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ESMA’s Discussion paper on CRA3 Implementation

Banque de France and ACPR’s answer



Credit rating agencies have a major influence on financial markets, as their rating actions are closely monitored and have important impacts on borrowers, investors, issuers and governments alike. The financial crisis has laid bare significant weaknesses in the governance and internal processes of these agencies. In the run up to the financial crisis, they notably failed to properly appreciate the risks of structured financial instruments. Mechanistic reliance on ratings, as embedded in many regulations and private contracts, can destabilize financial markets and is a major source of pro-cyclicality. With regards to the potential impact of external ratings on market confidence and financial stability, Banque de France/ACPR supports policy measures aiming at improving governance, transparency, disclosure and comparability in the rating activity and to reduce mechanistic reliance on external credit ratings. Banque de France/ACPR has therefore a keen interest in the  consultation paper of ESMA relative to draft RTS on structured finance instruments and the European rating platform , both of which will allow for more transparency and help investors to realize their own diligences. Whilst Banque de France/ACPR supports the disclosure requirement of detailed information regarding structured finance instruments and the creation of the European Rating platform, it highlights the necessity for ESMA to pursue synergies with the ABS loan level data initiative and with the EBA mapping.  
As a member of the Eurosystem, Banque de France is directly concerned with the services that rating agencies provide in the context of Eurosystem tasks and obligations with regards to both the conduct of monetary policy operations and asset management operations. For monetary policy purposes, the eligibility and haircuts of marketable assets are partly based on credit quality. In the assessment of credit standards of eligible assets, the Eurosystem takes into account , inter alia, credit assessments from different sources, including “external credit assessment institutions” (ECAI).
In addition, ACPR , the French Supervisory and Resolution Authority, as a member of EBA and EIOPA, participates in the work of the Task Force on CRA 3 implementation. It notably takes part in EBA’s task force on the work for the mapping of ECAI’s credit assessment under standardized approach. 

Annex I – SUMMARY OF QUESTIONS 
II. DRAFT RTS on INFORMATION ON STRUCTURED FINANCE INSTRUMENTS 

II.I. Objectives of the disclosure requirements 

· Q1: Which categorisation of SFI asset classes should ESMA apply while developing the disclosure requirements?
· We think that there is a clear convergence of the needs of the Eurosystem and of ESMA in such regard. Thus we propose to start with the list of asset classes used as collateral in monetary policy operations of the Eurosystem adding several asset classes: market value transactions (securitization of wares or financial asset whose flows are based on the market price of such assets), insurance related securitization, or Whole Business Securitisation. We have also discussed the opportunity of adding single tranche CDOs, but we would prefer to exclude such types of transactions, which in our view are not securitization (see below for our proposed definition of a securitization).
· By market value transaction, we mean either CFO (Collateralised Fund Obligations) or transaction whose collateral is a physical commodity (diamonds, champagne). Even if those additional transactions are not large in volume, we do not see reasons to exclude them from our scope.

· Q2: In light of paragraph 13, do you consider that the scope of Article 8(b) should be limited to those SFIs which are covered by the Prospectus Directive and Transparency Directive, or that its scope should not be limited to those Directives and should cover all SFIs traded in the EU?
· We would encompass all SFIs trading in the EU. Indeed the issuing country for SFI does not bear any link with the collateral nor the investors. However we understand there are limits to the range of SFIs covered, e.g. the public nature of a transaction will be a necessary condition for its potential assessment by investors.

· Q3: Do you consider that assets underlying SFIs composed of mixed pools should be disclosed as part of a specific category? If so, please elaborate.
· In our opinion, mixed pools are obfuscating the risk/price analysis of securities. We would prefer to avoid such securities, however we understand too well the need for their close analysis. Thus they will need to be disclosed as a specific category.

· Q4: To which tranching mechanisms should the disclosure requirements be applied? (e.g. single-tranche transactions?) 
· In our analysis, we rely primarily on an assessment of the collateral pool risks. The tranching mechanism is always a second step in our approach but this is not the primary driver of the analysis. However the tranching mechanism needs to be always clearly described in all its details: this is a prerequisite. To the most complex subordination structure should be associated the most detailed and exhaustive requirements. A securitization is mainly characterized by the segregated nature of the assets and the limited recourse to the underlying assets. Dual recourse transactions (recourse to the assets and to the originator) are not securitization in our view.

