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1 Executive summary 

We are pleased to submit this document as our response to the European Commission Consultation Document 
on the Regulation of Indices.  

RVS has been actively engaged with the financial services industry since its inception in 2009 to create a series 
of transparent, End of Day benchmarks on a daily basis for use in Risk, Capital, P&L and other calculations on a 
centre by centre basis “following the sun”. The RVS philosophy has been based upon accuracy, transparency 
and independence. These principles have been broadly endorsed by the industry, Self-Regulatory 
Organisations and Authorities. 

RVS is of the opinion that all benchmarks should be based upon a transparent methodology which makes best 
use of both evidential transaction data and other sources where no trades are in evidence. The process should 
be automated and based upon an agreed set of independently validated Rules. The Rules and approach should 
be governed by an advisory panel of eminent independent experts. 

We further believe that there are clear opportunities to strengthen benchmark creation across the entire 
industry and that many benchmarks are currently being used in a way not originally envisaged. We strongly 
recommend that this opportunity is taken to set out a framework by which benchmarks and indices are 
created, validated, promulgated and governed.   

RVS has broad experience in the construction of such benchmarks. A more detailed description of our services 
can be found in Appendix 1.  
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2 Response and commentary 

RVS’s perspective on Benchmarks used for valuation of financial market instruments using an MTM or fair 
value approach, is that they should be globally consistent, independently governed and wherever possible 
validated by evidential data to substantiate them. 

The establishment of such benchmarks was the reason that RVS was created. This perspective and background 
leads us to make the following informed observations. 

2.1 Specific Question responses 

2.1.1 Chapter 1: Indices & Benchmarks: What are they, who produces them and for which 
purposes 

(1) Which benchmarks does your organisation produce or contribute data to? 
RVS currently produces daily, transparent end of day benchmarks for all asset classes traded in the 
Australian Financial Markets and a series of benchmarks for a group of G-SIBs operating in the UK 
Swaptions market. We are expanding the service to cover all global asset classes and instruments 
through 2013. 
 

(2) Which benchmarks does your organisation use? What do you use each of these benchmarks for? Has 
your organisation adopted different benchmarks recently and if so why? 
RVS does not use the benchmarks – we produce them on behalf of our clients. 
 

(3) Have you recently launched a new benchmark or discontinued existing ones? 
Yes. The UK Swaptions activity is a new series of benchmarks based upon requirements from a group 
of 18 G-SIB and D-SIB banks. RVS takes transaction data from each of the organisations and creates a 
series of indicators and metrics such that the banks have sufficient evidence to rely on the benchmarks 
for P&L, Risk and input to regulatory reporting. 
 

(4) How many contracts are referenced to benchmarks in your sector? Which persons or entities use these 
contracts? And for which purposes? 
RVS benchmarks are not currently referenced in external contracts, however, the subscriber base of 
tier 1 and 2 banks intend to roll out across all asset classes and we expect that the benchmarks will be 
referenced in many different forms of transaction. The intended uses are for end of day and end of 
month P&L, risk and capital calculations, balance sheet and associated provisions. 
 

(5) To what extent are these benchmarks used to price financial instruments? Please provide a list of 
benchmarks which are used for pricing financial instruments and if possible estimates of the notional 
value of financial instruments referenced to them. 
RVS Benchmarks are used to price a wide range of instruments in the following asset classes; Interest 
Rates, Currencies, Equities, Commodities and Credit. The service is relatively new so we do not have 
metrics on notional value. The Australian Financial Markets have created a product taxonomy of 
approximately 6,500 product types which will go live in 2013 and benchmarks will be produced for 
each product. Note that there is a one-to-many relationship between product types and products so a 
corporate bond is a product type but there are many corporate bonds on issue. Our analysis is that 
there are approximately 26M products on issue globally and it is our intention to produce benchmarks 
for the majority of these products. 
 

(6) How are benchmarks in your sector set? Are they based on real transactions, offered rates or quotes, 
tradable prices, panel submissions, samples? Please provide a description of the benchmark setting 
methodology. 
Benchmarks are set according to a series of independent and transparent rules. The rules cover factors 
such as tolerance measures and escalation processes for out of bounds data, calculation methodology, 
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data sources, evidential data (actual transactions or indicative quotes), confidence indices, liquidity 
indicators and the overall governance methods – each on a case by case (instrument by instrument) 
basis. Please see appendix 1 for a more detailed description. 
 

