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28 November 2012

UniCredit reply to EC Consultation document on
the regulation of Indices

(ID Number 03094871618-32)

UniCredit is a major international financial institution with strong roots in 22 European countries,
active in approximately 50 markets, with about 9.500 branches and 150.000 employees.
UniCredit is among the top market players in Italy, Austria, Poland and Germany. In the CEE
region, UniCredit operates the largest international banking network with around 4.000 branches
and outlets. UniCredit is a market leader in the CEE region.

UniCredit’s reply to the consultation paper reflects to a large extent the position developed
by Associazione Bancaria Italiana (ABI) in its reply.

Executive Summary
- UniCredit points out that a European principle-based legislation, valid for each EU market
player regardless of its nature, is crucial to ensure that all financial indices are set up and
calculated in line with the most recent developments and with the relevant principles of financial
markets such as: integrity, principles of investor protection and sound and prudent management
of authorized firms. In the context of this legislation, a compliant self-regulation should be
appropriately allowed. [reply (13)].

- With reference to the key issue about the use of actual trade data or of estimations, the
financial crisis has shown that pragmatism is needed and that there is no ideal or “one size
fits all” approach. Some indexes may suit the best when considering actual data, whilst
others are more meaningful with submissions of estimates. We believe that actual data-
based indexes are to be preferred in an extremely liquid and homogeneous market (i.e.
when there is no tangible difference among different submitters); a robust governance and
market liquidity would reduce the risk of market manipulations. When market is illiquid or
disrupted, or when real transactions seldom take place (e.g. the current interbank market
conditions in the Euro area), then estimates are the best solution [reply (9)].

- In order to ensure that forms of market manipulation of money market indices are properly
tackled and that information quality is enhanced, it would be advisable, at least for certain
important benchmarks, either a "concentration of trading" on electronic platforms or an
obligation to transmit appropriate and standardised statistics to a specific institution (e.g. to
trade repositories that already operate pursuant to the European Market Infrastructure Regulation)
[reply (12)].

- The selection of panel of contributors is crucial. We provide some suggestions on the internal
governance and control functions of the contributing entities. We also think that the panel
should be representative of the relevant market segment and that anonymity, as a
potential safeguard for the selection of the panel members, has pros and cons [reply (16)].

- Before implementing substantial changes to “systemically important” indices, there are
many challenges to be carefully addressed. We list the main legal, operational and markets
challenges. We also provide some suggestions to ensure continuity in case substantial changes
are implemented [reply (40)].
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List of questions and answers

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

(1) Which benchmarks does your organisation produce or contribute data to?

We contribute to several indices. For the purpose of this reply we primarily focus on those which
follow given their importance (referred as “ money market indices”): EBF-Euribor, EONIA, Eurepo
and EONIA Swaps.

(2) Which benchmarks does your organization use? What do you use each of these benchmarks for?
Has your organization adopted different benchmarks recently and if so why?

We contribute to several indices. For the purpose of this reply please find below a break-down of the
benchmarks we use by type of loan to retail customers.

Benchmark used Type of loan
Euribor, Eurirs and the ECB
policy rate

Mortgage loans

Euribor and ECB policy rate floating rate mortgage loans
Eurirs fixed rate mortgage loans

(3) Have you recently launched a new benchmark or discontinued existing ones?

No, we have not.

As far as mortgage loans to retail customers are concerned, neither any new benchmark nor
significant changes in the existing ones have been undertaken.

(4) How many contracts are referenced to benchmarks in your sector? Which persons or entities use
these contracts? And for which purposes?

With reference to banking books, all floating rate instruments, including floating-rate corporate
loans, floating-rate retail mortgage loans, are affected by the money market indices.

We estimate millions of contracts linked to Euribor at industry level. Euribor is also used as a
Treasury tool for hedging and trading purposes, as well as EONIA, Eurepo and EONIA Swap Index.

As for mortgages loans to retail customers, 100% of our offer is benchmarked.

