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Hot topic

EBA publishes Consultation
Paper on Liquidity Coverage
Ratio and Stable Funding
Reporting




Overview

On 7 June, the European Banking Authority (EBA) released
two draft Implementing Technical Standards (ITS) setting
out supervisory reporting requirements under Basel III.

The requirements discussed in the papers relate to the
Liquidity Coverage Ration (LCR), stable funding requirements
which are similar to the Net Stable Funding Ratio (NSFR) and
the Leverage Ratio (LR). This hot topic considers the impact
of the draft ITS relating to the LCR and stable funding,
CP2012/05, titled ‘Draft Implementing Technical Standards on
Supervisory Reporting Requirements for Liquidity Coverage
and Stable Funding’.
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Background

The new Basel III liquidity regulations require firms to meet
two ratios: the LCR requires firms to hold a buffer of liquid
assets to protect against a 1 month period of liquidity stress;
and the NSFR requires firms to fund long-term, illiquid assets
with long-term, stable funding. These ratios are being
implemented in Europe through the Capital Requirements
Directive (CRD) 4 and the Capital Requirements Regulation
(CRR). These new pieces of EU legislation are currently
expected to be binding on firms from 1 January 2013.

The EBA has been tasked with publishing ITS on a number of
areas within the CRD4/CRR package, including on supervisory
reporting. The majority of the CRD4 supervisory reporting
requirements are dealt with by COREP, within CP50
(‘Supervisory reporting requirements for institutions’), which
was published on 20 December 2011. The draft ITS on LCR
and stable funding reporting supplements CP50 and, assuming
the CRR has been finalised on time, will need to be finalised
by the EBA by November 2012.

Firms have until 27 August 2012 to submit comments to the
EBA on the draft liquidity reporting ITS. A separate consultation
on a data point model containing all the relevant technical
specifications necessary for developing an IT reporting format
will be published in the second half of 2012. In addition, at

a later stage the EBA will publish material on the calibration
and the definition of the LCR and the NSFR - these issues are
not covered by CP2012/5.



What is the impact on firms?

Based on the current draft of the CRR and these ITS, How PwC can help

institutions will be required to comply with these new Firms face significant challenges relating to data
reporting requirements as of 1 January 2013. The reporting requirements, IT systems, reporting processes, strategic
frequency will be not less than monthly for the LCR and not funding decisions and their overall liquidity

less than quarterly for stable funding, with firms given 15 days management framework, which need to be considered
after the end of the period to submit completed reporting without delay. In particular, to prepare for this Basel
forms. The first LCR report will be required for end-January III/EBA reporting, PwC can assist our clients in the
2013 balance sheet positions and the first stable funding following ways:

report will be required for end-March 2013 positions. * Understanding the impact of Basel I1l ratios on

All credit institutions, and investment firms that deal on their specific business lines, products and transactions
own account or underwrite financial instruments, will have to and embedding new liquidity standards into

comply with these reporting requirements. The default position the business
is that firms will need to report on both a consolidated and
individual basis. However, the application of the requirements
at an individual basis can be waived by the relevant competent
authorities if the parent entity has oversight of and monitors Optimise data quality, in particular around data
the liquidity risk within the group, and if funds can flow capture and categorisation

sufficiently freely between the individual entities.

Perform a gap analysis to assess existing liquidity
reporting systems

Assist in the implementation of a liquidity
Crucially, there are significant differences between the reporting system

reporting required for Basel III liquidity regulations and

the reporting required for the current FSA regime. Even
firms that have successfully implemented systems to produce
FSA data will need to make significant changes in order

to produce accurate Basel III compliant data for the EBA.

For example, the categorisation and treatment of retail and
SME deposits is different and there are new data categories
to be reported on ‘operational’ wholesale deposits. These are
just a few of the many differences that exist. In addition, firms
will have to continue to report the FSA liquidity forms until
the LCR becomes a binding regulatory limit.

For more details on this issue:

http://www.pwec.co.uk/banking-capital-markets/publications/liquidity-reporting-under-basel-iii.jhtml
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