(7) What factors do you consider to be the most important in choosing a reliable benchmark? Could you 
provide examples of benchmarks which incorporate these factors? 
Good governance, independence, transparency, evidence (transaction data), daily availability and 
reliability are all key factors.  
Involvement of key players who are active in a particular market is critical; so a G-SIB which may not 
be active in, say, Scandinavian debt markets, would be less important for Scandinavian benchmarks 
than a regional bank which is constantly active in that sector. Transaction evidence from the regional 
bank would be weighted more highly than an indicative price from the G-SIB. 

 

2.1.2 Chapter 2: Calculation of Benchmarks: Governance and Transparency 

(8) What kinds of data are used for the construction of the main indices used in your sector? Which 
benchmarks use actual data and which use a mixture of actual and estimated data? 
One of the key characteristics of RVS Benchmarks is the use of evidential data. Banks will contribute 
transaction data directly from their front office systems or, in some cases, RVS will be granted direct 
access in order to mine the transactions. In highly liquid markets there is usually sufficient information 
to apply the rule set and create a benchmark. But in less liquid markets the rules allow for benchmarks 
which are created on a mix of actual (current or historical) transactions, fair value marks and indicative 
quotes (which may be provided by a range of organisations including banks and brokers). 
 
In any event, a confidence index and series of dispersion graphs, based upon the evidentiary nature of 
the input data, is created so that clients are able to gauge the appropriateness of the benchmark. 
 
Another key component is the ability to create a suitable benchmark for different strata of the market. 
It is unreasonable to simply average prices over a group of say 80 banks. Some of those banks will be 
market makers and able to trade at very fine prices but others will be price takers and trade at wider 
spreads. 
 
If benchmarks are to be useful in P&L and risk calculations for banks and regulators they must give a 
true picture of where each organisation can trade – so a multi-tier benchmark, based upon actual 
trading volumes, and set according to independent rules, gives market participants good data upon 
which to base their reporting and analysis. 
 

(9) Do you consider that indices that do not use actual data have particular informational or other 
advantages over indices based on actual data? 
Wherever possible, benchmarks should be based upon hard data sourced form actual transactions in 
the market, however, in some cases actual transactions have not taken place within a reasonable 
timeframe so a benchmark has to be constructed on available data including correlated trade data 
from other related instruments. If a benchmark is constructed in this manner then metrics such as the 
confidence and liquidity indicators are used to indicate a lower level of evidence and appropriate care 
can be applied to the use of the benchmark. 
 

(10) What do you consider are the advantages and disadvantages of using a mixture of actual transaction 
data and other data in a tiered approach? 
As above, where transactions are not available, indicative prices or fair value marks can be used 
provided that banks and regulators understand the implications. Metrics such as our confidence and 
liquidity indicators provide this additional information meaning that compliance and audit can see 
where less than perfect information has been used. 
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(11) What do you consider are the costs and benefits of using actual transactions data for benchmarks in 
your sector? Please provide examples and estimates. 
In the context of current trade reporting requirements such as CFTC swap reporting, banks have an 
obligation to post transactions into a trade repository within a set period after the transaction has 
been consummated. If transaction data supplied to the benchmark provider is simply another feed 
then the costs should be minimal. In our experience banks have been very willing to provide the 
transaction data because the benefits of an accurate set of benchmarks are substantial. Broadly the 
benefits, which accrue across all aspects of the organisation from the board through to operations, IT, 
risk regulatory, audit, finance and trading are as follows: 
1. Accurate capital calculations – assist in managing the return on investment across all trading 

businesses 
2. Reduced disputes between front office, P&L and risk – lower capital provisioning for differences 
3. Transparency and independence contributing to shareholder confidence, good audit practice and 

regulatory outcomes 
4. Good governance – data is comparable across market participants 
5. Revenue benefits from understanding capital costs and improved speed to market for new 

products 
 

(12)  What specific transparency and governance arrangements are necessary to ensure the integrity of 
benchmarks? 
In our opinion the key factors are: 
1. An independent advisory board, made up of “eminent individuals” drawn from academic, 

regulatory and business backgrounds who oversee the services 
2. Industry agreed rules for construction of the benchmark, including tolerance, calculation and 

escalation processes 
3. Annual independent audit of any services (does the service behave as stipulated and if not what 

actions are taken to remedy issues). This audit should be published to all subscribers and made 
available to regulators 