Mortgage loans sold to private retail customers can be classified as follows based on the underlying
purpose:

Benchmark index
Purpose of the mortgage loan

Euribor ECB rate Eurirs
1st house purchase √ √ √ 
Renovation √ √ √ 
Construction √ √ √ 
Home Equity Loan (HEL) √ x √ 
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Exchange + HEL  √ √ √ 
Exchange (Subrogation1) √ √ √ 

(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.

These benchmarks are used to price financial instruments to a very large extent, since most of
interest rate derivatives used for swapping fixed with floating rate are linked to Euribor. The same
applies for EONIA swaps, where a counterparty swaps a fixed rate against overnight rates. A rough
wide-system estimate can be most likely evaluated in hundreds of Euro trillions.

(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.

EONIA is based on real transactions, whilst Euribor, Eurepo and EONIA Swap Index are based on
estimations. Rates are submitted by a panel of banks. Tail rates (outliers) are excluded and an
average is made of remaining submissions.

Submissions, according to Euribor definition, are based on a panel bank estimation of what rate
would be exchanged between two prime banks for a deposit.

EUREPO is the rate at which one bank offers funds in Euro to another bank if in exchange the former
receives from the latter the best collateral within the most actively traded European repo market.

EONIA Swap Index is the average rate at which a representative panel of prime banks provides daily
quotes that each panel bank believes is the mid market rate of EONIA SWAP quotations between
prime banks.

As far as mortgage loans to retail customers are concerned, we use Euribor, ECB rate and Eurirs. These
indexes are made public (through the main financial press and media in general), hence known to
end customers.

(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?

From a market perspective , indices are key elements for the efficient functioning of financial
markets. We list below the main factors that we deem the most important in choosing a reliable
benchmark. However, pragmatism, customer’s orientation, rapid adaptation to changes and financial
innovation are also necessary.

 Credibility and integrity: the benchmark should be very difficult to be manipulated and it
should be based on a sound governance that would allow to properly adjust the index criteria,
if and when needed.

 Reliability and accuracy: the benchmark should properly reflect and represent the underlying
value or phenomenon.

 Sustainability: the benchmark should be foreseeable, consistent over time, under normal and
distressed conditions, not subject to structural disruptions, especially if used in long term
contracts.

1
It refers to the process where a new bank substitutes the prior one to the claims and rights on the mortgage.
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 Rule based and replicability: the benchmark should be subject as less as possible to discretion.
It should be transparent enough to be replicated in house.

From a regulatory standpoint , UniCredit believes that a reliable benchmark should meet at least the
two following requirements:

 Purpose criteria: the benchmark should be adequately representative of the market to which it
refers and sufficiently diversified (e.g. in terms of sectors or countries);

 Structure Criteria: the benchmark should be transparent with respect to the methodology of
calculation (data to be used, features of composition, frequency of the recalculation, etc.), its
governance and publication.

In this respect, we note that such requirements are already in line with both the best market practices
and the European legal sources dealing with, amongst other, such issues (see article 53.1 of
2009/65/EC Directive – so called UCITS IV Directive).

Finally, we remark that a principle-based regulation should be preferred to a detailed-rule approach.

The factors which make a benchmark preferable for retail mortgage loans include the characteristics
of being common (i.e. widely used) and shared in the marketplace, made public as well as accessible
to the end client.

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?

We do not use hybrid benchmarks. EONIA uses actual transactions, whilst Eurepo, EONIA Swap Index
and Euribor use estimations. Rates in estimated benchmarks are the result of the observation of the
prevailing conditions in relevant markets, e.g. deposits and Overnight Indexed Swaps (OIS). Other
parameters which may affect rates are inter alia general liquidity situations, Central Bank
operations, reserve requirements’ fulfilling trend, related assets (such as Treasury bills of some
countries).

(9) Do you consider that indices that do not use actual data have particular informational or other
advantages over indices based on actual data?

The financial crisis has shown that pragmatism is needed and that there is no ideal or “one-size-
fits-all” approach. Some indexes may suit the best when considering actual data, whilst others are
more meaningful with submissions of estimates.

We believe that actual data-based indexes are to be preferred in an extremely liquid and
homogeneous market (i.e. when there is no tangible difference among different submitters); a
robust governance and market liquidity would reduce the risk of market manipulations. When
market is illiquid or disrupted, or real transactions seldom take place (e.g. the current interbank
market conditions in the Euro area), then estimates are the best solution.

