February 18, 2011

RBNZ response to phone call:

Jenny

Just replying to your call to Jeremy Richardson about WNZL’s capital calculations in their end-December GDS. We don’t comment on individual institutions, but if it’s clarification about particular rules that we set, can you send me the reference and we can follow up, next week perhaps?

Regards

Mike

February 18, 2011

Jenny Ruth to RBNZ:

Thanks. 

Westpac told me the RBNZ effectively changed the goal posts. 

Here's my analysis of figures in their GDS: From pages 26 and 28, I make the size of the mortgage book at Dec 31 to be $32.676 billion (ie $38.287b minus the undrawn $5.611b)
From pages 89 and 90 of the Sept Qtr GDS, I calculated the mortgage book was $29.142b at September 30.
If these numbers are correct, Westpac's mortgage book grew by $3.534b in the three months ended Dec 31. That just doesn't seem correct -- my figure for growth in the September quarter was $210 million.
The Reserve Bank figures show mortgage lending by all registered banks in the Dec Qtr was just $422m. 

Cheers
Jenny Ruth


February 21, 2011

Jenny Ruth to RBNZ:

Hi 

Sorry I didn't read your email properly and have been wondering why you didn't get back to me. 

Here's a link to the story I've written about Westpac's GDS 

http://www.goodreturns.co.nz/article/976497903/westpac-figures-suggest-bank-disclosure-regime-is-broken.html 

Note the comment about RBNZ moving the goal posts. I was paraphrasing what Allerby said. In answer to my question as to what had changed, he said: "Our calculated exposure has changed. The probability of default has also changed .... They've (RBNZ) put some minimum values in for us to calculate to as part of the process." His colleague David Watts, Westpac's chief risk officer said: "The way we calculated the difference between how much the owe today and how much they might owe in default has changed." 

I also wonder why RBNZ doesn't require banks to explain in their GDSs when such major changes are made. 

Cheers
Jenny Ruth

February 21

RBNZ to Jenny Ruth:

Hi Jenny

Some key people have been out of circulation for the day so will be coming to this hopefully tomorrow.

Mike

February 23

Jenny Ruth to RBNZ:

Hi 

I'm still keen to talk to somebody at RBNZ about this. FYI both BNZ and TSB have now lodged their GDSs which contain no such problems. 

Can you give me some idea of when and who might be able to talk to me please? 

Cheers 

Jenny Ruth

February 23

RBNZ to Jenny Ruth:

Hi jenny

Just noting your message which I received today. We are indeed working on your question, other issues aside, and will be back with a response. I just can’t say when, given the call on our resources at present, so please bear with us.

Mike

February 23

Jenny Ruth to RBNZ

Thanks. 

Jenny Ruth

February 24:

RBNZ to Jenny Ruth

Hi Jenny,

Hope you’re well.

I’m responding to your query to Mike Hannah re WNZL’s GDS. Sorry for the delay in coming back to you, but recent events have tied up our resources more than usual.

In response to the issues raised in your recent article:

1. It is important to note the credit risk data (or ‘exposure at default’; EAD data) you have quoted from Westpac’s GDS is not the same as the registered bank mortgage lending data also referred to in the article. Mortgage lending data refers to how much banks have lent their customers; EAD data refers to what customers may owe Westpac at the point at which they default on their loan. The former is a hard number; the latter is a product of Westpac’s capital models. 

2. As a product of each individual bank’s (differing) credit models, EAD data cannot be aggregated across banks, or compared against market share data.

3. On the subject of Westpac’s models, a new and improved model was approved for use by the Reserve Bank in December last year. As a result, Westpac’s EAD on its mortgage book increased significantly, as your analysis demonstrates. The purpose of these models – which are used by banks accredited to do so by the Reserve Bank – is to derive the required regulatory capital. An increased EAD results in a higher regulatory capital requirement. To put it differently; Westpac’s assessment of its credit risk relating to residential mortgages has increased, so the amount of capital held against these assets has increased.

4. Regarding your question on a requirement to explain major changes:

a. For accounting information and where comparative information is required to be disclosed, the OICs require an explanation for any material restatement. Comparative information is not required for EAD data (as they are point in time estimates of credit risk).

b. A more general requirement exists to ensure that GDS are not “false or misleading in any material particular”. Taking into account the intended use of the EAD information; we would not consider the omission of an explanation for the change in WNZL’s model and associated increase in EAD for residential mortgages to be false or misleading, however. 

Furthermore, the Reserve Bank does not believe Westpac’s latest GDS figures suggest the bank disclosure regime is broken. They describe an increase in Westpac’s view of its credit risk relating to residential mortgages; and show a concomitant increase in the required regulatory capital. Caution is required in the interpretation of information and data presented in banks’ GDS. If you require any further assistance going forward, feel free to get in touch.

