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Introduction

Paragraph 1

General

1.

During the first years of its existence, CEBS worked on several issues
and published the final versions of guidelines on a diversity of subjects.
The guidelines were released when ready, in order to allow the industry
and supervisors time to take them into account in the implementation
process of amongst others the CRD (the Directives 2006/48/EC and
2006/49/EC).

. As the majority of this work has been finalised, and the industry and

supervisors have moved from the development to the implementation
phase, CEBS now presents the electronic guidebook of its work as set
out in the 2006 and 2007 Work programmes.

. The purpose of the Guidebook is to promote the consistent

implementation of EU legislation and convergence of supervisory
practices by compiling a compendium of the guidelines presented of
CEBS. This electronic guidebook is intended to aid supervisors and
market participants.

The EGB, including the separate chapter that compiles current Internal
Governance ('IG") guidance, does not change the substance of the
existing CEBS guidelines. It merely presents these guidelines in a
different, more structured and more easily accessible manner.

This Guidebook presents the only up to date version of the CEBS
guidelines. The various source documents which are separately
published in the ‘archive’ or ‘consultation’ sections of the CEBS website
have all been replaced by this guidebook. The archive and consultation
sections show how this current overview came into being.

. At the introduction of the Guidebook, the opportunity was taken to

update references to the CRD as well as references to other parts of
CEBS work which were not yet finalized when some of the work of
CEBS was initially published. In line with CEBS' (amended) consultation
practices, following a discussion with the Consultative Panel, it was
decided that this did not necessitate a consultation. However, a version
highlighting the technical adjustments made within this Guidebook has
been published in the ‘archive’.

Practical

7.

The Guidebook will have a flexible, internet-based structure that can be
updated with ease. It will promote consistent terminology and
definitions and may be viewed as a common layer of EU technical
guidance. Upon the request of the industry, it was decided not to use
the introduction of the Guidebook for harmonisation of e.g.
terminology, as this would add additional checks into the current



implementation process. In the near future, no such harmonisation will
take place, though the Guidebook will in due course no doubt be
further harmonized by the partial updates necessary to keep the CEBS
work up to date.

8. The guidebook is intended to be a flexible, internet based structure.
Paper hardcopies are not envisaged. All the documents would be stored
in a central database which allows flexibility. The main publication is on
the public website of CEBS, with copies on cd-rom available if
requested by the users. This is intended to facilitate the provision of
information in various settings.

9. In CEBS' published 2007 work programme, it was intended to create a
central chapter on internal governance, emphasising the key role that
internal governance by the institutions plays in the ongoing supervision
by CEBS members. As indicated above, this would lead to limited
changes in text-structures and terminology. However, for transparency
and ease of access, a separate pure compilation (extract) of the
relevant guidelines on internal governance has been included in an
annex. Please see paragraph 2 of this introduction for further details.

10.The term guidebook emphasises that CEBS work does not constitute
rules as such but guidance and/or advice.

11.The guidebook aims to provide:

a) an instrument to enhance the consistent use of terms and
definitions;

b) a full package of European banking guidance at level 3, with
references to relevant work at level 1 and 2, and from other bodies;

c) approachable for full presentations as well as for subject-, industry-
perspective and supervisor-perspective presentations;

d) links (also within the guidebook) are included to e.g. the relevant
definitions and to relevant other documents or websites;

e) a plug-and-play modular approach as far as possible, in which
gradually, as items become prioritised, new work can be inserted.

12.For guestions on the guidebook or to request a copy on a cd-rom of the
current version, please send a mail to [quidebook@c-ebs.org].
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Paragraph 2:

Internal Governance Overview

Introduction and definition

1.

Over the years, increasing emphasis has been placed by international
bodies on governance and internal control as key factors for the sound

and prudent functioning of enterprises in an open-market economy1
and for the economy as a whole. The importance of these issues, in
particular for credit institutions and investment undertakings, is also
reflected by the fact that both CEBS and the Basel Committee on
Banking Supervision ('‘BCBS') have recently stressed the need for

enhanced governance and issued guidance in this respectz.

