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Responding to this paper
ESMA invites responses to the questions set out throughout this Consultation Paper and summarised in Annex 3. Responses are most helpful if they:
· respond to the question stated and indicate the specific question to which they relate;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.
ESMA will consider all comments received by Wednesday 30th June 2021.
[bookmark: _Hlk65069037]All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input - Consultations’. 
Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the steps below when preparing and submitting their response: 
· [bookmark: _Hlk65154841]Insert your responses to the consultation questions in this form.
· Please do not remove tags of the type <ESMA_QUESTION_MMFR_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_MMFR_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_MMFR_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 EU Money Market Fund Regulation – legislative review’).


Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. If you do not wish for your response to be publicly disclosed, please clearly indicate this by ticking the appropriate box on the website submission page. 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 paper?
This document will be of interest to (i) MMF managers and their trade associations, as well as (ii) institutional and retail investors (and associations of such investors) investing in MMF. 

General information about respondent

	Name of the company / organisation
	CCLA Investment Management Limited
	Activity
	UCITS Management Company / AIFM

	Are you representing an association?
	☐
	Country/Region
	UK


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_MMFR_1>

I write to you in the capacity as Director, Investments (Cash) at CCLA Investment Management Limited (CCLA). CCLA is a UK Financial Conduct Authority regulated specialist investment manager for charities, faith organisations, and UK public sector bodies providing the broadest range of funds designed specifically for them. We are owned by our charity, faith and public sector clients and manage our activities for their benefit. Our ownership and structure enable us to help charities and public sector organisations achieve their aspirations and helps trustees and officers meet their obligations. We are a leader in ethical and responsible investment, a ‘Tier One’ signatory to the UK Stewardship Code, we are also committed to help our clients push forward a positive agenda for change. 

Within in our product range we manage two UK domiciled Common Deposit Funds, The CBF Church of England Deposit Fund and The COIF Charities Deposit Fund and a UK Qualifying Money Market Fund , the Public Sector Deposit Fund. The value of these three funds is currently £3.6 billion, utilised by approximately 21,000 charity and public sector bodies, with an average deposit of  about £170,000, per organisation.

CCLA welcomes the opportunity to provide comment on this legislative review of the EU Money Market Fund Regulation at a time when the G-20, the Financial Stability Board, and International Organisation of Securities Commissions are undertaking similar reviews of the global Money Market Fund sector.

In the eight days between 12 and 20 March 2020 when there appeared to be a serious threat to the stability of the financial system we note market conditions certainly did deteriorated. It was our experience that some of the financial institutions on our approved lending lists withdrew from issuing primary instruments and importantly making secondary prices.  As widely acknowledged in that week revenue streams for corporates globally were drying up, needing cash urgently to pay short-term obligations, such as wages, and generally to keep afloat. That cash demand ultimately fell on the global money market funds, as a consequence, because of significant lack of market pricing, some of our competitor MMF managers were selling assets at very heavily discounted prices.  

Though the pandemic was a once in century event our sixty-year company experience in cash management and understanding of our own client base demands we were confident that we would not have an immediate and unusually large number of redemption requests; especially as the client average balances are all relatively very low.  This gave us, as the manager, confidence that we could initially reduce our short-term liquidity and acquire longer tenure instruments at yields that had not been achievable in over a decade, this provided additional income for our clients, at a time when it was really needed. Importantly, we did not have to make any fire sales from our three fund portfolios and all the funds successfully functioned in accordance with their relevant scheme rules and regulatory requirements. In the one year period to the end of March 2021, our Deposit Funds grew by over 25%.

Stuart Freeman
Director, Investment (Cash)
CCLA Investment Management Limited

Senator House
85 Queen Victoria Street
City of London
London, UK.
EC4V 4ET
Tel: 02074 896051 – email: stuart.freeman@ccla.co.uk

29 June 2021


<ESMA_COMMENT_MMFR_1>




1.  i) Do you agree with the above assessment of the difficulties faced by MMFs during the COVID-19 March crisis? Do you agree with the identification of vulnerabilities? ii) What are your views in particular on the use of MMF ratings by investors? Are you of the view that the use of such ratings has affected the behaviors of investors during the March crisis?

<ESMA_QUESTION_MMFR_1>

The catastrophic economic collapse in March 2020 was due to an unexpected external shock from a once in a century pandemic, rather than a major credit event that occurred in 2008/09 and other financial crises. The seizure that transpired from an immediate global lockdown caused government interventions at every level of the economy, the financial system and society itself. As the difficulties faced were from an external shock, we believe that caution should be taken by ESMA and the other global authorities to find immediate fixes to resolve the various situations exposed in the financial system. No European MMFs, that we aware of, broke the LVNAV NAV pricing collar, duration or liquidity rules, and none had to be gated. Yes there was stress in the system, but there should be in such a once in a lifetime event.