(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?

We do not envisage any major disadvantages apart from the fact that a very complex calculation
problem may arise. In fact:
 when mixing actual data with estimations (in case of interest rates) one faces the complex task

of blending the curve in order to obtain a smooth set of data. We consider that a non-smooth
curve or an oddly shaped one (to make an extreme example, 3m rate fixing at 1%, 6m rate at
2%, 12m rate at 1% again) would be credible only if it represented the real average market
situation, not reflecting any outliers;



for publication

5

 actual transactions may produce scattered and erratic data from day to day, thus creating
volatility not derived from the general market sentiment and behaviour. This risk is particularly
tangible in fragmented markets;

 an arbitrary choice has to be made when deciding ex-ante which type of interpolation has to be
used;

 panels should be carefully chosen, since different panels may produce very different indices even
if observing the same underlying instrument. A system based on real transactions has to be as
comprehensive as possible.

(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.

UniCredit does not see any major costs or issue in switching from estimations to actual transaction
in case of EONIA Swap Index.
For the other indices, the use of actual transactions data must be carefully assessed. In particular, as
far as Euribor is concerned, we fail to foresee which behaviour a new index could have, because it is
not clear which would be the substituting benchmark. Inevitably a number of above mentioned
variables (including for instance the definition of the interpolation method in reply 10) would need to
be set.

(12) What specific transparency and governance arrangements are necessary to ensure the
integrity of benchmarks?

In order to ensure that forms of market manipulation of money market indices are properly tackled,
we would suggest the following approach.
In the presence of widely used benchmarks, whose importance for markets and real economy is high,
benchmarks should be representative of high trading volumes and their calculation should result from
actual and transparent trades, when possible, so as to ensure that they are legitimate and trustful. This
result can be reached more easily when transactions are concluded on electronic platforms.
Following this approach, with reference to the recent “Amended Proposal for a Regulation on insider
dealing and market manipulation” and the “Amended Proposal for a Directive on criminals actions for
insider dealing and market manipulation” issued by the EU Commission in July 2012, we believe the
wording proposed by the EU Commission should be amended as follows:
REGULATION
In Article 2(3) the following point (d) is added:
"(d) benchmarks, where (i) any transmission of information, input, calculation or behaviour affects, or is
likely to affect the calculation of the benchmark; and (ii) affects, or is likely to affect the price or value of a
financial instrument where the price or value of that instrument depends on that transmission of
information, input, calculation or behaviour".
In Article 8(1) the following point (d) is added:
"(d) transmitting false or misleading information, providing false or misleading inputs, or any behavior
which (i) manipulates the calculation of a benchmark. and (ii) affects, or is likely to affect the price or
value of a financial instrument where the price or value of that instrument depends on that information,
inputs, behaviour".
DIRECTIVE
In Article 4, the following point (e) is added:
“(e) transmitting false or misleading information, providing false or misleading inputs, or any other
equivalent behavior which intentionally manipulates the calculation of a benchmark and (ii) affects, or is
likely to affect the price or value of a financial instrument where the price or value of that instrument
depends on that information, inputs, behavior”.

Finally, to enhance transparency and information quality (accuracy and reliability) in markets originating
benchmarks of systemic importance, either a "concentration of trading" on electronic platforms or an
obligation to transmit appropriate (standardized, homogeneous, ...) statistics to a specific institution (e.g.
to trade repositories that already operate pursuant to EMIR) would be advisable to ensure a higher level of
transparency.

(13) What are the advantages and disadvantages of imposing governance and transparency
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requirements through regulation or self-regulation?

As for money market indices, an adequate - not excessive - level of regulation would be appropriate,
as well as monitoring by the regulator in full compliance with codes of conduct and operational
procedures in individual companies.

As for all financial indices, UniCredit points out that a European principle-based legislation valid for each
EU market player regardless of its nature (e.g. credit or financial institution, asset manager, insurance
company) should represent an important factor for ensuring that all the financial indices are set up and
calculated in line with the most recent developments and with the relevant principles of the financial
markets such as: integrity, principles of investor protection and sound and prudent management of the
authorized firms.
In the context of this legislation, a compliant self–regulation should be appropriately allowed, not ruling
out forms of self-certification by the party providing the indices.