4. Regulatory oversight, if possible including approval of any rules used to construct the benchmarks 
 

(13) What are the advantages and disadvantages of imposing governance and transparency requirements 
through regulation or self-regulation? 
Broadly the financial markets have recognised that good governance and transparency are key to re-
kindling investor and public confidence in the banking industry and as a result are keen to embrace a 
transparent, open method of valuing financial instruments.  
 
In general, self-regulatory organisations have mostly operated as lobby groups and so have not been 
well suited to deal with the operational aspects of benchmark creation. Benchmark calculation is often 
outsourced to another firm. 
 
Self-regulation through an appropriate committee structure means that subject matter experts from 
the financial markets can be engaged to agree rules and methodologies. Equally, regulators could 
engage to create an approved rule set. In our opinion, the best outcome will be generated by a 
combination of the two approaches that is to say the financial markets create the methodologies and 
rules which would then be approved by the regulator. 
 

(14) What are the advantages and disadvantages of making contributing data or estimates to produce 
benchmarks a regulated activity? Please provide your arguments. 
The existence of independent, well-constructed and governed benchmarks is crucial to the ongoing 
success of the financial markets. This activity ranks alongside mandatory trade reporting to trade 
repositories and is a key component of Financial Market Infrastructure. 
 
Unsubstantiated contributed data is of marginal value and it can be “gamed” by banks. Without 
evidential data backing up the benchmark, the data is rendered almost useless.  
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Whether regulated or not, benchmark providers must comply with a minimum set of standards and 
guidelines which should be consistently applied across all jurisdictions such that reporting of risk and 
P&L has the same meaning between institutions. 
 
Benchmark contributors should similarly have a stringent set of standards which must be applied and 
each contributing organisation should have a strict compliance regime to ensure that there is no 
manipulation of data for the benefit of individuals of the overall institution. 
 
These outcomes can be delivered either on a voluntary basis or by specific regulation. 
 
See our answer in section 8 covering multi-tiered benchmarks. 
  
 

(15) Who in your sector submits data for inclusion in benchmarks? What are the current eligibility 
requirements for benchmarks' contributors? 
RVS benchmarks are created from data contributed directly from banks. The data collected includes 
traded data, bid & offer data as well as simple contributed data. Eligibility of individual data for 
inclusion in the benchmarks is determined by the industry committee which sets the eligibility rules. 
The rules can and do vary between market segments. Inclusion in a market maker benchmark (tier 
one) or a subsidiary benchmark (tier two) will usually be set according to the actual trading activity 
over a relevant time period. 
 
We are also collecting traded evidential data from key Inter-Dealer Brokers. 
 

(16) How should panels be chosen? Should safeguards be provided for the selection of panel members, and 
if so which safeguards? 
The concept of panels is not one that RVS uses in benchmark construction. If an institution trades 
particular instruments and is a subscriber to the RVS service, then its contributed transactions and 
prices will be included in the benchmark according to industry and regulator agreed rules. 
 

(17)  How should surveys of data used in benchmarks be performed? What safeguards are necessary to 
ensure the representativeness and integrity of data gathered in this way? 
RVS does not currently include surveys in benchmark construction so cannot comment. 
 

(18) What are the advantages and disadvantages of large panels? Even in the case of large panels could 
one panel member influence the benchmark? 
Please see the response to question 16. Industry defined rules for large market makers ensure that no 
single participant has undue influence on the benchmarks.  
 
Under normal circumstances, if the group were composed of sufficiently large number of contributors 
then one member should not be able to influence the benchmark, especially if their data contribution 
conformed to regulator-approved guidelines and the benchmark was calculated following industry and 
regulator agreed rules.  
 

(19) What would be the main advantages and disadvantages of auditing of panels? Please provide 
examples. 
Please see response to question 16. Independent audit of all aspects of benchmark construction is a 
key component of the RVS service offering. 
 

