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30 September 2013

Dear Mr Riley

Consultation Paper (CP) 5/13 – Strengthening capital standards: implementing CRD IV

Thank you for the opportunity to provide feedback on the Prudential Regulatory Authority’s (PRA)
proposed implementation of the CRD IV legislative package for banks, building societies and PRA-
designated investment firms.

This submission is made by PricewaterhouseCoopers LLP (PwC), the UK member firm of the PwC
Network. In the UK, PwC has established a unit of dedicated specialists focusing on the impact of
regulatory developments on the financial services sector. PwC audits and advises industry participants
on prudential issues. This letter is not intended to represent the views of our clients, but rather to
identify and to comment on certain aspects of the CP which we believe to have particular significance.

We would like to emphasize the importance of regulatory clarity as well as clarity in the timings for
implementation of new rules. We welcome this CP because we believe that it goes a long way to explain
and interpret the CRD IV package, as well as to clarify the PRA rulebook. But some elements of the
new rules remain unclear, such as the level and frequency of reporting, the meaning of a ‘significant’
firm, and the transitioning of current waivers. Some of these points are further developed in the
Appendix to this letter.

Certain aspects of your proposed approach will have a significant impact on regulated firms. The main
issue lies with the proposal to meet Pillar 2 requirements with CET1 rather than any other form of
regulatory capital (or a quality of capital specified by the PRA on a case-by-case basis). This
requirement does not appear to be risk-based. A 56% requirement would maintain a consistent capital
quality structure across the two requirements but the CP does not offer a robust justification for the
shift to either 56% or 100% CET1. It also questions the usefulness of Additional Tier 1 (AT1) and Tier 2
(T2) capital, which can only be used in Pillar 1. This policy decision might also increase funding costs
for firms, potentially leaving them at a competitive disadvantage compared to other EU firms. We ask
the PRA to carefully consider the costs and benefits of this decision and to provide guidance to remove
uncertainty around the future use of AT1 and T2 capital.

Also, the PRA does not intend to follow the transitional path for the definition of CET1 capital. Once
again, the CP does not provide a robust justification for not allowing firms to take advantage of
transitional arrangements. The CP mentions 'improving prudential standards' but does not provide
any direct rationale for going beyond the CRR transitional path. Although markets expect a swift
transition to Basel III standards, the benefit of this regulatory acceleration should be considered
carefully. As mentioned in the Appendix for the specific issue of Deferred Tax Assets, this approach
could have unintended consequences for some firms.
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We hope that our response will be helpful to you and we would be pleased to discuss our comments
further with you. If you would like to do so, please contact Anne Simpson on 0207 804 2093 or Ben
Higgin on 0207 213 3901.

Yours faithfully

PricewaterhouseCoopers LLP
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Appendix (covering selected key issues)

Pillar 2 questions on p15

We agree with the proposal to keep Pillar 2A as guidance.

We would like the PRA to provide additional clarity on the interaction between the PRA's ICAAP
framework and Basel/EU requirements. The Basel/EU ratios are the main building blocks of capital
requirements. But the PRA CP seems to present this framework of buffers as a parallel constraint to
the current regime rather than the basis for the regime that will apply on a day-to-day basis. As a result
the text is confusing in places and, while this is mainly a presentational issue, there is a risk of firms
misunderstanding the requirements.

Governance on p17

A number of CRD IV provisions on governance apply to firms which are ‘significant’ in terms of their
size, internal organisation and the nature, scope and complexity of their activities. It would be helpful
to know which criteria the PRA is going to use to determine whether or not a particular firm is
‘significant’.

Passporting and co-operation between Member States on p19

Having a level playing field between EEA and non EEA branches for liquidity treatment is important.
It would be helpful if the PRA could specify what its approach will be for non EEA branch liquidity
post LCR implementation.

Transitional provisions for the definition of capital p25

The PRA does not intend to follow the CRR transitional path for the definition of CET1 capital, with
100% of all deductions and filters applying from 1 January 2014. So firms will have to make a full
deduction of Deferred Tax Assets that are reliant on future profitability from 1 January 2014. This
requirement is likely to lead to an adverse impact on new bank start-ups which are typically loss
making in the early years of operation. It could have an unintended negative impact on competition in
the banking sector and goes against the proposals set out in the recent FSA / Bank of England review
into barriers to new bank entrants. We would recommend that the PRA considers the proportionality
of the proposed policy for banks that are in the early years of operations.

Sovereign exposures on p28

We recognise the fact that 0% risk weight for all sovereign exposures might not be prudent in cases
where it does not reflect the real risk of a particular country. Risk weighting should reflect the actual
risk and specific UK Pillar 2 add-ons might be warranted. But addressing the issue at national level
will negatively impact EU regulatory consistency, and we urge the PRA to take action at the EBA level
to fix this issue.

Liquidity on p38

We understand that the liquidity rules have not yet been finalised at the Basel and EU level but we
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would nevertheless like to stress the need for firms to get clarity as soon as possible on how the UK
regime will interact with the new quantitative requirements.

Reporting and disclosure p40

The CP indicates that reporting forms FSA003 and 004 will be deleted. But PRA counterparts have
mentioned that these forms would be retained for macro prudential purposes. More generally, it
would be helpful to get clarity on which current returns will be retained and at what frequency firms
will have to submit them.


