not convinced that such an approach would contribute to achieving the objective of transparency - also considering that the bank’s situation may have been considerably improved, or deteriorated, in the meantime. 

Point-in-time figures would, in contrast, be less burdensome to implement and allow comparability across institutions.

· The EBA proposal is flawed because it would make market participants believe that a bank which has pledged all of his assets to its central bank would be in a far better position than a bank that does not at all rely on central bank funding but would instead have engaged in secured funding in private markets.

Q4: Should the disclosure of information relating to the ‘nominal amount of collateral received or own debt issued not available for encumbrance’ on unencumbered collateral be requested? Please explain the relevance of this information for market participants and the sensitivity of the disclosure of this information.

Row 070 of template B (collateral received) requires disclosing the nominal amount of unencumbered collateral received or own debt securities issued not available for encumbrance whilst Row 010 and Row 040 of template B require disclosing fair value figures.

As a result, the proposed templates will implicitly disclose the level of the applied haircut.

Q5: Do you agree with the proposed granularity of Template B given that collateral swaps with central banks will not be disclosed? Please explain how sensitive the disclosure of this information is.

We agree that it would be inappropriate to disclose data on collateral swaps with central banks because this information is too sensitive.

Q6: Do you think that the information on the sources of encumbrance in Template C is too sensitive to be disclosed? Should this information be disclosed in Template D instead (as narrative information)? Please explain the relevance of this information for market participants and the sensitivity of the disclosure of this information.

We agree that information on the sources of encumbrance is too sensitive to be disclosed, particularly if wrong data would be disclosed.

Template C seems consistent with what is already required under the asset encumbrance reporting framework. This data – e.g. on securities lending, which is not included in the financial statements - is relevant to the market. It needs to be highlighted that the FSB has invited the EDTF to review its asset encumbrance template to fill in this gap.

From a practical point of view we recommend disclosing only the total amount (L10), on the ground that the breakdown will depend on every institution’s way of interpretation considering that many transactions may be multi-category. As a result, undertaking comparisons across institutions along these lines will be a complex exercise. Against this backdrop, we believe that disclosing information on the sources of encumbrance would be likely to be misinterpreted by the market. Providing approximate information to the market is not the objective sought by ESRB and EBA.

Q7: Should the information be disclosed as a point in time (e.g. as of 31 December 2014) instead of median values? Please explain why.

We refer to the answers provided above to Question 3 explaining that median values do not fulfill the transparency criterion and, moreover, that the use of median values may create difficulties for investors wishing to match those values with balance sheet figures which are point in time. As a consequence, point in time figures on asset encumbrance would be consistent with the overall balance sheet presentation. 
Q8: Do you agree with the proposed list of disclosures under narrative information in Template D? Should the guidelines explicitly state that emergency liquidity assistance by central banks (ELA) should not be disclosed?

· The ESRB Recommendation suggested that the EBA guidelines should include “a voluntary narrative, by which credit institutions would provide the users with information that may be useful to understand the importance of encumbrance in the credit institutions’ funding model”.
The EBA consultation, in contrast, proposes that narratives on encumbrance become mandatory without explaining why it believes it to be necessary to overrule the ESRB recommendation on this.

We agree with the ESRB that a narrative should be required only whenever the institution would believe this to be relevant. Such an approach would, moreover, be easier to reconcile with the Principle of Proportionality, which is overarching.

· We have not gained any experience with the consequences of disclosing emergency liquidity assistance provided by central banks. It should probably be up to the central bank to decide if it would be appropriate disclosing ELA.

Q9: Do you agree that the disclosures should be published no later than six months after the publication of the financial statements? Do you consider a time lag of no more than six months sufficient to ensure that the information disclosed will not adversely impact the financial stability of markets and institutions?

As explained above, we fully agree that it would be crucial to ensure that the information disclosed will not adversely impact the financial stability of markets and institutions.

We believe, however, that it would not be helpful putting too much emphasis on one of the specific components of the mix that the EBA is proposing.  What matters ultimately is the way in which the various components of the proposed package tie in with each other.
We would like to suggest, finally, that the final version of the forthcoming Guidelines would explicitly confirm that the proposed disclosures need to be made on a yearly basis. 

_________________________________

� The Swedish Bankers’ Association does not share the view that there would be a need to ensure that the level of assets encumbered to central banks, as well as the amount of liquidity assistance given by central banks cannot be detected.
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