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2 February 2017

Dear Sir / Madam,

Response to the European Banking Authority Discussion Paper — Designing a new
prudential regime for investment firms!

About Baillie Gifford

By way of background, Baillie Gifford & Co, (‘BG&Co’) is an independent investment
management firm based in Edinburgh. We manage about €170bn, almost wholly on behalf
of institutional clients (many of which are pension schemes), and employ over 950 staff. The
firm is a general partnership established over 100 years ago under the laws of Scotland and
includes a group of companies which are authorised and regulated by the UK Financial
Conduct Authority. The Baillie Gifford group provides one essential product to its clients,
namely fund management.

Executive Summary

We welcome the efforts taken by the European Banking Authority (EBA) to engage with
investment firms, and for the opportunity to comment on the proposal for a new prudential
regime specifically designed for them. In preparing our response, we recognise the
complexity of the task of devising a common framework for a diverse group of firms across
Europe, as well as the constructive tone adopted in the Discussion Paper.

In summary, we strongly support the introduction of a regime that focuses on the specific
activities performed by investment firms rather than a regime designed primarily to
prudentially regulate banking activity which is then applied to investment firms as a
secondary consideration. We are therefore supportive of a distinct regime rather than any
regime which seeks to use the Capital Requirements Regulations and Directive (‘CRR’ and
‘CRD’) as the building blocks for the prudential regulation of investments firms. The
proposal which is based on a principle of relevant, simple, and observable activity-based
metrics driving a capital requirement is therefore a positive development, as is the proposal
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for the simplification of the regulations governing Own Funds and the recognition of the
need for a specific reporting framework for investment firms.

In relation to the proposals set out in the Discussion Paper, the key areas we would highlight
are summarised below. In the supporting appendices we have also provided more detailed
responses to certain specific questions raised in the Discussion Paper.

Basis of Approach

We agree with the proposal to focus on the potential risks created by investment firms to
their customers and to the markets in which they operate and, that the resulting capital
requirements reflect the activities that they perform. In relation to the Risks to Firm (RtF),
non-systemic firms should be allowed to fail in certain circumstances and the UK wind
down requirements ensure that sufficient resources are available in this case. There is the
potential to include other simple observable metrics which reflect the impact of specifics of
a firm’s business model, however there is clearly a balance to be struck between
“simplicity” in the regime by defining a small number of simple activity based measures and
having a regime which is more “risk focussed”, but as a consequence more complex. The
emphasis of the EBA appears to be on the former rather than the latter, and opportunities to
enhance the regime with some scalar inputs which are already used by investment firms
should not be ruled out as a consequence. The calibration will also be particularly important,
in addition to ensuring that there are no unintended consequences by over simplifying
activities and risks.

Use of K-Factors

We understand the desire to move away from measures which can be arbitraged through the
application of accounting principles, and focus on capturing “activity levels” rather than
“risks”. We are supportive of this as one factor for the base calculation, with some
observations around the specific definitions of K-Factors to be used and the need to apply an
element of smoothing to avoid excessive volatility in capital requirements. An
understanding of the EBA’s expectations around external audit or certifications of the K-

Factors is also necessary.

Liquidity Risk
We welcome the proposal for simple liquidity requirements for investment managers which
are driven by their working capital requirements plus the ability to deal with stress events

relevant to their specific activities.

Other Observations
The proposed regime is still at a formative stage and we have some observations on the
current drafting that it would be helpful to clarify as the proposals develop. These include:

- Clarification of the proposed transitional arrangements, including timeframes and the
relationship between the introduction of the new base calculation and the expected
developments to the existing Pillar 2 and SREP regimes (referred to in the
Discussion Paper as Additional requirements on an individual firm basis).

- Confirmation of the role of the wind down assessment beyond current requirements
under the new regime, and the scope of work expected of investment firms. We see
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this as essential if investment firms are to be regulated on a gone rather than going
concern basis.

We would welcome the opportunity to discuss our comments with you, and engage with you
further as the proposals are developed.

Yours faithfully

Grahan’Laybourn
Partner, Director of Compliance & Legal
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