
COMMISSION DELEGATED REGULATION (EU) …/..

of […]
supplementing Directive 2011/61/EU of the European Parliament and of the Council with regard to regulatory technical standards determining the requirements for loan originating alternative investment funds to maintain an open-ended structure


(Text with EEA relevance)
THE EUROPEAN COMMISSION,

Having regard to the Treaty of the Functioning of the European Union,

Having regard to Directive 2011/61/EU of the European Parliament and of the Council on Alternative Investment Fund Managers, and in particular Article 16(2)(f),
Whereas,

1. In accordance with Directive 2011/61/EU a loan-originating AIF shall be closed-ended, unless the AIFM that manages it is able to demonstrate to the competent authorities of its home Member State that the liquidity risk management system of the AIF is compatible with its investment strategy and redemption policy.
2. This Regulation aims to provide for a harmonised regulatory framework for the requirements with which loan-originating AIFs are to comply in order to maintain an open- ended structure.
3. For each open-ended loan-originating AIF they intend to manage, AIFMs should define an appropriate redemption policy and an appropriate proportion of liquid assets that the AIF should target to hold in order to be able to comply with redemption requests.
4. When defining the redemption policy of the open-ended loan-originating AIF they intend to manage, AIFMs should consider several factors, including the redemption frequency offered to investors, the targeted investors, the notice period and the amount of liquid assets to be held by the AIF.
5. When defining the appropriate proportion of liquid assets of the open-ended loan- originating AIF they intend to manage, AIFMs should consider several factors, including the expected cash flows generated by the loans granted, the redemption policy of the AIF, the maturity and the number of loans granted, estimated defaults and rescheduling, the length of the notice period and the anticipated behaviour of the targeted investors, as well as the investor concentration.
6. In addition, AIFMs should determine the type of assets they consider as liquid. For that purpose, expected cash flow generated by the loans granted should be considered as liquid assets.
7. Furthermore, AIFMs may also consider other investments as liquid investments in so far as these investments can be converted into cash, over the duration of the notice period, without significantly changing their value to meet redemption requests. Indeed, the duration of the notice period is an important element AIFMs should consider in determining the liquidity of the assets because the longer the notice period, more time AIFMs would have to sell the assets to meet redemption requests.
8. AIFMs should conduct regular liquidity stress testing of the open-ended loan-originating AIF they manage and these stress testing should be tailored to the strategy pursued by the open-ended loan-originating AIF.
9. In order, to be able to assess whether the liquidity management system of the open-ended loan-originating AIF they manage remains compatible with the investment strategy and the redemption policy of the AIF, AIFM should have in place the necessary monitoring arrangements to enable them to monitor specific parameters, such as, the level of liquid assets, the level of subscriptions and redemptions, or early-warning signals of loans impairment.
10. This Regulation is based on the draft regulatory technical standards submitted to the Commission by the European Securities and Markets Authority.
11. The European Securities and Markets Authority has conducted open public consultations on the draft regulatory technical standards on which this Regulation is based, analysed the potential related costs and benefits and requested the advice of the Securities and Markets Stakeholder Group established by Article 37 of Regulation (EU) No 1095/2010 of the European Parliament and of the Council,


HAS ADOPTED THIS REGULATION:
Article 1

Sound liquidity management

1. AIFMs that intend to manage an open-ended loan-originating AIF as defined in Article 4(1) of Directive 2011/61/EU shall be able to demonstrate to the competent authorities of their home Member State that the liquidity risk management system of the AIF is compatible with its investment strategy and its redemption policy.
2. For each open-ended loan-originating AIF they intend to manage, AIFMs shall:
a) define an appropriate redemption policy considering the factors set out in Article 2 thereafter.
b) determine an appropriate proportion of liquid assets that the open-ended loan- originating AIF shall target to hold in order to be able to comply with redemption requests taking into account the factors set out in Article 3 thereafter.
3. For each open-ended loan-originating AIF they manage, AIFMs shall through the life of that AIF:
a) carry-out liquidity stress tests based on Article 4 thereafter.
b) have in place the appropriate liquidity risk management systems to monitor the elements set out in Article 5 thereafter.
4. AIFMs that intend to manage an open-ended loan-originating AIF shall be able to demonstrate to the competent authorities of their home Member State that they have selected the appropriate liquidity management tools as per Article 16(2)(b) of AIFMD.


