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30 September 2013

Dear Mr Elias

Consultation Paper (CP) 13/6 – CRD IV for Investment Firms

Thank you for the opportunity to provide feedback on the Financial Conduct Authority’s (FCA)
proposed implementation of the CRD IV legislative package for FCA authorised 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.

As you note, the EC is expected to conduct a review of the effectiveness of the prudential rules for
investment firms in 2015. In this context we support your intention to minimise the level of change to
your rules and to exercise national discretions exempting certain investment firms from CRD IV. We
also welcome the use of the discretion in Article 412(5) of the Capital Requirements Regulation (CRR)
to maintain the existing UK liquidity regime for most firms until 2015, when liquidity standards are
introduced into the CRR. We would recommend that the FCA seeks to influence the 2015 EU review
towards greater simplicity. While remaining consistent with Basel III, the new approach should be
based on supervisory indicators tailored to the specific risks borne by investment firms.

We also believe the recent move to FCA supervision alongside implementation of CRD IV/CRR gives
the FCA the opportunity to take a fresh look at its approach to supervision. Simplicity should be the
foundation of day-to-day requirements, to allow both firms and the FCA to use resources in the most
effective way.

The CRD IV package is necessarily very complex, because it tackles a huge range of firms. For a few
FCA firms such complexity is appropriate, because risk taking is a main driver of their profit. But by
far the largest part of FCA’s constituency comprises firms that exist to provide services, often on a
fiduciary basis, rather than taking risks on their own balance sheets. The supervision of such firms -
for example advisory and order-processing firms – should be prudentially relatively simple. For
instance, the proliferation of buffers in the proposed new regime involves perhaps more analysis and
debate than is warranted. For those firms, capital is merely one of a range of supervisory tools being
applied, with client asset segregation being the obvious critical tool.

We note that prior to the introduction of the Pillar 2 regime, investment firms commonly, and largely
successfully, defined for themselves a buffer based on an overall management judgment rather than
very detailed risk by risk justification. It is possible to argue that all risks need to be identified, studied
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and measured, but proportionality is needed. In this context we note and commend the focus on
“gone-concern” and wind-down in recent years and believe this approach could be developed as FCA’s
default Pillar 2 approach for most firms.

We urge the FCA to provide as much regulatory clarity as possible. At a practical level, one way to help
firms navigate the new regulation would be to write stand-alone guidelines for each category of firms
(e.g. IFPRU limited licence firms, IFPRU full scope firms), so that they can concentrate on the
requirements that are relevant for them.

Finally, we offer comments on a number of specific areas of the CP in the Appendix to this letter.

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)

Q1 (p11): Do you agree with our overall approach to CRD IV transposition outlined in
this section pending the Commission’s review of the prudential regime for investment
sector firms by the end of 2015? If not, please explain why not and what alternative you
would suggest.

We agree with this approach.

2.14-2.19 (p18-19): Implications of the new framework on COREP and FINREP

The interactions between the different reporting obligations (COREP, FINREP, FSA templates) are not
clear, because the obligations are contained in multiple texts (CRR, EBA Implementing Technical
Standards, FCA CP) and not summarised in any one place. Although this reflects uncertainty at the EU
level, the reporting framework could be made clearer for the firms. It would for instance be helpful if
the FCA could provide, as supervisory guidance, a table with criteria to work out to whom COREP and
FINREP apply and another one listing all COREP and other residual FSA reporting (akin to PRA CP
table p40).

Q2 (p21): Given there are no proposed substantive changes to the existing Pillar 2
regime do you agree that existing GENPRU and BIPRU Pillar 2 guidance should be
copied across to IFPRU? If not, please explain why not, including alternative approaches
and the rationale for those approaches.

Regulatory stability is generally desirable. But as mentioned in our letter, we believe the supervisory
approach could be simplified. The CP mentions considering alternative approaches to Pillar 2. It would
be good to get updates on the FCA thinking on that subject. We caution against making any approach
too complex and therefore too costly for firms, especially as for many investment firms, the existence
of fixed buffers would negate the need for a supervisory add-on.