· Q5: Do you have any other comments on the categorisation of SFIs?

II.II. Content of the information 
· Q6: In your view, which information is required to ensure a meaningful description of the SFI?
· In addition to the description of the collateral on a loan-by loan basis, the documentation of the transaction is necessary, at a minimum the prospectus/offering circular but in certain cases that may not be sufficient, other key contracts (sale/transfer agreements, servicing agreement, management agreement) may need to be disclosed.
· We assume that the prospectus contains a clear description of the structure (including tranching/subordination mechanism), its objectives for the sponsor, and a description of the operations (role of each and every party to the transaction).

· Q7: What kind of indicators/ratio do you think would be necessary to better monitor and model the performance of the underlying assets? Please indicate the relevant indicators for each of the assets categories? 
· In our view indicators are summarizing the full loan-by loan information. Thus a detailed description of pool is sufficient per se. The preferable option is to have loan-by-loan information where arrears status is given for each loan.
·  However if such detailed data are not available, then indicators of delinquencies and prepayment (for debt securitization) are a minimum. In case of a market-value transaction, the relevant indicator is the market value of the collateral.


· Q8: For which category of SFIs should the disclosure requirements be adapted (e.g. where the underlying assets backing the SFIs are poorly granular)?
· Indicators are only valid for a non-granular portfolio. If a portfolio contains less than 100 assets, loan-by-loan detailed information is a pre-requisite. Naturally, disclosure requirements need to be adapted to the nature of the securitization (Debt vs Market-Value vs Insurance-related). Specific templates depending on the type of assets.

· Q9: Do you have any other comments on the content of information to be disclosed?

II.III. Frequency and standardization of the information 
· Q10: Do you have any comments on the alternative approaches outlined above (i.e. “event based” vs. periodic disclosure or a mix of both) regarding the frequency of the reporting?
· We tend to favor periodic disclosure for several reasons:
· There does not appear to be a strong need for very timely information flow for trading purposes as trading of SFIs tends to take time (necessary for the minimum credit assessment).
· However each set of information should have a clear label stating its date/time.
· The frequency of the reporting should be adapted to the publication of the results. 
· If we want to base the disclosure on “events”, we need to define them with the risk to forget some.
· Q11: In case of “event-based” approach, what (material) events should trigger a reporting update? In particular, please provide your views on SFI-specific events (e.g. performance of tranches and/or underlying assets)?
· Any event that could possibly involve a significant change in the risk profile of the security needs to be taken care of.

· Q12: Should certain market events and thresholds (e.g. volatility, price movements, etc.) be identified ex ante that would trigger a reporting update? If so, please specify.
· It depends both on the retained frequency and on the portfolio’s underlying components. If we retain 3 months for instance (as the ECB), it would be reasonable at least to consider such triggers (but they would be difficult to set for the many types of SFIs, as risk factors vary from a SFI to another). 
· A modification of the documentation itself should trigger an additional reporting (see e.g. Rating Agency Confirmation).
· Certain extreme market events on the underlying collateral could trigger a reporting update. However such events depend on the nature of the underlying collateral (debts vs assets) and on the granularity of the portfolio (ex: if a asset represent more than 10% of the pool, a drop in its market price is such an event). 

· Q13: Please provide your views on whether the disclosure requirements should apply to SFIs that are “live” at the date of the RTS coming into force or only to SFIs issued after that date?
· In order to cover all SFIs subject to trading, we propose to apply the disclosure requirements to all “live” SFIs.

· Q14: If the reporting obligation were to apply to “live” SFIs, what do you think would be an appropriate phase-in period or schedule?
· Such a task seems comparable to the introduction of the ECB templates for ABS, thus we propose a one year period. However it should be discussed with the main actors of the securitization market and the experience gathered with the introduction of the templates abovementioned should help design an appropriate phase-in period.

· Q15: Do you have any other comments on the frequency of the reporting? Do you think any other approach should be considered?
· A large majority of existing securitization do have a monthly periodic reporting. We propose to use the same. The frequency of reporting is also linked to the granularity of the underlying portfolio, indeed a granular portfolio will exhibit more inertia, contrary to a non-granular portfolio more prone to idiosyncratic events. 