(14) What are the advantages and disadvantages of making contributing data or estimates
to produce benchmarks a regulated activity? Please provide your arguments.

In addition to the answer to question (13), we note that the best solution would be that rates/prices
should be actually traded. Nevertheless, in illiquid markets the adoption of a hybrid solution could be still
acceptable, although the two components in the presence of inefficient markets, such as those that
characterize the current phase, can lead to erratic readings with potential misalignment, not negligible,
especially for maturities where transactions are very rare. A possible hybrid solution should be also
associated with a stricter regulation and with possible control of contributors by competent authorities
and with a definition of the contribution modalities so as to ensure an utmost transparency.

(15) Who in your sector submits data for inclusion in benchmarks? What are the current
eligibility requirements for benchmarks' contributors?
Group Treasury Unit contributes to the money market indices which are the focus of the reply to this
consultation: EONIA, Euribor, Eurepo and EONIA Swap Indices. All individuals contributing to the
benchmarks are well trained market practitioners, with multiannual experience in interbank market.

(16) How should panels be chosen? Should safeguards be provided for the selection of panel
members, and if so which safeguards?

When considering transactions, panels should have the largest possible amount of submitters, with
the widest possible representativeness (in terms of geography, size and core business of the banks).
This could be chosen by a stakeholder’s group made of senior managers from financial institutions,
representatives from relevant trade associations. Public officers at the appropriate level are desirable
as observers.

With particular reference to the internal governance of the contributing entities, UniCredit believes that a
formal process for identifying the relevant functions and establishing their role and responsibility must be
ensured. In this respect, each institution member of the panel should have an appropriate organizational
structure that envisages a proper oversight and control of the internal process for ensuring its compliance
with the regulation and self-regulation (if any).

Focusing on the potential role of the internal control functions, we believe that accordingly to their
specific tasks:

 the compliance function has to preliminary evaluate the internal policy in which the quoted
process has to be formalized and regularly monitors the measures put in place for managing
potential conflicts of interest;

 the risk management function has to monitor the process related to the definition of the data
relevant for the contribution;
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 the internal audit function has to assess the adequacy of the internal process and related controls
as well as to verify that such processes and controls fit for their purpose and comply with the
relevant provisions.

Some argue that anonymity is a potential safeguard for the selection of the panel members. In UniCredit
view, the anonymity of the individual contributions to the panel is not necessary in order to maintain the
current level of transparency. Anonimity is irrelevant for what concerns benchmarks formed only on the
basis of the contributors’ simple statements (e.g. Euribor). In the case of a different parameter‘s
definition – whose content is related to the effective operation of the individual contributors (e.g. Libor) -
the anonymity would certainly guarantee due confidentiality on transactions. However in the latter case
contributions would however need to be monitored by the competent authority to preserve the system.
Moreover, we are of the opinion that anonymous contributions which are disclosing actual underlying
transactions may unduly increase the volatility of these latter benchmarks. More in general, the anonymity
of transactions is an important issue to be taken into account since banks, for understandable reasons of
operational strategy, do not like to make known their positions in the market. Accordingly, banks prefer the
set up of anonymous markets via electronic platforms, clearing houses etc.

(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?

As said, when considering transactions, panels should have the largest possible amount of
representative submitters. Also we suggest to adopt a “one bank, one vote” approach: believe that a
“weighted average” approach, where final benchmark rates are calculated after having weighted all
transactions according to their notional amount, may represent only country- or region-specific rates.

(18) What are the advantages and disadvantages of large panels? Even in the case of large
panels could one panel member influence the benchmark?

Large panels (ca. 80 submitters) create a virtually impossible-to-manipulate index, whilst it may
create some operational difficulties for the entity entitled to calculate the index. If the benchmark
rate is calculated with a “one bank, one vote” methodology, then single bank or single clusters of
banks can hardly influence the final rate.

(19) What would be the main advantages and disadvantages to auditing of panels? Please
provide examples.