Internal governance for credit institutions and investment undertakings
can be described as a set of guidelines that is concerned mainly with
setting an institution’s business objectives and risk appetite and with
determining how its business is organised, how responsibilities and
authority are allocated, how reporting lines are set up and what
information they convey, and how internal control (including risk
control, compliance and internal audit) is organized.

Internal Governance (IG) is a separate, but crucial component of
corporate governance, which covers, all aspects of both internal
structure and relationships with all stakeholders in corporate life.

Overview and the approach taken

4.

Solid and appropriate IG applies to the entire management of a
company and entails setting objectives and developing a suitable
organization for the company as a whole and for all its risks. The basis
for this global vision of IG is to be found in Articles 22 and 123 of
Directive 2006/48/EC (and Article 34 of Directive 2006/49/EC for
investment firms). For the consolidated aspects of 1G, reference is
made for instance to Article 71 and Article 73, paragraph 3, of Directive
2006/48/EC. The two Directives taken together are referred to as the
CRD3.

During the first years of its existence, CEBS issued various guidelines
intended primarily to provide guidance for the implementation of the
new capital accord (Basel Il) as laid down in the CRD. Except for the
guidelines on the supervisory review process, which encompass a

1 See for example the OECD Principles of Corporate Governance revised in April 2004.

2 BCBS guidance “Enhancing corporate governance for banking organizations” of February 2006, and CEBS
guidelines on the supervisory review process and on validation of advanced risk management approaches.

3 Directive 2006/48/EC (http://eur-lex.europa.eu/LexUriServ/site/en/0j/2006/1_177/|_17720060630en00010200.pdf)
of the European Parliament and of the Council of 14 June 2006 relating to the taking up and pursuit of the business
of credit institutions and Directive 2006/49/EC of the European Parliament and of the Council of 14 June 2006 on
the capital adequacy of investment firms and credit institutions.
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general vision of good governance, the other guidelines relate to
specific aspects of business management, and therefore their I1G
component is likewise relevant only to these aspects.

6. In some of the documents, there is explicit reference to the principles
of IG (the guidelines on the supervisory review process and the
guidelines on model validation and on the validation of advanced risk
management approaches), while in others it is more implicit.
Nonetheless there is clear reference to the responsibility of the
institution and of its various bodies to provide appropriate guidelines for
stress testing and outsourcing, among other things.

7. CEBS various guidelines on the different aspects of 1G, have been
inspired by existing documents and by international (prudential) fora,
especially by the Basel Committee document mentioned above. It
comprises a most relevant and comprehensive overview of the
prudential expectations of supervisory authorities with respect to the IG
of institutions. CEBS considers this paper acts as the main reference for
its guidance on IG issues.

8. Against this background and in order to gain a sense of the whole range
of 1G provisions issued by CEBS, the IG provisions contained in the
different CEBS documents (including in the guidelines on outsourcing,
the guidelines on the supervisory review process, the guidelines on
model validation, the guidelines on stress testing and concentration
risk) have been gathered in the electronic guidebook and integrated
into the structure of the guidelines on the supervisory review process.
The excerpts have been reproduced unaltered. The resulting text —
found in an appendix to the guidebook and named IG-compilation -
provides an overview of the various provisions relevant to IG and
emphasizes their interrelationship, without issuing any new or
supplementary guidelines. The various CEBS guidelines regarding 1G
constitute part of a comprehensive framework for good governance that
will serve as a basis for an overall assessment of a sound and prudent
management of the institution.

9. The compilation of IG guidelines is structured around four topics:

a. Corporate Structure and Organisation: recommendations for a
transparent  corporate  structure, with clearly  delineated
responsibilities, which encourages prudent management and
facilitates the management of the institution’s risks as determined by
the institution’s various bodies.

b. CEBS is also of the opinion that the recommendations of the Basel
Committee for operating in jurisdictions or through structures that
impede transparency, and the ‘know  your structure’
recommendations (see principle 8 of the Basel paper), are very
important in the context of supervising activities based in offshore
financial centres.

c. Role and responsibilities of the management body: the management
body is responsible for determining the strategy, business objectives
and the institution’s risk profile, and for developing a policy and
organization that is capable of implementing it. Company strategy
has to be communicated clearly throughout the organization.



