Q1: Do you envisage any difficulties with removing the ‘other’ category from derivative class and type descriptions in Articles 4(3)(a) and 4(3)(b) of ITS 1247/2012? If so, what additional derivative class(es) and type(s) would need to be included? Please elaborate.

 

It would be advisable to retain the existing derivatives class ‘other’. A new derivative which is not yet classified may be reported as ‘other’ until it is otherwise classified. Currently PKO BP SA reports EqOtcOptDeals on index or futures as ‘other’ - field <PrdctId1>.
 
Q2: Do you think the clarifications introduced in this section adequately reflect the derivatives market and will help improve the data quality of reports? Will the proposed changes cause significant new difficulties? Please elaborate.

 
It is not always the case that more data reported to trade repositories improve the quality of reported data. Chaos ensues in the absence of standards and mandatory schemas or parameters for filling message fields. At this time, the priority is to define the general standards of communication before consideration may be given to extending the scope of data. Furthermore, any change should be thought-over and justified because it will have to be implemented in the systems of reporting participants and trade repositories, which entails additional costs of system modification and, more often than not, long periods of implementation. Consequently, any changes should be communicated with a notice of at least six months.
However, we agree that valuation should be based on the counterparty’s methodology (where the Bank reports its valuation and a counterparty reports its own) and that posted margins should not be included in the valuation of derivatives. 

 

Q3: What difficulties do you anticipate with the approaches for the population of the mark to market valuation described in paragraphs 21 or 19 respectively? Please elaborate and specify for each type of contract what would be the most practical and industry consistent way to populate this field in line with either of the approaches set out in paragraphs 21 and 23.

 

We are in favour of allowing more than one method of calculating mark to market valuation for different types of derivatives as suggested in paragraph 21. It seems that the use of a valuation derived from the counterparty’s methodology is the appropriate solution for any type of contract. 
 
 

Q4: Do you think the adaptations illustrated in this section adequately reflect the derivatives market and will help improve the data quality of reports? Will the proposed changes cause significant new difficulties? Please elaborate.

 

As a principle, we are in favour of reporting only one notional as currently reported by the Bank. Furthermore, we support the concept of clearly defining the formats of reported values such as dates, periods, etc.

 

Q5: Do you think the introduction of new values and fields adequately reflect the derivatives market and will help improve the data quality of reports? Will the proposed changes cause significant new difficulties? Please elaborate.

 

New values and fields will certainly improve the detailed reporting of data to trade repositories; however, it is difficult to conclude that they will help to better reflect the derivatives market. In our opinion, the addition of new fields will entail difficulties as new technical aspects will have to be taken into account, and it will cause problems with sourcing of required data, for instance from counterparties.
 

Q6: In your view, which of the reportable fields should permit for negative values as per paragraph 40? Please explain.

 

Certainty, valuation should be reported permitting negative values (only where required). We currently report positive valuation as required by KDPW_TR. Negative valuation is reported as the absolute value. Negative values are only permitted in the fields <FxdRateLg1>, <FxdRateLg2>, “swap interest rate”, and <PricRt> Price/rate.

 

Q7: Do you anticipate any difficulties with populating the corporate sector of the reporting counterparty field for non-financials as described in paragraph 42? Please elaborate.

 

Sourcing such information for reporting will be problematic from the perspective of the Bank’s existing systems.

 

Q8: Do you envisage any difficulties with the approach described in paragraph 45 for the identification of indices and baskets? Please elaborate and specify what would be the most practical and industry consistent way to identify indices and baskets.

 
Paragraph 45 refers to the country of domicile of the other Counterparty rather than baskets or indices. If the question refers to paragraph 49, it is hard for us to specify a way to identify indices and baskets that would be practical and consistent.

 

Q9: Do you think the introduction of the dedicated section on Credit Derivatives will allow to adequately reflect details of the relevant contracts? Please elaborate.

 
At this time, we see no need to include such instruments; however, as the derivatives market grows, such trades may expected to be reported as well. Clearly, the introduction of the dedicated section will facilitate the reporting of such instruments.
 

Q10: The current approach to reporting means that strategies such as straddles cannot usually be reported on a single report but instead have to be decomposed and reported as multiple derivative contracts. This is believed to cause difficulties reconciling the reports with firms’ internal systems and also difficulties in reporting valuations where the market price may reflect the strategy rather than the individual components. Would it be valuable to allow for strategies to be reported directly as single reports? If so, how should this be achieved? For example, would additional values in the Option Type field (Current Table 2 Field 55) achieve this or would other changes also be needed? What sorts of strategies could and should be identified in this sort of way?

 

We see no reason why not to allow reporting of option strategies. However, it must be stressed that it should be up to the Bank whether to report individual options or entire strategies.

 

Q11: Do you think that clarifying notional in the following way would add clarity and would be sufficient to report the main types of derivatives.

 
In our opinion, one notional should be reported until the trade expires.