Article 2

Appropriate redemption policy

1. In order to ensure that the redemption policy of the open-ended loan-originating AIF they intend to manage is appropriate, the AIFM shall, at least and where relevant, consider the relevant following factors:
a) The frequency of redemptions offered to shareholders or unitholders;
b) The proportion of liquid assets referred to in Article 1, paragraph 2, letter b);
c) The portfolio diversification and the liquidity profile of the assets to be held;
d) The investment policy and strategy;
e) The targeted credit quality of the loans to be granted;
f) The targeted investor base and the investor concentration;
g) The anticipated level of subscriptions and redemptions of investors;
h) The duration of the minimum required holding period, where applicable;
i) The length of the notice period and of the settlement period, where applicable;
j) Other redemption conditions, where applicable;
k) The expected incoming cash flows of the portfolio;
l) The market conditions and material events that may affect the possibility of the AIFM to implement the redemption policy;
m) The available liquidity management tools, their calibration, and the conditions for their activation;
n) The results of the liquidity stress tests; and
o) The availability of a reliable, sound and up-to-date valuation of the loans and other assets in the portfolio, corresponding to their estimated realisable value at the dates of redemptions.


Article 3

Availability of liquid assets

1. AIFMs that intend to manage an open-ended loan-originating AIF shall, at least and where relevant, consider the following relevant factors when determining the appropriate proportion of liquid assets:
a) The redemption policy of the AIF;
b) The assets considered as liquid pursuant to paragraphs 2 and 3;
c) The portfolio diversification and the liquidity profile of the assets to be held;
d) The length of the notice period and of the settlement period, where applicable;
e) The length of the minimum holding period, where applicable;
f) The available liquidity management tools, their calibration, and the conditions for their activation;
g) Redemption caps, where applicable;
h) The repayment terms and schedules of the loans to be granted by the AIF;
i) The targeted maturities of the loans to be granted by the AIF, considering their expected amortisation profile;
j) The targeted credit quality of loans to be granted by the AIF;
k) The targeted underlying exposures of the loans to be granted by the AIF;
l) The expected incoming cash flow of the portfolio;
m) The estimated default rates and rescheduling of the loans to be granted by the open-ended loan-originating AIFs;
n) The investor base including the investor type, potential investor concentration and estimated investors subscription and redemption pattern their anticipated subscription and redemption behaviours;
o) If any, the targeted level of leverage, including leverage arising from hedging strategies, and the related financial obligations; and
p) If any, leverage, and Any other material liabilities.
2. The expected cash flow generated by the loans granted by the open-ended loan-originating AIF shall be considered as liquid.
3. AIFMs may also consider other investments made by the open-ended loan-originating AIF as liquid if they can demonstrate to the competent authorities of their home Member State that these investments can be converted into cash over the duration of the notice period of the open-ended loan-originating AIF, to meet redemption requests, without significantly decreasing their value.


Article 4

Liquidity stress tests

1. AIFMs that manage open-ended loan-originating AIFs shall conduct liquidity stress tests at least on a quarterly basis, unless a higher or lower frequency is justified by the characteristics of the open-ended loan-originating AIF.
2. AIFMs that manage open-ended loan-originating AIFs shall should stress test separately the assets and the liabilities of the AIFs and shall combine the results of these stress tests to determine the overall effect on the liquidity of the AIFs.
3. AIFMs shall should apply conservative reasonable scenarios in terms of change in interest rates, credit spread and potential defaults in loans granted, as well as in redemptions requests considering the investor base and the liquidity offered and the liquidity management tools put in place in case of redemption pressure from investors, on a proportionate and relevant basis.
4. AIFMs shall should employ liquidity stress tests that consider adequately the characteristics of the open-ended loan-originating AIFs they manage and shall consider scenarios with low probability but with high impact on the ability of AIFMs to value the loans.

Article 5

Ongoing monitoring

5. In order to ensure that the liquidity management system of the open-ended loan-originating AIF they manage remains compatible with its investment strategy and redemption policy, AIFMs shall, at least, monitor on an ongoing basis the following elements, where available and relevant:
a) The level of liquid assets as determined according to Article 3;
b) The expected cash flows and potential future liabilities;
c) The amount of subscriptions and redemptions;
d) The repayment of the loans pursuant to the schedules agreed;
e) The behaviour or other patterns of shareholders or unitholders;
f) The portfolio composition and concentration;
g) The maturity of the loans;
h) Early-warning signals of loans impairment (e.g. payment delays); and
i) the level of leverage, where applicable.


Article 6

Entry into force

This Regulation shall enter into force on the day following that of its publication in the Official Journal of the European Union.
It shall apply from […]

This Regulation shall be binding in its entirety and directly applicable in all Member States. Done at Brussels,
22