Furthermore, the management body is responsible for making sure
that strong internal control systems are in place.

d. Internal Control: recommendations concerning the need for
implementing effective internal control systems and for making
available the instruments necessary for the purpose, in particular the
independent control functions (internal audit, compliance and risk
control function).

e. Public disclosure and transparency: recommendations concerning
disclosure and transparency in the interests of market discipline,
which allows stakeholders to assess the quality of governance and
the health of the financial institution.

10. Aspects of IG on which neither the BCBS nor CEBS has issued any
specific recommendations would also benefit from drawing on generally
accepted recommendations of (other) international fora. For example,
on business continuity management, reference can be made to the
recommendations developed by the Joint Forum on the subject for the

entire financial sector?.

4 See the Joint Forum High-level Principles on Business Continuity (http://www.bis.org/publ/joint17.pdf ) (August
2006).







1. Committee of European Banking
Supervisors

CEBS role and task

In the banking sector as in other areas, the responsibility for transposing
EU legislation into national law rests with the Member States. The
Commission monitors national implementation of EU legislation and
ensures that Community rules are properly applied. However, competent
national authorities retain primary responsibility for determining how EU
legislation is applied in practice: i.e., in taking supervisory decisions and
setting supervisory procedures. The role of CEBS in this framework is to
promote convergence of supervisory practices and to foster co-operation
and information-sharing between national supervisors.

CEBS is composed of high-level representatives from the banking
supervisory authorities and central banks of the European Union,
including the European Central Bank. Twenty-seven member countries
and 46 member organisations are represented on the Committee.
Iceland, Liechtenstein and Norway participate in the Committee’s work as
observers. The European Commission and the Banking Supervision
Committee of the European System of Central Banks (ESCB) also
participate as observers. CEBS is supported by its Secretariat and several
expert groups.

The declared aim of EU government leaders is to make Europe “the most
competitive and dynamic knowledge-based economy in the world, capable
of sustainable economic growth with more and better jobs and greater
social cohesion.” This overall strategy has been translated into a number
of specific targets in different policy areas. CEBS’ role in this process is to
contribute to the stability of the European financial sector by providing
sound technical advice based on best banking, supervisory, and market
practices and by promoting consistent implementation of EU legislation as
well as convergence in supervisory practices.

The precise role of CEBS is defined in the Commission Decision of 5
November 2003 Establishing the Committee of European Banking
Supervisors (2004/5/EC). According to this Decision, CEBS has three
main tasks:

(1) to advise the Commission either at the Commission's request,
within a time limit which the Commission may lay down according to
the urgency of the matter, or on the Committee's own initiative, in
particular as regards the preparation of draft implementing measures
in the field of banking activities;

(2) to contribute to the consistent application and implementation of

Community directives and to the convergence of Member States’
supervisory practices throughout the Community; and
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(3) to enhance supervisory co-operation and the exchange of
information between national supervisors, including the exchange of
information concerning individual supervised institutions.

CEBS is building a framework that will help to ensure consistent
implementation and application of EU legislation. CEBS is also promoting
co-operation and convergence of supervisory practices in the EU. Finally,
CEBS is actively involved in advising the Commission on technical details
of banking regulation. These activities support the broader aims of the EU
and its single market in banking.

The benefits of convergence are not limited to large cross-border groups.
Local institutions increasingly find themselves competing with branches
and subsidiaries of cross-border institutions, and they too will benefit
from convergence of supervisory practices.

CEBS will support the Commission’s strategy on the Financial Services
Action Plan (FSAP) and post-FSAP. CEBS will highlight constraints on
convergence and will aim to flag emerging problems before they become
acute. Regular reporting to the European Institutions by CEBS will enable
policymakers to form a clear picture of developments in the area of
banking supervision and regulation.

CEBS’ work has focused initially on supervisory practices relating to
capital adequacy. This work was begun before the new EU legislative
framework for capital adequacy had been finalised. Most work streams
were initiated while the Commission’s proposals were still being refined,
and the work streams have taken shape while the draft Capital
Requirements Directive (CRD) has been progressing through the EU co-
decision process.