(20) Where indices rely on voluntary contributions, do you consider that there are factors which may 
discourage the making of these contributions and if so why? 
Voluntary contributions imply that the contributor is able to self-select which transactions are supplied 
to the benchmark provider.  
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Under these circumstances, if the contributor has undertaken transactions which are far from current 
market norms, or they believe that the submission of such transactions may have a negative impact in 
how a regulator, or other body, views the contributor then they will be discouraged in making a 
contribution. 
 
However, if the voluntary nature of the contribution is such that the contributor is, say, contractually 
committing to supply all of its transaction data then there should be no such discouragement. Of 
course, the firm may be significantly discouraged from entering into the voluntary contribution 
agreement in the first place and hence the benchmark may receive no data from them rather than 
some. 
 

(21) What do you consider to be the advantages and disadvantages of mandatory reporting of data? Please 
provide examples. 
Mandatory trade reporting is necessary for regulators to enable analysis of systemic risk (as are LEI 
and a global product taxonomy). A stable and well-functioning, transparent financial markets industry 
is vital for most modern economies to function and is obviously to the benefit of firms working in the 
banking sector. There would appear to be no logical reason why data/ trade reporting should not be 
mandatory. 
 

(22) For entities contributing to benchmarks which are regulated by financial regulation, what would be the 
advantages and disadvantages of bringing their benchmark submissions under the scope of this 
framework? 
As previously stated, RVS’ view is that benchmark submissions and creation should be included in a 
framework for financial market infrastructure regulation. Self-regulation through independent 
committees followed by endorsement or approval of rules by national regulators creates a balance 
between firms determining their own destiny and regulatory “black letter” rules text.  
 

(23) Do you consider that responsibility for making adjustments if inadequate data is available should rest 
with the contributor of the data, the index provider or the user of the index? 
In the RVS approach such a determination is made by the independent governance committee. RVS 
applies the rules as determined by the committee and reports any out of bounds data as described by 
the rules.  
 

(24) What is the formal process that you use to audit the submissions and calculations? 
The RVS service has a number of computer-based “engines” which process data and trap data errors 
and issues using such measures as tolerance checking, calibration measures, arbitrage free analysis 
and other data cleansing techniques. Using evidential data to analyse benchmark creation including 
liquidity analysis, size of transaction and time of execution (i.e. is a small trade dealt away from today’s 
price range an attempt to move the end of day rate). These engines apply the industry rules for 
processing submissions and calculations. Any issues follow a well-defined process of reporting and 
escalation both within the contributing institution and, if the severity warrants to the industry 
committee/s.  
 
In addition a rigorous development, test, upgrade and deployment methodology is employed and the 
engines and operational processes are independently audited on an annual basis. Any issues are 
reported both to the industry and to the regulators. RVS resolution of the issues is audited and 
independently verified.  
 

(25) If there are any weaknesses identified in the audit, who are they reported to and how are they 
addressed? Is there a follow up process in place? 
Please see response to question 24. Any and all issues are reported to the industry and regulators. 
Once the problems have been resolved, an independent audit check is carried out to ensure 
compliance. 
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(26) How often are submissions audited, internally or externally and by what means? Do you consider the 

current audit controls are sufficient? What additional validation procedures would you suggest? 
All submissions are tolerance checked as they are received (RVS operates a daily, follow the sun, end 
of day service). Internal checks ensure that any non-compliant submissions are highlighted and a 
rigorous process of reporting is then followed. The annual audit has been deemed sufficient by 
industry committees to date but a more frequent or even an ad-hoc audit process would also be 
welcomed if required. 
 

(27) What are the advantages and disadvantages of a validation procedure? Please provide examples. 
There should be no disadvantages to an independent validation. Over the past 18 months, RVS has 
unearthed many cases where data thought to be correct was found to be erroneous. In some cases, 
internal processes have failed leading to false data being submitted to quote vendors while in other 
cases these prices have been used for P&L leading to false reporting. 
 
Some firms have described the industry contribution model into the quote vendor environment as 
“historically negligent” and there is a growing recognition of the problems. 
 

(28) Who should have the responsibility for auditing contributed data, the index provider or an independent 
auditor or supervisor? 
The RVS model of transparency requires that an independent auditor verifies the operation of the 
engines. 
 

