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[bookmark: _Toc280628648]Responding to this paper 
ESMA invites responses to the questions set out throughout this Consultation Paper. Responses are most helpful if they:
· respond to the question stated;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.
ESMA will consider all responses received by 30 November 2017.
Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the below steps when preparing and submitting their response:
· Insert your responses to the questions in the Consultation Paper in the form “Response form_Consultation Paper on scrutiny and approval”, available on ESMA’s website alongside the present Consultation Paper (www.esma.europa.eu  ‘Your input – Open consultations’  ‘Consultation on technical advice under the new Prospectus Regulation’).
· Please do not remove tags of the type <ESMA_QUESTION_GBMR_1>. Your response to each question has to be framed by the two tags corresponding to the question.
· If you do not wish to respond to a given question, please do not delete it but simply leave the text “TYPE YOUR TEXT HERE” between the tags.
· When you have drafted your response, name your response form according to the following convention: ESMA_ GBMR _nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_GBMR_ABCD_RESPONSEFORM.
· Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading ‘Your input – Open consultations’  ‘Consultation on technical advice under the new Prospectus Regulation’).
Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. Please clearly indicate by ticking the appropriate checkbox on the website submission page if you do not wish your contribution to be publicly disclosed. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.
Data protection
Information on data protection can be found at www.esma.europa.eu under the heading ‘Data  protection’.
Who should read this Consultation Paper
This Consultation Paper may be of particular interest to administrators of benchmarks, contributors to benchmarks and users of benchmarks as well as to any market participant who is affected by the Benchmarks Regulation.



General information about respondent

	Name of the company / organisation
	London Stock Exchange Group, FTSE Russell
	Activity
	Other Financial service providers

	Are you representing an association?
	☐
	Country/Region
	Europe


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_GBMR_1>
EU Transparency Register: 550494915045-08

London Stock Exchange Group (“LSEG”) is a diversified global market infrastructure and capital markets business sitting at the heart of the world's financial community. LSEG operates a broad range of international equity, bond and derivatives markets, offers post trade and risk management services, is a global leader in indexing and analytic solutions and a developer of high performance trading platforms and capital markets software. FTSE Russell is the brand name for the index businesses that are owned and operated by LSEG and its applicable group undertakings. 

We appreciate ESMA’s desire to solicit stakeholder views in order to facilitate the finalization of the draft guidelines on non-significant benchmarks supporting the implementation of the Benchmarks Regulation (the “BMR”).

LSEG and FTSE Russell support the objectives of the BMR to ensure that benchmarks are produced in a transparent and reliable manner and so contribute to well-functioning and stable markets, and investor protection. We also support the broad goals of the BMR to provide a harmonised regulatory framework for non-significant benchmarks in the European Union (“EU”).

We support ESMA’s work on the Level 2 and Level 3 of the Benchmarks Regulation (“BMR”) and we appreciate that ESMA is following a tight schedule. In this response to the Consultation Paper (“CP”) published by ESMA on 29 September 2017, we offer our views, informed by our experience as a global index provider, on how we believe the various provisions of the Level 2 draft text could be calibrated and proportionate for non-significant benchmarks. In many cases, we build on our response to the ESMA BMR Consultation Paper on RTS & ITS under the Benchmarks Regulation which we submitted in December 2016.

Key themes in this response
Input data definition
Throughout the BMR, various requirements are imposed on administrators and contributors of input data. We believe that without further guidance on what exactly constitutes input data, achieving compliance will be difficult. We would very much support clarity from ESMA on the input data definition through Level 3 guidelines or Q&A, in particular to confirm that quantity data does not fall within the ‘other values’ within the definition. 

Contributor three lines of defence
It is important for a contributor to put in place robust three lines of control in particular where input data is contributed from a front office function (6.3.2). However, it would not be proportionate or appropriate for the administrator to “ensure” or be responsible for the internal oversight and verification procedures of another, independent market participant.<ESMA_COMMENT_GBMR_1>


Q1 
: Do you have any views on the content of the draft guidelines on the oversight function for administrators of non-significant benchmarks? Would you suggest to include any additional elements or to delete one or more of the elements proposed? Please explain.
<ESMA_QUESTION_GBMR_1>
Regarding the oversight function, we believe BMR will help to bring high standards of benchmarks governance to the market. We find the level of flexibility given to the administrator appropriate.

We are pleased that ESMA recognises the fact that permanent and effective oversight arrangements ensuring the integrity of benchmarks – the oversight function – may consist of several bodies. 

We emphasise the importance of flexibility given to the administrator with regards to the composition of the oversight function (i.e. inclusion of external members and multiple committees providing expert advice).

We agree with the draft RTS which allows administrator staff to become members of the oversight function but without voting rights if they are directly involved in the provision of the respective benchmark. 

We agree that staff from the legal or compliance departments should sit on the oversight functions, and to do so in a voting capacity as the case may be.

Whilst we agree that the BMR should be implemented in a proportionate manner, we maintain – as stated in our Discussion Paper response in 2016– that all benchmarks should be administered to the same overall standard in terms of oversight. We do not envisage separate oversight functions for different types of benchmarks.
<ESMA_QUESTION_GBMR_1>



Q2 : Do you have any views on the content of the draft guidelines on input data for administrators of non-significant benchmarks? Would you suggest to include any additional elements or to delete one or more of the elements proposed? Please explain.
<ESMA_QUESTION_GBMR_2>
Further guidance on what exactly constitutes input data is required.