CEBS plans to issue several documents for public consultation while this
process continues. The final CEBS Guidelines may therefore have to be
amended to reflect any changes in the Directive.

CEBS is committed to conducting its work in an open and transparent
manner, and to satisfying both formal requirements and public
expectations for accountability.

A central element in CEBS’ procedures for ensuring accountability is the
use of public consultations. Before providing advice to the Commission or
taking measures on its own, CEBS consults as fully as possible with
market participants, consumers and other end-users. Consultations are
public, open to all interested parties, and carried out in a transparent
manner. When providing advice on provisions that apply to investment
firms as well as to credit institutions, CEBS consults — through its
members — with all authorities that have competence for the supervision
of investment firms and are not represented in the Committee.

CEBS prepares an annual report which it submits to the Commission and
also sends to the European Parliament and the Council. CEBS also
publishes its work programme on a yearly basis.

11



CEBS institutional documents

2.1.1. Commission Decision of 5 November 2003 establishing
the Committee of European Banking Supervisors (2004/5/EC)

http://eur-
lex.europa.eu/LexUriServ/site/en/0j/2004/1 _003/1 00320040107en003600

37.pdf 5

S5 As to the history of the document, this Directive can be found on the CEBS website under the following link:
http://www.c-ebs.org/documents/about-us/about-us-intro-page/CommissionDecision.aspx
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2.1.2. Directive 2005/1/EC of the European Parliament and
of the Council of 9 of March 2005 amending Council Directives
73/239/EEC, 85/611/EEC, 91/675/EEC, 92/49/EEC and
93/6/EEC and Directives 94/19/EC, 98/78/EC, 2000/12/EC,
2001/34/EC, 2002/83/EC and 2002/87/EC in order to
establish a new organisational structure for financial services
committees

http://eur-
lex.europa.eu/LexUriServ/site/en/0j/2005/1 _079/1 07920050324en000900

17.pdf 6

Lamfalussy Framework

The role of CEBS as an independent Level-3 committee is based on the
framework proposed by the “Committee of Wise Men on the Regulation of
European Securities Markets” chaired by Baron Alexandre Lamfalussy. The
Committee of Wise Men was set up by the Economic and Finance Ministers
of the EU (ECOFIN) in July 2000, with a mandate to assess current
conditions for the implementation of the regulation of securities markets in
the EU and to propose scenarios for adapting current practices in order to
ensure greater convergence and co-operation in day-to-day implementation
of EU-wide regulation.

The “Final Report of the Committee of Wise Men on the Regulation of
European Securities Markets”, commonly referred to as the “Lamfalussy
report”, was published on 17 February 2001. The report identified several
shortcomings in the existing system for adopting legislation relating to
securities regulation. The system was found to be too slow and too rigid, it
tended to produce ambiguous legal texts, and it failed to distinguish
between framework principles and practical day-to-day implementing rules.
A number of regulatory reforms were proposed to address the
shortcomings of the existing system.

These proposals were based on a new, four-level regulatory approach
designed to make the decision-making procedures for securities market
legislation faster and more flexible, while still ensuring the uniform
application of Community law. This approach also envisaged the creation of

6 As to the history of this document, the Directive in on the CEBS website, under the following link: http://www.c-
ebs.org/documents/about-us/about-us-intro-page/Lamfalussy.aspx
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a new committee structure for regulation and supervision of securities
markets.

The four-level approach consists of:

. Level 1 for the framework principles of community legislation,
within which the Council and the European Parliament — acting on a
proposal from the Commission — agree on the key political
orientation on each subject;

o Level 2 for implementing measures i.e. the technical details of
Community legislation which are adopted and changed via fast-track
procedures, by means of a regulatory committee and on the basis of
the advice of a committee of national supervisors;

o Level 3 for co-operation between national authorities and
convergence of supervisory practices; and
o Level 4 for enforcement by the European Commission and

Member States

The Lamfalussy report recommended increasing the use of regulations and
fast-track Level 2 procedures wherever possible, enhancing supervisory and
regulatory convergence, semi-annual monitoring of the effectiveness of the
four-level regulatory procedure, and conducting a full and open review of
the regulatory process in 2004. The Lamfalussy approach did not alter
existing legal and advisory structures, but clarified the roles and
responsibilities of the various players in order to provide better advice to
the legislative authorities and promote more efficient co-operation among
national authorities.