Having proven that CNAV and LVANV MMFs fulfil a very important role in the day-to-day funding of the real economy, there should not be any gung-ho solutions, but open discussions with industry about ensuring the structure of the short-term capital markets is more resilient in the future, rather than solely focusing on MMFs.

As for MMF ratings almost all our Public Sector clients have a rating requirement written into their Treasury Management Policies; while our charity clients take comfort from the external ratings. 

<ESMA_QUESTION_MMFR_1>

i) Do you agree with the above assessment on the potential MMF reforms related to the review of the MMF Regulation? ii) What are your views on the abovementioned assessment of the interaction between potential MMF reforms and the behaviour of investors during the MMF March 2020 crisis?
<ESMA_QUESTION_MMFR_2>

While it is timely to have a review of the EU regulation 2017/1131 as we note in our answer to question 1 any review should also take into account the capabilities and structure of the short-term capital markets in each jurisdiction. The UK money markets for example has very different nuances and characteristics to say the Euro market.
<ESMA_QUESTION_MMFR_2>

Do you agree with the above assessment of the i) potential need to decouple regulatory thresholds from suspensions/gates and the corresponding proposals of amendment of the MMF Regulation ii) potential reforms of the conditions for the use of redemption gates? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_3>

What has become very apparent is that since the introduction of EU regulation 2017/1131 we are holding substantially more liquidity so that we are comfortable in meeting the regulatory commitment, this is well in excess of our daily operational requirements. We would therefore see it beneficial removing the linkage between the overnight and weekly requirements and gate thresholds. 

We certainly are against obtaining permission from the regulatory authority or notifying them prior to introducing gates, especially in times of stress, as this may result in undue delay and create further difficulties for investors.

<ESMA_QUESTION_MMFR_3>

i) Do you agree with the above assessment of the potential need to require MMFs to use swing pricing and / or ADL / liquidity fees and the corresponding proposal of amendment of the MMF Regulation (including the above list of corresponding potential benefits and drawbacks)? ii) If you are of the view that swing pricing might not be workable for certain types of MMFs, which instruments would you suggest as an alternative for these types of MMFs going forward? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_4>

The suggestion of swing pricing would not work, as the valuation methodology would eliminate the intraday/same day liquidity – a key requirement from our clients when utilising the CNAV and LVNAV MMFs. 

Additionally, there would be difficulties in calculating costs for clients redeeming/withdrawing funds as they change over time and are more volatile at certain times of the year (month, quarter and year-ends), plus in times of stress.

There could also be merits in removing the rule in Article 12 that only permits non-negotiable term deposits on an overnight basis and amend it to allow deposits up to five business days. There are very few financial institutions that issue one week Certificates of Deposit or other financial instruments, presently MMF managers are therefore having to almost entirely rely on overnight deposit facilities for their overnight and weekly liquidity requirements. The overnight market can be very illiquid at certain times of the calendar month; the ability for Managers to structure their portfolios to have rolling weekly term-deposits would help alleviate some of the difficulties we have experienced in the past, provide timely liquidity without having to sell instruments and more importantly ease pressures in the money market itself.

<ESMA_QUESTION_MMFR_4>

i) Do you agree with the above assessment of the potential need to increase liquidity buffers and/or make them usable/countercyclical and the corresponding potential proposal of amendment of the MMF Regulation? ii) With respect to option 1 above, views are sought in particular on the relevant threshold (on the size of redemptions) from which WLA would need to be automatically adjusted. When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_5>

As we said in our answer to question 3, our funds already have to hold excess liquidity which weighs on overall returns, adding additional liquidity buffers would increase costs and probably make most of them financially unviable. This would then increase the risks of destabilising an already fragmented money market as participants withdraw from the market place.

It may be helpful, in times of stress, when an ACD Board is considering imposing gates, they have the ability to actually lower these liquidity requirements. 



<ESMA_QUESTION_MMFR_5>

What are your views on the potential need to eliminate CNAV and LVNAV funds, in light of the recent market developments, and the corresponding potential proposal of amendment of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_6>

If our funds were forced to close or convert from LVNAV/CNAV to VNAV the product would be very unattractive for our charities and public sector bodies. At the moment, they use our products to complement their high street bank account. A move from LVNAV/CNAV to VNAV would mean that any holding would no longer be considered to be "cash equivalent" from an accounting point of view, and would significantly increase the practical complexity of using the funds compared with a deposit account. In addition, the concept of a VNAV MMF is complex and will be difficult for many charity and public sector organisations to get comfortable with. As a result many current users would revert to using a single or a small number of bank accounts, resulting in a significant concentration of counterparty risk.

