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The Euroclear group is the world's leading provider of domestic and cross-border settlement and related services for bond, equity, fund and derivative transactions. User owned and user governed, the Euroclear group includes the International Central Securities Depositary (ICSD) Euroclear Bank, based in Brussels, as well as the national Central Securities Depositaries (CSDs) Euroclear Belgium, Euroclear Finland, Euroclear France, Euroclear Nederland, Euroclear Sweden and Euroclear UK & Ireland. Euroclear Bank is the only credit institution in the Euroclear group. 

We are pleased to be given the opportunity to provide our view on the consultation issued by the European Banking Authority (EBA).
Euroclear Bank is a Financial Market Infrastructure (“FMI”) which also holds a banking licence. As a consequence, it will need to comply both with the Bank Recovery and Resolution Directive, as well as with any forthcoming regime that will apply to CSDs. 
General comments

- We strongly support the EBA’s view that recovery plan indicators should be tailored to the specificities of the relevant institution. The draft RTS clearly excludes a “one size fits all approach” to recovery plan indicators.

- However, even the minimum list proposed is not always appropriate for all institutions, and in particular for Euroclear Bank. We fear that the “rebuttable presumption”, although providing some degree of flexibility, will unnecessarily impose a heavy burden of proof on institutions for which some indicators are inappropriate. 
- We would therefore welcome an approach based on a minimum list that would be relevant to all institutions, irrespective of their type, size or activities, i.e. a list based on the lowest common denominator. Other indicators should be presented as possible metrics to consider (and to discuss with the competent authorities).
- A long list of indicators makes the distinction between risk and/or performance management and recovery more difficult to make. It is not only a question of degree, as some indicators would be redundant, or misleading (for some types of institutions).

- The governance associated to the indicators is at least as important as the indicators themselves.

Q1: Do you agree with the inclusion of both quantitative and qualitative indicators for recovery planning purposes?

In our view, it is important that all relevant information sources that would allow the institution to identify a situation of (financial) distress are used (completeness) and lead to appropriate escalation and communication within the firm. The obligatory inclusion of both qualitative and quantitative indicators would only be warranted if this is more conducive to completeness. It is not certain that this would necessarily be the case. 
Also, whether such indicators are part of the recovery plan, or part of the overall risk management framework, should be of minor importance, as long as risks are detected, escalated and acted upon appropriately.
In this respect, the escalation processes tied to the indicators are at least as important as the indicators themselves. These escalation processes may be designed to reflect the different levels of “certainty” of indicators, with objective and/or quantitative indicators triggering escalation to the highest levels within the firm, while more objective and qualitative indicators, which often still require analysis and interpretation, leading to lower echelons. 
Q2: Do you consider that there are other categories of indicators apart from those reflected in the draft Guidelines which should be included in the minimum list of recovery plan indicators?

We believe that the minimum list of categories to be included should cover capital indicators, liquidity indicators and profitability indicators, as those would be relevant to all institutions, irrespective of their type or activity. The proposed list is too long for some institutions. In particular, for Euroclear Bank, some of the proposed indicator categories are not appropriate. 
This is mainly the case for the macroeconomic or asset quality indicators, none of which is directly relevant to us, from a recovery planning perspective. The same is true for the specific indicators covered in question 3 (this is explained in annex I). Rather than be subject to a rebuttable presumption – which may force us to put, at least temporarily, indicators and monitoring processes in place for indicators that are not at all relevant– we would rather favour a more principles-based approach. This would be more appropriate for single-purpose banks like Euroclear Bank. 
More fundamentally, the list of recovery plan indicators should focus on indicators that may convey the information that the institution may possibly need to take extraordinary measures (i.e. implement recovery options) to stave off failure. Including other risk indicators blurs the distinction between the ‘normal’ risk management framework and the recovery plan. Where should the boundaries be drawn? 
We do not see other types of indicators that would warrant inclusion in the list. 
Q3: Do you agree with the specific list of recovery plan indicators included in Annex I, Section C, or would you propose to add other indicators to this section?

The reply given under question 2 also applies to this section. Some indicators that are essential for normal banks would not be meaningful to us (see annex I for the list of such indicators, as well as an explanation as to why they would not be relevant).
Forcing the inclusion of such indicators in our recovery plan would risk conveying inadequate information: if a breach of these indicators was communicated, this would lead to reputational impacts and create risks of its own. Furthermore, leaving counter-productive indicators in the list would make it useless, as it may lead to a re-questioning of all indicators in the list. 