The Lamfalussy report was endorsed by the ECOFIN Council in March 2001.
The Stockholm European Council, also in March 2001, welcomed the report
and called for implementation of the proposed four-level approach “to make
the regulatory process for European Union securities legislation more
effective and transparent, thus improving the quality of the legislative
measures proposed.” Full implementation of the Financial Services Action
Plan was scheduled for 2005. In February 2002, the European Parliament
agreed on the new approach for regulating European securities markets. An
inter-institutional monitoring programme has been established to review
the functioning of the new framework at regular intervals.

At an informal ECOFIN meeting in April 2002, it was agreed that work
should continue in order to ensure that the EU would have appropriate
structures in place for financial regulation and supervision in a rapidly-
changing financial environment. The ECOFIN Council invited the EFC
(Economic and Financial Committee) to assess possible arrangements for
financial regulation and supervision. In its final report, the EFC’s
recommendation was “to apply the Lamfalussy framework to all financial
sectors with arrangements in line with those already implemented for
securities, based on existing inter-institutional arrangements, whilst also
recognizing sectoral specificities.” The EFC proposed the creation of three
separate sectoral committees, for banking, insurance and securities, at

14



each of Levels 2 and 3. A fourth committee at Level 2 was proposed to deal
with financial conglomerates that operate across sectors.

The ECOFIN Council endorsed the final EFC report in December 2002 and
invited the Commission “to establish the level 2 committees in an advisory
capacity only, and the level 3 committees as soon as possible”. The level 3
committees were set up by Commission Decision of 5 November 2003.

The Directive establishing the new financial services committee structure
was adopted in 9 March 2005, with the Banking Advisory Committee (BAC)
being replaced by the European Banking Committee (EBC). The EBC is
composed of high-level representatives of Member States; its chair and the
secretariat are provided by the Commission. In order to ensure close co-
operation with CEBS, the CEBS Chair is invited to participate at EBC
meetings as an observer. In its advisory function, the EBC will be consulted
by the Commission on policy issues relating to banking activities and on
proposals in this field. The EBC will also assist the Commission in preparing
mandates for technical advice by the CEBS on draft implementing
measures.

15



The main features of the Lamfalussy approach:
Level 1: Framework principles

Level 1 is concerned with broad principles. Directives or Regulations are
adopted using ‘normal’ legislative procedures. Proposals originate in the
Commission, following consultation with all interested parties; and they are
adopted under the ‘co-decision’ procedure by the Council and the European
Parliament. The Level-1 process must also specify the nature and extent of
the detailed technical implementing measures to be adopted at Level 2.

Level 2: Implementing Measures

Level 2 is concerned with detailed technical measures. After consulting with
the relevant Level-2 committee (for banking, the EBC — European Banking
Committee), the European Commission requests advice from the Level-3
committee (CEBS). CEBS consults with market participants, end-users and
consumers, prepares its advice and submits it to the Commission. The
Commission reviews the advice and submits a proposal to the EBC. If a
qualified majority of the EBC supports the proposal, the Commission enacts
the proposal as legislation; otherwise the proposal is submitted to the Council
in accordance with the standard regulatory procedure. The proposal passes
unless there is a blocking (two-thirds) majority in the Council. The Parliament
can issue a Resolution if it considers that the proposed measures are ultra
vires. The EC Treaty® and the Council decision of 19992 do not grant any call-
back right to the European Parliament, but the Commission has committed
itselfs to take the Parliament’s position into utmost account.

Level 3: Co-operation and convergence

In addition to their advisory function, Level 3 committees are charged with
improving co-operation between supervisors and ensuring common and
convergent implementation of level 1 and 2 legislation in the Member States.
In pursuit of those goals, they develop joint interpretative recommendations,
consistent guidelines and common standards; they undertake peer reviews;
and they compare regulatory practices.

