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6.
Brief analysis/ assessment of the resolution and requests made in it:
The resolution "Towards a pan-European covered bonds framework" supports the harmonisation of covered bonds at EU level, calling on the Commission to present a principles-based Directive for a European Covered Bonds framework. The Commission, in its mid-term review of the Capital Markets Union (CMU – published on 8 June 2017), had indicated its intention to present such a legislative proposal as early as in the first quarter of 2018.
The resolution states that covered bonds work well in EU markets. They are diversified and sound products thanks to some very successful national frameworks. The report raises the concern that a mandatory and comprehensive harmonisation aiming at a one-size-fits-all European model would have negative consequences. It therefore proposes a limited principles-based approach based on high quality standards and best practices but leaving means and ways to Member States.
The resolution also proposes a common definition of covered bonds with a three-tier market: some covered bonds would become Premium Covered Bonds (PCBs) and others remain Ordinary Covered Bonds (OCBs). In addition, it also proposes to create a new category of European Secured Notes (ESNs) consisting of non-government-backed infrastructure investments or credits to small and medium-sized enterprises (SMEs). PCBs, OCBs and ESNs would share common basic features: being fully backed by a cover pool of assets, with a full payment obligation and an equivalent priority claim in the event of the issuer’s default.
The resolution proposes to integrate special public supervision and transparency requirements into national law with the aim to achieve supervisory convergence across the EU.
7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission welcomes the overall positive and constructive tone of the report, which was widely supported across political groups. This will constitute a good basis for future work and discussions on the proposal which the Commission should present in the first quarter of 2018 as announced by the CMU mid-term review.
On the specific calls on the Commission mentioned in the resolution:

· Paragraph 3: "Calls for an EU directive which clearly distinguishes between the two types of covered bonds currently in existence, namely:
(a)
CBs (henceforth referred to as ‘Premium Covered Bonds’ (PCBs)) which do not fall below the standards currently set by Article 129 of the CRR; and
(b)
CBs (henceforth referred to as ‘Ordinary Covered Bonds’ (OCBs)) which do not meet the requirements set out for PCBs but do not fall below the standards currently set by Article 52(4) of the UCITS Directive […]":
As part of its CMU mid-term review adopted on 7 June 2017, the Commission has indicated its intention to present legislation for an EU framework on covered bonds to be presented in the first quarter of 2018.The Commission might consider broadly following the overall structure of the European Banking Authority's (EBA) report on covered bonds from 2016, thus keeping two classes of covered bonds as is already the case today. The basic covered bonds might possibly rely on a principles-based general framework defining the structural characteristics of covered bonds, not falling below the requirements set in the Undertakings for Collective Investment in Transferable Securities (UCITS) directive. The Commission might also consider making targeted amendments in areas necessary to enhance the conditions for granting preferential treatment to covered bonds compliant with Article 129 of the Capital Requirements Regulation (CRR).
· Paragraph 5:
Alongside the initiative regarding covered bonds, work is also underway within the Commission on the idea of European Secured Notes (ESN), with the Commission assessing their potential. This exercise includes asking the EBA for technical advice and engaging with stakeholders to gather information on e.g. potential assets, liquidity and the general structure and supervision of such an instrument. Given the need for further assessment, work on ESN should be distinguished from work on the new proposal on covered bonds, as envisaged in the CMU mid-term review.
· Paragraph 6:
The Commission might consider including the current demand for special supervision in the covered bonds framework, establishing rules regarding the system of special supervision and administration, including in the event of issuers’ insolvency or resolution.
· Paragraph 7:
The Commission might consider including rules governing transparency in the future framework of covered bonds. The idea could be to include the transparency requirements in the framework as a common structural feature applicable to all covered bonds, not just the ones compliant with Article 129 of the CRR, as also recommended in the EBA report. The transparency requirements would in general follow the suggestions in the EBA report regarding the scope, format and frequency of disclosure.

· "Defining PCBs, OCBs, ESNs and their regulatory framework"

and

paragraph 14: "Calls on the Commission to propose a revision of the European financial services legislation which specifies the regulatory treatment of PCBs, OCBs and ESNs":
One of the possible objectives in a new common covered bonds framework could be to establish covered bonds as an instrument defined by Union law, and to ensure a single, consistent and sufficiently detailed point of reference for prudential regulation purposes. The Commission thus might consider to defining both classes of covered bonds accordingly. As for the definition of European Secured Notes, further assessment on this instrument would be necessary.
· Paragraph 8: "Calls on the Commission to present a proposal for a European Covered Bond framework (directive) defining PCBs, OCBs and ESNs simultaneously, with a view to avoiding market disruptions during transition phases; calls on the Commission to include in this definition all of the following common principles achievable throughout the life of this issued instrument, independent of potential preferential treatment:
(a)
PCBs, OCBs and ESNs should be fully backed by a cover pool of assets;

(b)
National law should ensure dual recourse, i.e. the investor has:

i)
a claim on the issuer of the debt instrument equal to the full payment obligations;

ii)
an equivalent priority claim on the cover pool assets (including substitution assets and derivatives) in the event of the issuer’s default […]"
The Commission might consider including in the general framework the structural characteristics of covered bonds, including the dual recourse mechanism, segregation of cover assets and bankruptcy remoteness of the covered bonds, as these are the basic features making sure that investors have a prioritised access to the cover assets.
· Paragraph 9:
The Commission might consider continuing to reserve the preferential treatment provided for in Article 129 of the CRR to the traditional cover assets within the current loan-to-value (LTV) limits, and list these in the amended regulation. The valuation method of cover assets is in general seen as a subject-matter to be left to national legislation as it varies quite a lot across Member States and might not be considered fundamental to the framework.

· Paragraph 11:
The Commission will assess the possibility to empower the European Supervisory Authorities (ESAs) to evaluate the compliance of the different categories of covered bonds as well as the changes that might be needed in Article 52(4) of the UCITS Directive.
· Paragraph 15:
The Commission will assess the existing EU financial services legislation and take into account the potential of harmonising covered bonds at EU level serving two equally important purposes: to develop and enhance the market; and to strengthen the existing covered bonds market. A harmonised framework can facilitate the enhancement of the use of covered bonds as a stable and cheap funding for credit institutions.
This would be a valuable contribution to financing the real economy in accordance with the CMU principles. It would in particular make it easier to develop covered bonds markets in the Member States that do not have them yet, but also to attract investors from third countries.
All these elements will be analysed in an impact assessment that will serve as a basis for the design of the future proposal.

· Paragraph 16:
The Commission will thoroughly examine national legislation. The Commission will aim at ensuring a level playing field in a future covered bonds framework, as well as sound and prudent conduct of business by financial institutions. The principles-based approach building on the strengths and specificities of existing national frameworks would build on the continuing characteristics of national markets that are already functioning well. The Commission also aims at ensuring this when designing its own proposals.
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