(29) What are the advantages and disadvantages of making benchmarks a regulated activity? Please 
provide your arguments. 
Please see our response to question 14. 

 

2.1.3 Chapter 3: The Purpose and Use of Benchmarks 

 

(30)  Is it possible and desirable to restrict the use of benchmarks? If so, how, and what are the associated 
costs and benefits? Please provide estimates. 

RVS does not wish to comment on this. 

 

(31) Should specific benchmarks be used for particular activities? By whom? Please provide examples. 

Each benchmark should be fit for the purpose it is being used for. Specifically, as new products are 
launched that are linked in some way to a benchmark, the appropriateness and legitimacy of the 
benchmark should be taken into consideration when obtaining regulatory approval for those products. 
Additionally the regulators should engage more deeply in the activities of relevant benchmark 
producing bodies. This notwithstanding, RVS does not have a view on mandatory use of specific 
benchmarks. 

 

(32) Should benchmarks developed for wholesale purposes be used in retail contracts such as mortgages? 
How should non-financial benchmarks used in financial contracts be controlled? 

We believe there should be separate benchmarks for wholesale and retail financial instruments e.g. 
inter-bank lending interest rates should have a separate benchmark than retail lending interest rates. 
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(33) Who should have the responsibility for ensuring that indices used as benchmarks are fit for purpose, 
the provider, the user (firms issuing contracts referenced to benchmarks), the trading venues or 
regulators? 

Authorities should create a robust and consistent framework for the entire process. Furthermore the 
Authorities should ensure that, subject to the highest quality standards and compliance to a 
consistently applied framework, new benchmarks can be brought into being alongside any existing 
benchmarks which are found not to meet these highest quality standards. 

We believe that regulators should be involved in the removal of any unreasonable barriers such that 
benchmarks can continue to evolve along with market practice and current needs - unlike the existing 
LIBOR framework which has failed to keep pace with market needs as they have developed over the 
past two decades. 

 

 

2.1.4 Chapter 4: Provision of Benchmarks by Private or Public Bodies 

(34) Do you consider some or all indices to be public goods? Please state your reasons. 

No, significant investment in technology and ongoing operations mean that benchmark producers 
need to have adequate return on investment in order to continue in this business line. 

(35) Which role do you think public institutions should play in governance and provision of benchmarks? 

A framework setting out appropriate governance structures for all benchmarks used by financial 
counterparties should be created. 

Ultimately all benchmarks produced by any mechanism should fall under the definition of FMI 
(Financial Market Infrastructure principles as defined by the Committee on Payment and Settlement 
Systems) so should be subject to oversight by each jurisdiction, corporate and banking regulators. 

Regulators should be exercising their existing powers in a more focussed approach to review and 
specifically governing banks input to public benchmarks. Their role in the reformation of LIBOR and 
similar mechanisms should be to effectively oversee and approve all the processes by which the 
benchmarks are created, validated, governed and distributed. This will ensure that the supporting 
processes for producing public benchmarks are robust, appropriate, transparent and sufficiently 
independent, thereby ameliorating the possibility of manipulation, collusion or abuse.  

 

(36) What do you consider to be the advantages and disadvantages of the provision of indices by public 
bodies? 

One of the key issues is that benchmarks are generally used on a global basis. It would be difficult to 
envisage a public body with sufficient global coverage and capability that could support the global 
marketplace.  

(37) Which indices, if any, would be best provided by public bodies? 

RVS does not wish to comment on this. 

(38) What conflicts of interest would arise in the provision of indices by public bodies? What would be the 
best way of avoiding these conflicts of interest? 

Given the intrinsic relationship between inter-bank lending rates as a representation of the financial 
health of a market economy, and the interconnection between such rates and central bank lending 
rates, there need to be clear guiding principles with associated common policies in situations where 
public bodies provide inter-bank lending rate benchmarks. 

Naturally, having independent central banks – from political and other governmental institutions – 
would create the clearest barrier to any potential conflicts of interest in this regard. 
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2.1.1 Chapter 5: Impact of Potential Regulation: Transition, Continuity and International 
Issues 

(39) What are the likely transition challenges, costs and timelines for relevant benchmarks? Please provide 
examples. 