· Q16: Are different templates needed for each of the asset classes subject to the disclosure requirements?
· Indeed each asset class has different risk drivers, thus specific templates for disclosure are necessary. In addition the frequency of reporting may be linked to the granularity of the pool (see Q15).
· Nevertheless, a common global structure should be a goal, handling the main comparable characteristics.

· Q17: Do you consider that the scope and content of the ECB templates set to report loan-level data are appropriate for addressing CRA 3’s disclosure requirements? 
· We consider the ECB templates appropriate to address CRA 3’s disclosure requirements. Their purpose is indeed similar. 
· Q18: Do you consider that the data collected through the ECB templates would allow other investors to conduct comprehensive and well-informed stress tests for their own specific requirements on the cash flows and collateral values supporting the underlying exposures? If not, explain what further information should be reported (e.g. prospectus, transaction summary, pool performance data, credit support information, investor reports, due diligence reports) and, if applicable, please consider other relevant reporting requirements.
· In order to perform stress tests, in addition to the loan by loan information, the prospectus is necessary to address two points: understanding the tranching mechanism and checking the absence of additional risks (outside the collateral credit risk). Due diligence may be interesting in some cases where there is a doubt on the quality of one party to the transaction.
· The database might include a tool for extracting data from several SFIs. For instance, users should be able to collect all the default experience for a particular underlying type, across all the SFIs written on that underlying type. That would allow for getting some inputs for stress testing.
· Relevant focused dashboards might be helpful in addition to exhaustive data. The content of information should be clear and synthetic.


· Q19: Apart from the national or Union law governing the protection of confidentiality of information, should the context of local securitisation framework for specific asset classes be also considered? 

· Q20: Do you have any other comments on the provision of Article 8b (3) (c) concerning the standardisation of the information to be used?
· Standardisation of the information is key for ensuring comfort to the users. Therefore, the point of view adopted when building the templates, should be the one of the final user.


III. DRAFT RTS on THE EUROPEAN RATING PLATFORM 
III.I. Containing complete information on ratings and outlooks and related rating actions 
· Q21: Particularly for users of ratings: Taking into consideration the rating classification described above, could you suggest (including a detailed reason): other rating types not captured in the above categorization, which rating categories or rating components should ERP cover, other actions or events affecting the ratings, that should be published on the ERP.
· The classification of the entities should take into account the characteristics of rating migration, e.g. financial institutions should be specified separately from non-financial corporates, as their default pattern can be very specific.
· On the rating categories, a summary of the difference (in notches) between a senior rating and an issuer rating should be provided, same for subordinated rating, secured ratings. This will allow a comparison between CRAs on their assessment of the effect of the subordination or existence of a security.
· In addition the historical evolution of short-term ratings needs to be provided alongside long-term ratings.
· If possible, further split in the structured finance ratings categories.
· Official comments, press releases, reports  accompanying all rating updates mentioned in point 31 / page 18
· Finally the time horizon for the historical data should be broadened particularly for sovereign ratings in order to obtain reliable statistics.

· Q22: For displaying the press release information, which of the two options do you prefer and why? Particularly for CRAs: Can you provide evidence on costs that you would incur under the two proposed options? Could you suggest other ways of retrieving, storing and make available on the ERP the press release information? 

· Q23: Shall the ERP provide supporting rating information in addition to the press releases/report? If so, what kind of information on the rating / rating action would be beneficial?
· For each rating action, a link to a report describing the methodology used for such rating action will allow the investor a clearer understanding. If possible a clear specification of the reasons for such rating action should also be provided, e.g. the most important reasons as described in the CRA press release. Those reasons should be labeled in a clear and standardized fashion in order to allow a simple comparison between CRAs.
· The ratings might be published together with the Credit Quality Step they are mapped to for the purpose of credit risk STD own funds requirements computations. This would also ease the comparison across ratings, and emphasize when the opinions of the agencies are spread.


III.II. Display up-to-date rating information 
· Q24: Particularly for users of ratings: Which option do you consider as the best option for displaying the data on the new ERP? Please specify the specific time frames (if different from the proposed ones).
· We favor option (c) for similar reasons to Q10. Option (a) lacks any safeguard. Option (c) or (d) are more secured in such regard but the ERP risk providing information which is already available through other means (Bloomberg, Reuters, CRAs website, etc…). However the diffusion of the information should occur early (before 9.30).