We would not see particular disadvantages. On the other hand, the advantages would be the
following: i) ensuring that policies and procedures are in place and are updated; ii) avoiding conflicts
of interest; iii) granting data quality of rates submitted in the panel.

(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?

The existence of a reputational risk leads to a careful evaluation of the pros and cons of contributing
to the definition of indexes.

(21) What do you consider to be the advantages and disadvantages of mandatory reporting
of data? Please provide examples.

Reliability and accuracy would be positively affected. On the other hand smaller banks may find extra
operational burdens and costs.

(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?
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UniCredit remarks that a European principle-based legislation should be established in order to maximize
the advantages of a regulatory framework regarding all financial indices. Such regulation for contributing
entities should ensure consistency, transparency and regulatory oversight. A principle-based legislation
should be established by taking into account local requirements already into force, in order to reduce as
much as possible the regulatory costs arising from overlapping regulation.

Regulatory tools and powers useful to ensure integrity and quality of benchmarks will be high added
value and will allow the re-establishment of trust on benchmarks by markets and public opinion. On top of
a constant monitoring by competent authorities on the work of contributors, there will be a need to define
precise and objective criteria for contribution, which could be subject to an ex post check of accuracy.

In addition, the confidence of investors in a given market is definitely linked to its degree of transparency
(volumes and prices). Common rules, which avoid competitive disadvantages from a regulatory
perspective, as well as standardization of products must be pursued and adopted at international level
through cooperation between the various regulators and representatives of different markets (e.g. Euribor-
EBF, ISDA etc.).

Regarding, in particular, the money market indices (e.g. Euribor), it should be noted that the financial crisis
and the related regulatory answer (revised RWA and capital charges for counterparty risk) have severely
affected the interbank market, especially with regard to its liquidity. In order to restore efficiency of the
interbank market, it would be necessary to adopt measures aimed at improving the level of transparency
of transactions and, above all, at stimulating the level of liquidity through appropriate regulatory
measures. This would also ensure an efficient transmission of monetary policies to the real economy.

(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?

There should not be any adjustment in indexes unless genuine mistakes are involved (such as typos);
in this case the responsibility could rest on the index provider which may adjust single submissions,
but not the index itself.

(24) What is the formal process that you use to audit the submissions and calculations?

The audit process encompasses the review of organizational framework, internal policies and
procedures in place, evaluation and contribution processes, first and second level controls,
soundness of IT environment.

(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?

Each audit engagement is formalized into an Audit report, mainly addressed to auditees first
hierarchical heads and an executive report, which is an excerpt of the Audit report and is mainly
addressed to top management of the legal entity.
The Audit report is the primary tool for communicating the audit results, findings and
recommendations to management of all levels who are in a position to take appropriate actions as
well as other interested parties (CEO, Governing Bodies, Audit Committee, Statutory Board).
While Management is responsible for the identification of corrective measures to remedy control
deficiencies or to improve processes, the Internal Audit performs tracking activities to verify that
progresses have been made and that corrective measures have been implemented as planned. The
Internal Audit tracks all the findings and related corrective measures raised on the legal entity.

If there are delays in the implementation of corrective measures (i.e. “overdue” corrective measures),
Internal Audit involves an appropriate level of Management in the escalation process to ensure that
all relevant organizational levels are duly kept updated about the status of the risk mitigation
process. Based on the number and relevance of the “overdue corrective measures”, the Internal Audit
activates an escalation process. Additionally, unsatisfactory results are subject to a follow up Audit.
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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?

As part of a multi-year audit plan, submissions processes are internally audited at a frequency based
on an annual sound risk assessment and on a risk-based approach.

(27) What are the advantages and disadvantages of a validation procedure? Please provide
examples.

- No specific comments to be provided

(28) Who should have the responsibility for auditing contributed data, the index provider or
an independent auditor or supervisor?

With the ordinary risk based approach, the Internal Audit function of an index provider has already today
the responsibility to cover the way in which data are contributed to the panel. Nevertheless, considering
the importance of the benchmarks for the economic community an external certification by a third
independent party is likely to be perceived by the public as a further assurance to the consistency and
soundness of the panel.