Significant aspects of LIBOR and other benchmarks could be replaced and / or improved in the short to 
medium term. There could well be significant operational and legal challenges which would mean that 
a complete replacement of LIBOR and other benchmarks could take many years. 

 

(40) How do you consider that the adoption of new benchmarks could be ensured? Is this best framed in 
terms of encouraging or mandating the use of particular benchmarks? 

As benchmarks are used within voluntary contracts, RVS does not envisage that they should be made 
mandatory. However, where local regulators and other public bodies control or have strong influence 
over the existence of a particular benchmark, such as LIBOR, then they can facilitate the termination of 
a benchmark at a pre-defined date. If at the same time, and as part of a well-planned smooth 
transition, an alternative benchmark were to be introduced then counterparties could migrate over to 
the new benchmark over time. This would require a clear deadline for the termination of the old 
benchmark. 

In short, yes this should be framed within the context of encouragement rather than mandated use, as 
mandated use of a benchmark by a local regulator may have unintended extra-territorial 
consequences. 

Any consensus pricing benchmark which is not evidenced by transaction data will have similar issues to 
that which we have described with LIBOR. Any benchmark that has not been created using 
representative data contributions and supported, enhanced by evidential data and a rigorous process 
will face similar issues to those faced by LIBOR. 

 

(41) How can reforms of the regulation of benchmarks be most easily implemented? 

RVS believes the best way to reform existing practice is to follow this framework: 

 Direct connection from the benchmark provider to the relevant trading / deal capture system 
within each bank removing the human element and possibility of manipulation – automated 
computer controlled contribution, validation and index calculation 

 Certainty index for less liquid instruments 

 Local and global banks within every centre where a fixing is required will be able to be part of 
the automated contribution and setting 

 Transparent Rules, Conventions and Policies relating to the benchmark approved by the local 
centre/jurisdiction regulator 

 Independent governing bodies in each centre with a global oversight body 

 Process for independently validating and verifying contributions 

 

(42) What positive or negative impacts, if any, do you see on small and medium-sized enterprises of the 
possible regulation of indices, and how could any negative impacts be mitigated? 

Pricing of contracts, especially for interest rates on loans may prove more volatile during the initial 
elements of the transition from existing practices to new benchmarks. This may make SMEs less able 
to secure credit lines from financial institutions. 
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(43) Are there other impacts which should be considered? If so please specify the nature of these impacts 
and provide evidence. 

RVS does not wish to comment on this. 

(44) In which countries are benchmarks used in your sector produced? From which countries are data used 
for the production of benchmarks in your sector? In which countries are benchmarks used in your 
sector? 

RVS provides end-of-day pricing under the auspices of AFMA in Australia. We capture data from 
financial institutions based in that location. A group of 18 G-SIBs in the UK are engaged in a pilot 
programme which will be live in 2013. 

(45) Are there non-EU benchmarks which could serve as substitutes? Are there non-EU benchmark providers 
which could produce similar benchmarks? 

The principles with which RVS delivers benchmarking data in Australia and the UK can be extended 
into the EU, under an appropriate governance and transparency structure. 

(46) Are there international benchmarks which could serve as substitutes for national benchmarks? 

There are already a number of alternative inter-bank lending rates that are used in similar areas (such 
as the Fed Funds rate in the US for certain benchmark pricing as well as the X-IBOR’s prevalent in other 
markets).   

However, there would be significant transition risks were there to be the immediate replacement of 
LIBOR or other benchmarks. It is our view that the creation of a new and robust framework for 
benchmark providers will allow new, more appropriate benchmarks to emerge and develop alongside 
existing benchmarks in the short to medium term. All benchmarks and their providers should be 
subject to the highest standards prescribed in the framework. 
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3 Appendix 1 - RVS QED Benchmarks 

3.1 Key characteristics 

RVS has created a global industry benchmark service for independently and transparently validating End of Day 
(EoD) rates and curves – it was designed to be the single industry source for EoD rates for all time zones and 
centres. The service has been incubated in Australia prior to a global roll out in which started in 2012.  

