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The current legislature will end in April next year and the EU Parliament
elections will take place from 23 to 26 May

New Commission will start in November 2019

In this legislature the centre-right political group (EPP) and the social-
democrat political group have together held the majority of seats,
however the composition of the new Parliament could be quite different
with the potential rise of populist / euro skeptic parties

In terms of legislative work this means that no major legislative

proposals (at least in the area of financial services) will be adopted by
the Commission, as otherwise there will not be sufficient time to pass
them through the legislative process before the end of this legislature
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Commiission issued a proposal to review EMIR in May 2017

Y

The legislative procedure is now at its very final stages, i.e.the trilogue
negotiations between the Commission, the Parliament and the Council

» There has been one trilogue meeting in July and the second is taking place on 24
September

» The objective is to finalise the negotiations within one or two political trilogue
meetings, therefore EMIR Refit could be finalised in October/November

» The publication of the final text in the Official Journal and entry into force would
take some months after the final agreement has been found
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It is possible that there will be delayed application for at least some provisions

As the adoption of EMIR Refit has taken some time, ESMA has issued a
statement saying that the clearing obligation for Pension Scheme Arrangements
that should have started (under EMIR 1) in August, would not be enforced as
EMIR Refit will extend the temporary exemption from central clearing for PSAs

EACT has written to ESMA and the Commission to request for a similar ‘non-
action’ for NFC+s for which the clearing obligation will start in December

As usual ESMA will have mandates for level 2
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EMIR Refit — NFCs’ issues =\C

> Hedging exemption

» Commission proposal: no changes proposed, hedging exemption
maintained as is

» Current status: all three institutions support the hedging exemption,
however in the Parliament text there is a reference to granting ESMA
power to regularly review the clearing thresholds in order to increase
participation in central clearing
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> Central clearing / bilateral margining obligation for NFC+s

» Commission proposal: central clearing obligation to apply only in the
asset class(es) in which the clearing threshold has been exceeded

» EACT position: the asset class by asset class consideration should be
extended to bilateral margining obligation as well

» Current status: extension to bilateral margining was included in the
Parliament’s position but unsure whether will make it to the final text
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> Reporting of transactions with financial counterparties (FCs)

» Commission proposal: FCs to report transactions on behalf of NFCs

» EACT position: support (although single-sided reporting would be
preferred), but wording should be made clearer to make sure the FCs
will bear full legal liability for the timing and content of reporting

» Current status: wording has been clarified; also a possibility for NFCs
to continue to report on their own has been added; dual-sided
reporting structure will be maintained
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EMIR Refit — NFCs’ issues =\C

» Reporting of intragroup transactions:

» Commission proposal: exemption from reporting where at least one
of the counterparties is an NFC BUT only within the EU

» EACT position: exemption has to apply world-wide in order to be truly
beneficial to NFCs

» Current status: Parliament proposed to extend world wide when one
of the counterparties is an NFC; Council only when both
counterparties are NFCs
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EMIR Refit — NFCs’ issues =\C

> Reporting of transactions with financial counterparties (FCs) in third
countries

» Commission proposal: such transactions would still need to be
reported by NFCs

» EACT position: transaction with third-country FCs should be exempted
from the reporting obligation, otherwise NFCs will have to maintain
their reporting systems

» Current status: the Parliament’s report included provisions that would
allow third country NFCs to register with ESMA if they wish to do
reporting on behalf of their EU NFC customers; however the feasibility
of this and the support from Commission/Council is not clear
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> Backloading:

» Commission proposal: backloading requirement to be deleted

» Current status: all institutions support this and the issue is not
contentious
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EU MMF Regulation will enter into force on 21 January 2019
EACT lobbied for maintaining a fund structure that has stable price
The Regulation retained three types of fund structures:

» Public debt CNAV

» Low Volatility NAV

> VNAV

However, in recent months a new threat has emerged in the form a
debate around the use of Reverse Distribution Mechanism for negative-
yielding CNAVs and LVNAVs

It is not clear at this point whether CNAV and LVNAV funds using RDM
will be able to operate under the new rules, and it could end up being
each individual national supervisor’s decision



THE
EUROPEAN
=\ C ASSOCIATION
CVA =
CORPORATE
TREASURERS

Pillar 2 capital charge could put the CVA exemption in the EU at risk

» EU Council and EU Parliament have accepted a paragraph in the revised
capital requirements allowing supervisors to impose Pillar 2 capital add-
ons for risks explicitly excluded from Pillar 1 capital requirements

» EBA has said that Pillar 2 is a way to impose CVA capital charges from
corporate derivatives exposures that are otherwise exempt under Pillar 1

» EBA is currently engaged in a data collection exercise to assess the impact
of changes to the entire CVA framework finalised by the Basel Committee
in December 2017

» Bottom Line — CVA is safe for now, but national supervisors will likely
need to push back on attempts to remove it (citing rising hedging costs)
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» Sustainable development and combatting climate change, including
fulfilling the Paris Agreement, are political priorities for the European
Commission

» Commission published an Action Plan on sustainable finance in
March

» The aim is to reform the financial system to support climate and
sustainable development agenda

» The broad objectives are:
» Reorienting capital flows towards sustainable investments
» Managing financial risks stemming from climate change

» Fostering transparency and long-termism in financial and
economic activities
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» 10 action points:

» Establish a classification system of sustainable activities
» Create standards and labels for green financial products
» Foster investment in sustainable products

» Incorporating sustainability in financial advice

» Create sustainability benchmarks

> Better intergrate sustainability in credit ratings and market
reserch

» Incorporate sustainability into the fiduciary duties of institutional

investors
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Sustainable finance =\C

> Integrate sustainability in prudential requirements

> Strengthen sustainability disclosure by companies

> Foster sustainable corporate governance and attenuate short-
termism

> In June, the first concrete legislative proposals in some of these areas
were issued by the Commission
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Brexit AC

» The negotiating parties are aiming to agree on the Withdrawal Agreement
together with a political declaration on future relationships by the October
Summit in order to allow for sufficient time for ratification before 30 March
2019

» The December 2017 draft Withdrawal Agreement foresees a transition
period until end-2020 during which EU law will continue to apply and the UK
will remain a member of the Single Market

» Itis very unlikely that the UK would remain in the Single Market after the
transition period (either for goods or services), therefore passporting rights
of UK-based financial institutions

» Without a comprehensive trade agreement that grants high degree of
mutual access, financial institutions in the UK will loose access to the EU27
market and vice versa
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» Considerations for corporate treasurers
» Impact on existing transactions and contracts

» It is not clear whether the loss of passporting rights automatically
means the loss of right to continue to service contracts agreed prior
to Brexit

» Grandfathering?

» The ability of EU27 financial institutions to provide the same product
range that is currently available and the ability to absorb the increased
demand

» Need for corporates to adjust and replace some of the existing relations
with financial institutions

» Availability of benchmarks when LIBOR becomes a third-country
benchmark

» Etc etc
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