Q3 (p22): Do you agree with our initial view that, if possible and depending upon the
decisions of the Treasury regarding the designated authorities, the discretions to
exempt SME investment firms from the capital conservation buffer and the
countercyclical buffer should be exercised?

We agree with this proportionate approach.

Q4 (p23): Do you agree with our initial view that, in light of the review by the EU
Commission of the prudential regime for all investment sector firms required by end
2015, that the discretion to accelerate the five year transition timetables for the capital
conservation buffer, and for the countercyclical buffer should not be exercised by
whoever is the designated responsible authority? If not, please explain why not
including alternative transition approaches and the rationale for those approaches.

We agree with this approach. We would appreciate the publication of a table summarising the different
buffers and their relationship with each other, akin to the PRA CP chart on p16.
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Q13 (p37): Considering the legal constraints in respect of EU regulation and in the
context of internal models, do you agree to our proposal to use guidance where
appropriate while explaining the operational implications of the changes via targeted
communications? If not, please explain why not and propose alternative approaches
and the rationale for those approaches.

We agree with this proposal but it is unclear what the guidance is going to cover. A process needs to be
in place to make sure applications are considered in a consistent manner.

Q17 (p39): Do you agree with the approach of allowing firms to report a quarterly
leverage ratio as opposed to a three monthly ratio averaged for the quarter? If not,
please explain why not and propose alternative approaches and the rationale for those
approaches.

We agree with this approach which is proportionate to firms’ systemic impacts.

Q19 (p40): Do you agree that this approach in relation to the discretion in article 99 of
the Regulation is proportionate and risk based? If not, explain why not and propose
alternative approaches and the rationale for those approaches.

We agree that the FCA should retain the option to extend the scope of FINREP in the future if need be.

Q22 (p43): Do you agree that the combination of these metrics sufficiently capture the
size, internal organisation and nature, scope and complexity of an investment firm’s
activities? If not, please explain why not and propose alternative approaches and the
rationale for those approaches.

As mentioned in the CP, the CRD IV package is designed with systemically important firms in mind,
and those firms are supervised by the PRA. The FCA identifies around 80 firms as ‘significant’ and
therefore subject to a wide-ranging number of CRD IV provisions. We stress the importance of not
over-burdening firms with requirements which are not justified given their business models and their
potential impact on financial stability.

To answer Q22 specifically, the chosen metrics mostly reflect size. It might be sensible to establish
additional criteria for the different provisions. For example, ‘significant’ might not be defined in the
same way for the need to establish an independent remuneration committee as for the need to have a
capital conservation buffer.

Q25 (p52): Do you agree to our proposal to exercise the discretion in article 95(2) of the
CRR to retain current CRD rules in force on own funds requirements (Pillar 1) for
BIPRU firms keeping the ‘status quo’ pending the EU-wide review of what is an
appropriate prudential regime as a whole for firms in the investment sector in 2015? If
not, please explain why not and propose alternative approaches and the rationale for
those approaches.

We agree that this is a sensible approach which minimizes regulatory changes for those firms.
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Q26 (p52): Do you agree to our proposal to retain current CRD rules in force on Pillar 2,
Pillar 3 and systems and control requirements in SYSC (including the Remuneration
Code) for BIPRU firms keeping the ‘status quo’ pending the EU-wide review of what is
an appropriate prudential regime as a whole for firms in the investment sector in 2015?
If not, please explain why not and propose alternative approaches and the rationale for
those approaches.

We agree that this is a sensible approach which minimizes regulatory changes for those firms.

Q28 (p71): Do you have any comments on our cost benefit analysis?

Given the impact on firms, the macroeconomic consequences of the proposals need to be carefully
evaluated. The CP states several times that CRD IV is a regulation designed with systemic firms in
mind, which most FCA authorised investment firms are not. Therefore, the benefits from increased
financial stability are likely to be smaller than the costs. We note that the cost benefit analysis does not
provide a thorough analysis of benefits for investment firms. We would welcome more analysis on the
benefits (or lack of) of this new regulation and we would like to reinforce the need to review the whole
prudential regime for investment firms by 2015.