Rate Validation Services Qualitative Evidential Data (RVS QED) Benchmarks have the following key 
characteristics to ensure complete accuracy and transparency: 

1. The daily Benchmarks are, as much as possible, based upon actual transaction or evidential data.  
a. RVS software pulls the economic elements of confirmed trade data directly from bank systems 

(i.e. fully automated thereby removing opportunities for manipulation) at various time points 
during the day. 

b. Each benchmark is created industry defined Rules, Conventions and Policies which are signed 
off by an independent panel  

c. The independent panel may be made up of industry experts, academics, regulators and other 
eminent individuals depending on the characteristics required by the jurisdiction. 

d. The service is independently audited on a regular basis to ensure that the construction of all 
benchmarks is in accordance with the agreed Rules, Conventions and Policies. The audit is 
made available to regulators and market participants to ensure complete transparency. 
 

2. If transactions are not available for the particular market segment on any given day, previous 
transactions as well as indicative price quotes are included according to industry defined Rules. Non-
evidential data is allocated into the Benchmarks at a lower confidence level. 
 

3. Confidence and liquidity metrics are published on all benchmarks for analysis by both banks and 
regulators to establish the veracity of the underlying data and therefore the robustness of the 
resultant benchmark. 
 

4. Benchmarks can be constructed at multiple levels according to the characteristics of a particular 
market.  
 

5. The construction of the benchmarks based upon industry Rules and Conventions is completely 
transparent but individual bank contributions are currently only accessible to regulators in order to 
protect the Intellectual Property of any contributing bank. 

 

6. Industry standard curves are created to assist with collateral settlement and OTC Central Clearing 
initiatives. 

In summary, RVS QED uses evidential data pulled directly from bank systems, making any manipulation almost 
impossible. The Rules, Conventions and Policies governing each benchmark are set by the independent expert 
board and approved by a separate independent panel which may also include the local regulator.  

We believe RVS QED ensures the accuracy required and provides the transparency of the collection, 
calculation and governance of each benchmark to allow for each countries specific requirement for calculating 
LIBOR or an equivalent benchmark. 

RVS QED is currently undergoing a proof of concept (PoC) for Swaptions with 18 of the world’s largest banks in 
the UK and it is expected that this service will roll out on a daily basis in 2013. 
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3.2  Transparency 

RVS activity is governed by the participants in the market. In each key jurisdiction a panel, which may include 
the local Self-Regulatory Organisation (SRO) or an industry body (such as BBA, AFME etc.) is engaged, not in 
the context of a lobby group, but in order to convene and run a series of specialist committees who are 
responsible for setting the Rules, Conventions and Policies under which a benchmark is constructed. Each local 
regulator will have access to the Rules, Conventions and Policies to ensure the transparency and accuracy of 
the data is being maintained. 

Examples of Rules include: 

1. Number and type of contributions required to calculate a QED consensus benchmark  
a. Transaction data from both banks, brokers and other market participants 
b. Indicative quote data 
c. Other data sources 
d. Transactions to be excluded – to stop any manipulation by small trades near EoD 
e. Statistical and other calculations (such as correlation analysis) that leads to the greatest 

accuracy 
2. Confidence Index – principally for derivative products but not for LIBOR 

a. Analysis of the transaction data by time, volume & statistics to transparently provide a  
b. Liquidity Index – as part of Rules for calculation of the confidence index 

3. Reporting of suspect transactions 
a. Transactions of certain characteristics are to be reported to the governing body and individual 

bank auditor for investigation based upon the Policies set 
4. Method for calculation of Benchmark 

a. Removal of outliers 
b. Average, exponentially moving weighted average (for example in illiquid markets where trades 

over a number of days are included) 
c. Statistical and other calculation methods i.e. for volatility surfaces (i.e. SABR etc.) 

5. Histories 
a. All raw and benchmark data is retained, providing accurate hindsight review 
b. Data is collected at multiple times during a 24 hour period 
c. Full audit across raw and benchmark data 
d. Complete set of meta data that fully describes the underlying data is captured with each rate 

point  

3.3 Capital, operational costs and EOD rates 

Basel III regulations will see a significant rise in capital requirements (BCBS estimate a doubling of overall 
capital and have released additional capital requirements for G-SIFI banks).  