<ESMA_QUESTION_MMFR_6>

What are your views on the extent to which Article 35 of the MMF Regulation should be i) clarified ii) amended? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_7>

Article 35 is clear and does not need to be amended.

<ESMA_QUESTION_MMFR_7>

i) Do you agree with the above assessment of the potential need to assess the role of MMF ratings in light of the difficulties faced by MMFs during the March crisis, and the potential need to introduce regulatory requirements for MMF ratings? ii) In your view, based on your experience, what are the benefits of MMF rating from investors’ perspective, having in mind that rules applying to MMFs are already very stringent? What would be the likely consequence on investors from the downgrade of one or several MMFs? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_8>

Almost all our Public Sector clients have requirements written into their Treasury Management Policies that any Money Market Fund must have the highest fund rating available; while our charity clients take comfort from the external ratings.

If the downgrade related to the mis-management of the Fund then we would expect to see withdrawals/redemptions quite quickly, if it was a Sector downgrade the redemptions could be much more limited. Our charity funds would probably not experience many withdrawals initially, though it may eventually have negative consequences in the long run.

A change in the Sector Outlook during 2020 did not have any adverse effects, in fact as noted in our introduction, our Deposit Funds grew by over 25%, in the one year period to the end of March 2021.

<ESMA_QUESTION_MMFR_8>

Do you agree with the above assessment of the potential need to amend the requirements on stress tests included in the article 28 of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_9>

While stress testing is helpful it should be remembered that some funds do have unique client bases with varying behaviours. We note that ESMA significantly changed the risk factors used in the latest reporting which makes comparisons with the previous years difficult. Despite substantially increasing liquidity and de-risking our portfolios the stress test results appeared worse due to the fact that the Risk Factors used in the calculation are now considerably higher. It would be desirable if these Factors were not modified on a regular basis and maybe it would be more beneficial on permitting managers to use their own systems to calculate, instead of an industry-wide approach.
<ESMA_QUESTION_MMFR_9>

Do you agree with the above assessment on the potential need to review the reporting requirements under the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_10>

We ensure on a daily basis that our depositors/shareholders have the ability to see all the latest liquidity data and portfolio holdings via the website. 

Since March 2020 we have also been reporting net flows, overnight liquidity and fund size of our UCIT MMF to our regulatory authority, this we believe is a useful additional measure. 

Internally we run portfolio stress testing daily and report formally at least monthly and publish publicly every six months.
<ESMA_QUESTION_MMFR_10>

Do you agree with the above assessment of the potential need to include additional requirements in the MMF Regulation, and/or potentially in other types of EU piece of legislation on the disclosure of money market instruments (MMIs) and main categories of investors to regulatory authorities (e.g. detailed information on liabilities)? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_11>

We do not see the additional need for MMF managers to report size of issuance of money market instruments, if required then this should be sourced from other providers, like the ISIN organisation. We suggest in the present set-up practically this may prove difficult to attain from the issuing body.

<ESMA_QUESTION_MMFR_11>

i) Do you agree with the above assessment on the potential creation of a LEF? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80. ii) Several open questions related to the creation of the LEF, on which ESMA would specifically welcome feedback from stakeholders, include:
· What should be the appropriate size of such a pooling vehicle as the LEF?
· In terms of funding, how much MMF would have to pay each year to participate in the pool? How much of the funding would/should be provided by other sources?
· How long would it take to establish such a LEF?
· Under which conditions would the LEF be activated?
· Who would be responsible for activating the LEF.

<ESMA_QUESTION_MMFR_12>

MMFs are very low margin products, to structure a Liquidity Exchange Facility would be so costly, difficult in maintaining and outweigh any potential benefit, so we believe should not be considered. 

<ESMA_QUESTION_MMFR_12>

Do you agree with the above assessment on the potential need of further clarification of the requirements of articles 1 and 6 of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_13>

Yes, further clarification should be made in particular looking at funds that are currently captured but don’t issue shares or units. We operate a deposit-taking charity fund that does have objectives like a short-term CNAV/LVNAV (under Article 1), but does not have shares, though it has been designated an AIF by the authorities and follows the MMF regulation methodology. Somewhat confusingly for the depositors, under Article 6 it has to use the designation “money market fund”, when in fact it’s a Common Deposit Fund under UK charity law. We would suggest such a Fund type should be considered for exclusion from the regulation, especially if the Article 46 sunset clause review then prohibits CNAV/LVNAV funds.  Our charity clients are very unlikely to invest in a VNAV MMF, for reasons noted earlier. They could be forced to move their funds to one or more individual banks, with the associated increase in counterparty risk, and with the likelihood of a loss of liquidity and/or yield. UK smaller charities and public sector bodies are amongst those who have the most to gain from the professional management and increased security offered by our Deposit Funds, and any restriction would result in a significant detriment to them.

<ESMA_QUESTION_MMFR_13>
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