(29) What are the advantages and disadvantages of making benchmarks a regulated activity?
Please provide your arguments.

See answers to replies (13), (14) and (22)

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.

Generally speaking, UniCredit points out that any restriction of an important item, like the
benchmarks for the market players, should represent an extrema ratio to be used only when the
integrity of the markets and the investor protection are seriously threatened.

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

- No specific comments to be provided

(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?

- No specific comments to be provided

(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?

Assuming a principle-based regulation in force UniCredit believes that the role of the competent
European Supervisory Authority should be to supervise the compliance of benchmarks through the
approval of detailed implementing measures or a self-regulation referring to each of them. Based on
this consideration, we believe that the user should only ensure that the selection process of the
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benchmarks is consistent with the related index linked products, while the provider should ensure
that the benchmarks are fit for their purpose.

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.

There are indices whose existence and integrity must be safeguarded with the involvement of competent
authorities not only for the efficient functioning of financial markets and banks’ activity but also for their
potential impact on households and corporates. The Euribor and EONIA are among those indices.

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

In general terms, in order to ensure the necessary flexibility to a dynamic process like the calculation of
the benchmarks and in order to promote its uniform interpretation and homogeneous application at
European level, public institutions could develop guidelines related to the principle-based regulation. The
principle-based regulation and the nature of any public intervention should be properly calibrated with
market participants: always when establishing rules, occasionally when addressing coordination failures
related to the production and the release of accurate and reliable statistics. In any case, it must be at
supranational or European level. For instance, the role of the ECB in providing EONIA data is valuable and
highly appreciated. In this regard, the investigation of areas for closer cooperation between the ECB and
the EBF is definitely welcome.

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

In terms of disadvantages, as mentioned above, UniCredit believes that the benchmark originated by
public bodies might entail the risk of being less flexible than the real markets needs.

In terms of advantages, the involvement of certain International (e.g. BCBS) and European public bodies
(e.g. ECB) may positively contribute to strengthen both credibility and integrity.

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

- No specific comments to be provided

Chapter 5: Impact of Potential Regulation: Transition, Continuity and International Issues.

(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?

UniCredit believes that conflicts of interest would arise if public bodies in charge of the provision of indices
decide to engage where possible- with the task of monitoring the indices calculation - working groups,
advisory committees which potentially include members working for banks. More specifically, such
conflicts would arise whenever such members would also be involved, within their respective banks in the
calculation or provision of data used by such Public Bodies to calculate the indices.

UniCredit considers that organizational measures able to mitigate these potential conflicts could be to
specify that members of these groups or committees would temporarily abstain, within their respective
banks, from participating to the calculation or the provision of data to the public body during their
mandate or, preferably that they should excuse themselves within the same groups or committees from
any discussion regarding their own respective banks.
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(39) What are the likely transition challenges, costs and timelines for relevant benchmarks?
Please provide examples.

Main transition challenges are:

 Legal issues arising from the fact that a single borrower/lender (corporate or private) may claim
that its contract is fulfilled until maturity keeping the same index; some contracts – but not all
of them – may have the clause that if a benchmark were dismissed, than another index or rate
could be used. Of course the substituting benchmark should be accepted by all counterparties.
Novations with change of benchmark may not be accepted.

 With reference to retail loans (such as mortgages or private loans), a very bad negative impact
on public opinion may take place if the novated contracts would cost more that ceased
contracts .

 If a benchmark is disrupted and a substituting index is put in place, all derivatives possibly
linked to the ceased benchmark may undergo abrupt changes in their mark to market
evaluation, with extremely relevant impacts on the balance sheets of the derivatives
counterparties (corporates and/or banks).

 Creating a new index/benchmark would create a major problem on pricing derivative
instruments, since no history or back-testing would be available or could be performed and no
pricing tool could be created.

(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?

In general, UniCredit highlights that the entry into force of the new principle-based regulation should be
carefully accompanied by transitional provisions aimed at ensuring well in advance at least:
 the adoption of implementing measures, including related self-regulation measures;
 the indication of the date in which such new regulation applies (presumably, once the legal framework

is completed);
 a transitional period for aligning the existing benchmarks to the new requirements;
 a transitional period for amending the index linked contracts pursuant to the new legal framework,

also envisaging contingency provisions in the event that benchmarks are unavailable to ensure
continuity of such existing contracts.