Index determinations generally involve the summation of products of the form (constituent quantity x constituent price); this sum may be normalised by a divisor to set the index at a particular value at a certain date and thereafter to ensure historical consistency.  In simple cases, for example the calculation of an index of a borrowing rate from contributed estimates, the constituent quantities are set to one (and the divisor to the number of estimates).  In basic equity market capitalisation-weighted indices, the quantities are determined by the number of shares outstanding of the constituent.  For investability-weighted equity market indices, the quantity is determined by the number of shares outstanding that are available for purchase by non-restricted (public) investors (the so called free float).  In alternatively-weighted indices, the quantity of shares might be determined by some measure of the constituent’s fundamental weight, or by the constituent’s exposure to some desirable characteristic.

The pricing element clearly falls within input data definition (Article 3(1)(14) “data in respect of the value of one or more underlying assets, or prices, including estimated prices, quotes, committed quotes or other values”). It is not clear whether quantity data, would qualify under ‘other values’. We rely on ESMA to help clarify this in Level 3 guidelines or Q&A.

As a market practitioner, we would suggest that “other values” should be understood in the context of the prior wording “data in respect of the value of one or more underlying assets”, and specifically not to data in respect of the quantity of a constituent.  

Without this clarification, providers of quantity data might be construed as contributors.  The providers may not wish to agree a code of conduct with respect to this quantity data and that could jeopardise the continuation of many benchmarks to the detriment of benchmark users.  It would also nullify the regulated data benchmark provisions present in the regulation as no regulated data benchmarks could exist.

The proposed guidelines in [6.3.1] should only apply to contributed input data.  This should be clear throughout the guidelines but particularly in point (d).  This is important as input data will encompass transaction data sourced from many non-MiFID venues (and therefore not considered as regulated data) and the requirements set out in the guidelines would be excessive for such input data.  The problem would be further exacerbated without the requested clarification on the definition of input data requested.  

We support that ESMA differentiates between input data and front office contributed input data. We would appreciate confirmation from ESMA that the responsibility for internal oversight and verification procedures where the input data is contributed from a front office function, rests with the contributor. The respective responsibilities between administrator and contributor would be outlined and agreed in a Code of Conduct. 

We support ESMA’s perspective that even for the less used benchmarks, i.e. non-significant benchmarks, the quality of input data cannot be underestimated.
<ESMA_QUESTION_GBMR_2>



Q3 : Do you think the proposal to include in the guidelines a requirement for the three levels of control functions appropriate for administrator of non-significant benchmarks?
<ESMA_QUESTION_GBMR_3>
We understand that the requirements for the three lines of control refer to contributors where input data is contributed from a front office function (6.3.2).An administrator should request assurance that these oversight procedures are in place.  

However, it would not be proportionate or appropriate for the administrator to “ensure” or be responsible for the internal oversight and verification procedures of another, independent market participant.
<ESMA_QUESTION_GBMR_3>



Q4 : Do you agree with the content of the draft guidelines on the transparency of the methodology for administrators of non-significant benchmarks? Would you suggest to include any additional elements or to delete one or more of the elements proposed? Please explain.
<ESMA_QUESTION_GBMR_4>
We are supportive of the draft guidelines regarding the key elements of the methodology to be published or made available by administrators of non significant benchmarks.  

Regarding 7.3.1 “an administrator…should publish or make available at least the following information, as applicable to the relevant benchmark and input data used:.. b) the currency or other unit of measure of the benchmark”- we would point out that many benchmarks are dimensionless and without units. Although it is possible to calculate benchmarks in various base currencies, it is general practice for equity benchmarks to calculate both a price only (without dividend reinvestment) and a total return (with dividends reinvested) version. Accordingly, we highlight that it would not always be possible or appropriate for “the currency or other unit of measure of the benchmark” to be published/made available.
<ESMA_QUESTION_GBMR_4>



Q5 : Do you think the proposal to include in the guidelines a requirement for publishing or making available to the public “a description of specific events that may give rise to an internal review including any mechanism used by the administrator to determine whether the methodology is traceable and verifiable” is appropriate for administrator of non-significant benchmarks?
<ESMA_QUESTION_GBMR_5>
FTSE Russell already makes clear how benchmark methodologies go through a rigorous and regular review process. Such reviews may take place due to the developments within the market, ideas generated internally or suggested by external advisory committee members and other stakeholders, and the annual review required by the BMR.  For this reason, we do not think it would be helpful to try to describe “specific” events that might give rise to an internal review.  

We would also appreciate clarity as to what is meant by “any mechanism used by the administrator to determine whether the methodology is traceable and verifiable.” It would be very helpful to understand examples of such a “mechanism”, as well as the definition of “traceable and verifiable”. 
<ESMA_QUESTION_GBMR_5>



Q6 : Do you agree with the content of the draft guidelines on governance and control requirements for supervised contributors to non-significant benchmarks? Would you suggest to include any additional elements or to delete one or more of the elements proposed? Please explain.
<ESMA_QUESTION_GBMR_6>
We have no comment, as FTSE Russell is a benchmark administrator.
<ESMA_QUESTION_GBMR_6>


Q7 : Do you think that the proposal to include in the guidelines a requirement of establishing, where appropriate, a physical separation of submitters from other employees of the supervised contributor is suitable also for supervised contributors to non-significant benchmarks?
<ESMA_QUESTION_GBMR_7>
[bookmark: _GoBack]FTSE Russell is a benchmark administrator and not a contributor.  However, we would be concerned if the requirement for physical separation was viewed as disproportionate for non-significant benchmarks and served to discourage supervised entities from contributing input data to a benchmark, which would be to the detriment of end users.
<ESMA_QUESTION_GBMR_7>


 

image1.jpeg




image2.jpeg
x X %

* *
European Securities and
ol esm Markets Authority
* *
* *

+




image3.jpeg