Kind regards

Sonia

February 24

Jenny Ruth asked David Tripe, head of banking studies at Massey University to comment on the above:

Jenny

If the Reserve Bank want war on the quality and usefulness of the information being disclosed, they could get it.

It’s hard to see, with these sorts of official comments coming out of the Reserve Bank, as to why anyone should place anything much in the way of confidence or reliance on the disclosure regime as a basis for protecting the public. An interesting aspect in this regard is their comment that “Caution is required in the interpretation of information and data presented in banks’ GDS.” Who then is supposedly competent to review and interpret their financial disclosures? You are not stupid, but if you can’t do it, who can? This nonsense from the Reserve Bank deserves to be publicly reported and debated. If we can’t be expected to satisfactorily review and interpret the disclosure statements, what use are they?

David

February 24

Jenny Ruth phoned RBNZ to complain about the inadequacy of the RBNZ’s response. Emailed copies of columns published in The Independent in November, 2007 and August 2009 as background and showing my long-standing concerns.

February 25:

RBNZ to Jenny Ruth

Hi Jenny,

Following on from your call yesterday and your concerns around the comparability of GDS data between banks:

1. Some data within the GDS is more comparable than others. Typically, the comparable data is compiled using accounting standards. For example, Note 5 in Westpac’s GDS provides mortgage lending data that is broadly comparable between banks and can be used to provide an indication of market share.

2. Capital ratios are comparable; compilation of the components behind the ratio will differ between banks where they are accredited to use the internal models approach, however. The Reserve Bank monitors models and the output of these models to ensure broad consistency across banks.

I’m not able to add anything further on the requirement to disclose changes to banks’ internal models. 

If you feel you would like more explanation around GDSs, the Bank would be happy to invite you in next time you are in Wellington to speak to the relevant members of our team, as this may be more beneficial than phone and email exchanges.

Kind regards

Sonia

February 25

Jenny Ruth to RBNZ

Hi Sonia 

I think I deserve some better answers than you've been giving me. Please consider the following: 

Westpac's note 5 is entitled "Credit quality, impaired assets and provisions for impairment charges on loans." It is three pages long. Which figure within that note does RBNZ consider a reliable measure of Westpac's mortgage book? 

If RBNZ really meant Westpac's note 4 entitled "Loans", can you tell me what figure I should use for Kiwibank -- its equivalent note, in its December 2010 GDS it's note 12 entitled "Loans and advances", gives no breakdown of lending type. Neither does SBS Bank's equivalent note, note 11 entitled "Advances to customers" in its September 2010 GDS. And what would I use for HSBC's mortgage book. It's September 2010 GDS contains a balance sheet item "Advances to customers" but no note at all. 

In any case, I had long understood there isn't actually any reliable degree of comparability of these figures between the banks. Which is why I have always used the capital adequacy figures. 

Until this debacle, I had understood the capital adequacy figures were the most reliable because the banks have a huge incentive to get them right because it goes directly to how much capital they need to hold. 

Your previous answer to my queries stated: "Furthermore, the Reserve Bank does not believe Westpac’s latest GDS figures suggest the bank disclosure regime is broken. They describe an increase in Westpac’s view of its credit risk relating to residential mortgages; and show a concomitant increase in the required regulatory capital." 

I find that very interesting since Westpac head of risk analytics Grant Allerby told me, in answer to my question as to why there was no explanation of the changes in the December 2010 GDS: "Our final capital adequacy figure is very similar to what it was before." 

How about I use the LVR totals to represent each bank's mortgage book? Well, I'll encounter exactly the same difficulty with Westpac as I did using the capital adequacy EAD numbers only worse: I calculate that measure shows Westpac's mortgage book growing by $5.383 billion to $39.747 billion in the three months ended December. That's simply not credible. Doesn't RBNZ consider such huge differences between one quarter and the next cast doubt on the validity of the LVR figures? 

I would really appreciate getting some straight answers. 

Cheers
Jenny Ruth

March 3

RBNZ to Jenny Ruth:

Dear Jenny,

In response to your last email:

The Reserve Bank considers that it has already addressed the substantive points raised in this correspondence and has nothing further to add. 

However, it appears some confusion exists around your comparisons of accounting data, with what is incomparable data from credit models and this confusion may be behind some of your concerns. To this end we would like to once more extend an invitation to you to come into the Bank and have one of our team sit down and go over GDSs in-depth with you.

The Bank considers there is nothing further it can add, but hopes you might accept its offer.

Kind regards

Sonia