Concerning money market indices such as Libor/Euribor , if one were asked how competent authorities
could ensure continuity, a feasible solution for the unsecured money market could be represented by:
• the creation of a European market participated by a selected group of banks belonging to each of
the Euro area Member States, meeting specific requirements, along with other groups of investors
(also meeting specific requirements). Such diverse participation would facilitate that
the demand of liquid funds meets the supply of liquid funds with the use of instruments that could
be either asset-backed or not.
• the adoption of specific rules for the unsecured money market allowing:

- a lower capital requirement for the assets exchanged;
- inclusion of this type of assets in the liquidity ratio (for example, by making assets freely
marketable);
- uniform tax treatment for all members;

• the adoption of an electronic platform that gives maximum transparency to trading (volumes and
rates), under the supervision of a specific institution / regulator;
• use of the rates actually traded on a daily basis on such platform as reference benchmarks with
regards to some of the most liquid technical maturities (e.g. short-term maturities, up to 12 months).

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

As already mentioned, UniCredit suggests to set up a principle-based regulation with a transitional
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period for adopting implementing and detailed provisions (in this context, also by promoting a
compliant self-regulation), as well as for aligning the existing benchmarks and contracts to the new
requirements.

Furthermore, the strengthening of the competent European Supervisory Authority and the
establishment of the Single Supervisory Mechanism at European level and greater coordination with
similar international institutions are important steps forward to achieve a sound governance, in order
to prevent future manipulation and establish integrity, trust and fairness in the financial services
industry.

(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?

No answer provided

(43) Are there other impacts which should be considered? If so please specify the nature of
these impacts and provide evidence.

UniCredit highlights that an impact analysis should take into account at least:
 a coordination with the existing regulatory requirements on the same issue, especially at

national level;
 a continuity provision for the existing contracts in order to avoid potential disruptions and

new additional costs, or to adequately distribute them between market players and their
clients. This is of crucial importance with reference to long term mortgage loans executed
with retails, given the impact that a change in benchmark may entail not only at the sale
phase but also throughout the mortgage life cycle.

(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 sourced? In which countries are
benchmarks used in your sector used?

EONIA, Euribor, Eurepo and EONIA Swap Index are ‘produced’ in Europe, referring to sources located
within Euro area, but are used worldwide.

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

No, as far as EONIA, Euribor, Eurepo and EONIA Swap Index are concerned.

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

No, as far as EONIA, Euribor, Eurepo and EONIA Swap Index are concerned.
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Contact people (name.surname@UniCredit.eu)

Please find below the list of the key people involved in this work, whose contribution made
possible to coordinate and provide UniCredit answers to this Consultation. Some other experts
have been involved alongside the UniCredit Group, but are not listed below.

Coordination Team and Contributor

European and Regulatory Affairs / Public Affairs
Costanza Bufalini – Head of European and Regulatory Affairs
Micol Levi – Head of Regulatory Affairs
Riccardo Brogi – Regulatory Affairs
Marco Lagana’ – Regulatory Affairs
Andrea Mantovani – Regulatory Affairs

Other Contributors

Treasury
Pier Mario Satta – Head of Treasury
Alberto Covin – Short Term Funding & Interest Rate Management

Compliance
Antonio La Rocca – Co-Head of Global Regulatory Counsel
Francesco Martiniello – Head of Global Financial Services Counsel
Patrizia Della Mura – Global Financial Services Counsel

Mario Raffaglio – Head of Global Conflicts of Interest
Giovanni Francesco Gullo – Global Conflicts of Interest

Retail
Igor Borceto – Head of Transactional and Loan Products
Stefano Curti – Head of Financing and Damage Bancassurance
Floriana Dolci – Financing and Damage Bancassurance

Audit
Giovanni Battista Avanzi – Head of Audit Methodologies & Processes
Pietro Sivo – Head of CIB and Asset Management Audit Methodologies
Tiziano Fontolan – Head of Financial & Market Risk Management