· Q25: Particularly for users of ratings: As regards options (c) and (d), in case of the ratings reported on a Friday or before a bank holiday, when the rating information has to be made available on the ERP: on the next calendar day or the next working day? 
· The next working day is sufficient if based on the TARGET calendar.

· Q26: Particularly for CRAs: which of the two possible ways of sending the new rating/outlook information to the ERP is more suitable to be integrated in your IT system: the real-time automatic data-feeds or one daily batch? Please provide a detailed motivation for your choice and include in your answer also reference to the actual costs that you would incur under the different submission options. 

· Q27: Can you suggest any other options for reporting the rating information to ESMA and for the publishing of the received rating information on the ERP?

III.III. Allow the possibility to compare all ratings available for a given issuer / instrument 
· Q28: Particularly for users of ratings: Which information should be added to the rating information to facilitate the comparison across ratings from different CRAs on the same entity while avoiding misunderstanding on the meaning of each rating? Under which form should this information be displayed (full reports, aggregated information, direct links, reference to the CRAs website, etc)?
· A mapping should be developed to ease the comparison (see Q35/Q36). Such mapping should be based on the observed historical default rates, in a similar approach to the EBA mapping exercise (The mapping currently developed by the EBA will be made publicly available in the course of next year). In addition, the meaning of each rating should be described in a full report, including the references to specific webpages/report of the CRAs.
· For an entity and a specific debt, the explicit name of the debt or its program should be added. Indeed only generic labels are used currently (“Short-term Program” or “Commercial Paper Program”), where we would prefer to see an exact specification (ex: “French CD Program”, “ECP Program” or “London CD Program”).
· It should be made clear also that the definition of default of the CRAs can vary from one to another (and to which extent) and is also different from the banking regulation.

· Q29: Particularly for CRAs: Do CRAs envisage any difficulties on mapping your current internal identifiers with the new LEI for the rated entities? 
· Q30: Particularly for CRAs: Are there other common issuer identifiers that the ERP could use in order to allow for a mapping of rated entities?

III.IV. Provide an easy access to information to all users 
· Q31: Particularly for users of ratings: Could you provide suggestions on how ERP could present the rating information so as to allow an easy access and understanding of the rating data? If possible please provide a clear description and/or a visual representation like the one given above.
· In addition to the CRA’s rating, the mapped rating should be provided to allow a simpler comparison across CRAs. ESMA should also provide means of accessing the ERP data in an automated fashion (see as an example data.worldbank.org/node/9).
· A comparison between rating methodologies between CRAs should also be provided in order for investors to distinguish between CRAs. In addition the discrepancies between the methodologies implying the short-term or long-term ratings should be detailed.

· Q32: Particularly for users of ratings: Besides the access via a web page, which other means of accessing the ERP do you consider relevant?
· Alert messages could also be developed for registered users of ERP so that any changes in the rating of a predefined list of issuers result in a mail to such users.
· A more automated access could also be provided (see Q31) via an API.

III.V. One data feed: incorporate CEREP/Socrat into the ERP 
· Q33: Particularly for CRAs: Would you agree with having just one individual data feed to ESMA in order to report to the ERP, CEREP and SOCRAT?

III.VI. Historical data 
· Q34: Particularly for users of ratings: do you agree with the proposed option? (please state the reasons for your preference).

III.VII. Mapping of credit ratings 
· Q35: Particularly for rating users: Do you consider it of use that the ERP would provide for a mapping of rating scales to improve the comparability of ratings of different CRAs?
· Such mapping is key in allowing a clear comparison between CRAs. The European Banking Authority is in the process of developing a mapping methodology for CRAs, such exercise should provide a basis for the establishment of the ESMA mapping.
· However ESMA should make it clear that such mapping will not be used or linked in any way to the Eurosystem and its collateral risk management.

· Q36: Are there any risks or implications with regard to mappings of rating scales in view of the distinct methodologies employed by CRAs? How should such risks be mitigated?
· In order to avoid the main pitfalls for the mapping, we propose to focus primarily on realized default rates. Indeed the definition of a default is not so dissimilar between CRAs (a failure to pay primarily).

· Q37: What features should a mapping of credit ratings have? Which methodology should be followed?
· Again the mapping methodology of the EBA provides a good template for such new mapping exercise.
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