EoD rate collection and validation is carried out by every individual bank each day. Each bank is collecting 
essentially the same data set as every other bank, meaning that they are all performing the same task but with 
different business processes. The cost of these duplicated processes in each bank is substantial. 

Different data inevitably leads to inconsistent valuation practices and reporting. Practical issues such as 
different collateral valuations lead to disputes which require more capital to be allocated as well as time and 
money to resolve. From a regulatory viewpoint there is no consistency of reporting meaning that a unit of risk 
reported by one bank cannot be compared to the same unit of risk reported by another bank. 

New regulations require greater arm’s length independence and transparency, without which it will be harder 
to substantiate results in a manner which satisfies regulators, auditors and analysts. New banking and 
accounting standards are targeting the data, not models, with the implications of significant capital increases 
above current levels. 
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RVS QED solves the problems of independence, evidence, transparency and consistency from both the 
regulatory and market participants’ perspective meaning that risk, P&L and other metrics can be based upon 
the same measures across all firms. 

3.4 Firm resolution 

Firm resolution (or wind up) is an important issue and banks are required to have plans that would allow them 
to be wound up in a controlled manner in the event of a failure. Recent firm failures have highlighted the 
difficulty of arriving at agreed valuations for portfolios and individual transactions meaning that the time for 
resolution is potentially significantly extended (e.g., the Lehman resolution is expected to continue for a 
considerable length of time).  

An industry benchmark is not a panacea to all potential problems and issues in the resolution of a large, 
complex institution, but would provide a reference point against which many transaction valuations could be 
agreed. An industry standard and approved set of valuation adjustments will further clarify and enhance the 
ability to arrive at a speedy resolution. 

3.5 Governance model 

A key design principle of the RVS service is the governance model that allows the industry to clearly 
demonstrate independence and transparency to each centre’s regulators. 

This self-governance model is one aspect which separates RVS from any existing consensus based quote 
vendor services. There are a number of aspects to this self-governance: 

 Local independent expert engagement in each country ensuring all local Rules and market nuances are 
captured in the service  

 Further independence with buy side, broker, audit firms, academia and other eminent independents 
engaged in the process 

 A global Advisory Board (Eminent Independent people) which will provide RVS and local industry 
bodies with guidance on the global interpretation/implementation of Rules and governance 
requirements ensuring robustness of the industry self-governance.  

 As an example, AFMA, the Australian industry association, has been engaged to run industry 
committees and working groups who have defined the Conventions, Rules, Policies and Governance 
Processes for each asset class or instrument group for trading activity in the Australian jurisdiction. The 
Board of AFMA is made up of representatives from banks, brokers, semi-government operations and 
fund managers. 

The Rules are available to all other jurisdictions so that it will not be necessary to start with a blank sheet of 
paper in each country. Each jurisdiction can define its own changes to the Rules allowing quicker adoption of 
the RVS service. Key groups in major trading centres are engaged in this process. 

The outcome is that the EoD benchmark rate will be as accurate as possible reflecting the true price from each 
centre and time zone at their end of day. RVS is the ultimate “trusted source”. 

3.6 IFRS 13 categorisation, fair value and valuation adjustments 

Whilst not directly related to the issues of LIBOR, RVS QED benchmarks employ a number of Rules based and 
statistically based techniques for allocating prices into the appropriate accounting category – again to ensure 
that the processes utilised for bank reporting are as accurate as possible. 

Statistical approaches are used to support the determination of IFRS 13 categories, fair values and valuation 
adjustments (confidence intervals).  
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Detailed, technical descriptions of the techniques employed in the RVS Statistical Analysis Module (SAM) are 
described in “RVS statistical techniques application to valuation adjustments” and further mathematical 
background is available in the paper “Multivariate Approaches to Breach Detection for the RAVA Service”. 

Ultimately, the precise specification as to which techniques apply to which asset is determined by industry 
expert panels as previously described. 
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4 Document control 

If you have any queries regarding the information in this document, please contact: 

Contact  

John Crowley-Clough | Director | COO 

Rate Validation Services Pty. Ltd. 69 Old Broad Street, London EC2M1QS 

Email: john.cc@rvsqed.com 

4.1 Distribution 

Date  Version Recipient(s) 

Nov 2012 V0.9 Final 
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