It seems to us that the minimum list of indicators is too long. It is based on the profile of a commercial bank, with publicly traded shares. To make it appropriate to special banks like Euroclear Bank, it would need to be stripped down heavily (as explained above) and complemented by other, tailor-made indicators, not found in the list. We do not propose such indicators here as they are probably not appropriate for “normal” banks.
We fear that the “rebuttal presumption” process would unnecessarily create a heavy burden for institutions like Euroclear Bank.
Q4: Do you consider that these Guidelines should establish the threshold for each quantitative recovery plan indicator to define the point at which the institution may need to take recovery measures to restore its financial position?

No, quantitative thresholds are institution-specific. In particular, appropriate levels for Euroclear Bank are likely to be very different from levels that other banks would consider as life-threatening.
We would like to note a few points and/or ask a few clarification questions with regards  to your points:

· 16. A “traffic light approach” is not appropriate for all types of quantitative indicators (not binary ones). 
· 20. How frequent is “continuous”? This should depend on the indicator. 

· 25. Setting capital indicators at a “sufficient distance to a breach the minimum capital requirements” is not always relevant, and certainly not for a “simple” bank like Euroclear. For example: in case of a one-of loss, not combined with any other impacts likely to erode capital, capital may drop, but as long as it remains above regulatory requirements, the situation would not necessitate taking recovery measures. It is only if the shock is combined with a negative P&L (due to e.g. reputational stress leading to business loss) that a buffer above capital requirements may be useful.
Q5: Do you agree with our analysis of the impact of the proposals in this Consultation paper? If not, can you provide any evidence or data that would explain why you disagree or might further inform our analysis of the likely impacts of the proposals?
Given the options included in the table on p.20-21, we appreciate the fact that the EBA has not chosen the most restrictive option, which would create a risk of “one-size does not fit all”.

However, in our view, the analysis could be improved, by taking into account the following:

· The cost of the rebuttable presumption process is not factored into the EBA’s analysis. 

· The possibility to limit the ‘obligatory’ list to the lowest common denominator to all institutions, irrespective of their type, has not been considered. Or create obligatory lists per type of institution. We understand that this would leave harmonisation issues – though we are not convinced that harmonisation is really desirable in this area.
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ANNEX I: Indicators that would not be relevant for Euroclear Bank
The indicators listed below would not act as appropriate triggers and would not allow the Bank to identify a situation of financial distress. Either they would not alert management timely, or they would convey the wrong information about the levels of stress faced by the Bank.

· Capital indicators

· Leverage ratio: Euroclear Bank’s leverage is mainly driven by participant balances. Participants tend to leave balances at Euroclear Bank for operational reasons, but the Bank’s strong rating have also led to increased balances at times of stress. This does not indicate that Euroclear Bank itself is at risk of failing. 

· Liquidity indicators

· Liquidity coverage ratio (LCR): Euroclear Bank does not engage in maturity transformation. It places funds short-term through reverse repurchase operations, but it does not need any material financing to conduct its activities. Therefore, variations in the LCR (which assumes reverse repos are systematically rolled over) provide poor information on the Bank’s liquidity profile.

· Short-term wholesale funding ratio: Euroclear Bank receives large amounts of short-term wholesale funding through participant deposits, but is not reliant on such funding. 

· Net outflow of retail and corporate funding: Euroclear Bank does not serve the retail or SME market. 

· Cost of wholesale funding: Euroclear Bank does not wilfully attract wholesale funding.

 
Other, tailor-made liquidity indicators are more appropriate.

· Profitability indicators

· Return on assets: Euroclear Bank’s main source of revenue stems from its settlement (and related) activities; focusing on return on assets would not be appropriate.

· Return on equity: Euroclear is not a publicly-traded company. 

· Significant losses due to administrative/regulatory fine or adverse court ruling: significant losses would be a relevant recovery plan indicator, but singling out any particular cause of losses is irrelevant. Any losses would impact profitability.

Other, tailor-made profitability indicators have been retained.

· Asset quality indicators

Euroclear Bank is exposed to short-term immediate losses (due to exposures to participants or agents that are mostly intraday), which would lead to one-off impacts, not to a medium-term erosion of loan performance. Euroclear Bank has never suffered a credit loss.

· Market based indicators

· CDS spread: no CDS exists on Euroclear Bank

· Stock price variation: Euroclear is not a publicly-traded company.

· Default of a peer institution: if there is no reason to expect similar vulnerabilities, the default of a peer institution may lead to increased business volumes rather than additional stress.
· Macroeconomic indicators

· GDP variations: these do not impact Euroclear Bank directly. Only if this leads to downgrades at its clients would it translate into increased capital requirements. This would be adequately captured in normal business processes. 

· CDS of sovereigns or rating downgrades of sovereigns: Euroclear Bank invests its capital in the best-rated sovereign bonds, subject to internal rules regarding diversification. Any downgrade leads to a reassessment of current investments. Only an unexpected default of a well-rated sovereign could lead to a situation in which recovery measures may need to be taken. This would be captured by a different recovery plan indicator.
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