Level 4: Enforcement

Level 4 aims at strengthened enforcement of Community law through more
vigorous action by the Commission and enhanced co-operation between
Member States, regulators and the private sector.

1 EC Treaty, Article 202, 1 February 2003.

2 Council decision 468/1999, Article 5, 28 June 1999.

3 "Implementation of financial services legislation in the context of the Lamfalussy Report"-
intervention by Romano Prodi President of the European Commission to the European
Parliament's plenary session Strasbourg, 5 February 2002.
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2.1.3. CEBS Charter’

CHARTER OF THE COMMITTEE OF EUROPEAN BANKING
SUPERVISORS (CEBS)

Having regard to:

1) the mandate given by the ECOFIN Council to the Economic and Financial
Committee to work on EU financial stability, supervision and integration
(7 May 2002);

2) the reports of the Economic and Financial Committee on financial
regulation, supervision and stability of 9 October 2002 and 28
November 2002;

3) the conclusions of the ECOFIN Council of 8 October 2002 and 3
December 2002;

4) the Report of the Committee on Economic and Monetary Affairs of the
European Parliament and the Resolution of the European Parliament on
prudential supervision in the European Union (6 November 2002 and 21
November 2002);

5) the Commission decision of 5 November 2003 establishing the
Committee of European Banking Supervisors (2004/5/EC);

6) the proposal for a directive of the European Parliament and the Council
amending European Parliament and Council Directive 2000/12/EC,
Council Directive 91/675/EEC, Council Directive 85/611/EEC as last
amended by European Parliament and Council Directives 2001/107/EC
and 2001/108/EC, Directive 2002/87/EC, Directive 2002/83/EC,
Directive 73/239/EEC (as amended by Directive 90/618/EEC), Directive
93/6/EEC, Directive 94/19/EC and establishing a new financial services
committee organisational structure;

considering that the growth of efficient, competitive and sound banking
markets, at the national, European and international levels, is necessary for
the proper allocation of resources and the cost-effective financing of the
economies of the Member States of the EEA;

considering the freedom of establishment and the freedom to provide
financial services within the EEA;

considering the necessity to eliminate obstructive differences between the
laws of the Member States, to make it easier to take up and pursue the
business of credit institutions;

considering that the protection of savings and the creation of equal
conditions of competition are fundamental to achieving and maintaining
sound and stable financial markets;

7 As to the history of the document, the CEBS Charter can be found on the CEBS website under the following link:
http://www.c-ebs.org/aboutus/CEBS-charter.aspx
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considering that close co-operation as well as information exchange
between regulatory authorities are essential for the successful supervision
of the European banking sector and that synergies between banking
supervision and central bank oversight should be taken into account,
especially in the context of the Memorandum of Understanding on high-
level principles of co-operation between the banking supervisors and
central banks of the European Union in crisis management situations;

having regard to the importance of greater supervisory and regulatory
convergence for the achievement of an integrated banking market in
Europe;

having regard to the benefits of co-operation with other sectoral
regulatory networks;

having regard to the need to base all its actions around a common
conceptual framework of overarching principles for the regulation of the
European banking market;

having regard to the importance of involving all market participants in the
regulatory process and to work in an open and transparent manner;

considering that the role of the Committee of the European Banking
Supervisors is to:

(i) advise the Commission either at the Commission’s request or
on the Committee’s own initiative, in particular for the
preparation of draft implementing measures in the field of
banking activities;

(i) contribute to a consistent implementation of EU directives and
to the convergence of Member State’s supervisory practises
across the European Union;

(iif) promote supervisory co-operation, including through the
exchange of information;

the members of the Committee resolve to adhere, both in principle and in
practice, to this Charter and to the following provisions:

ARTICLE 1 — MEMBERS OF THE COMMITTEE

1.1 Each Member State of the European Union will designate a senior
representative from the national competent supervisory authority in
the banking field to participate in the meetings of the Committee. This
representative will be the voting member. In addition, each Member
State will designate as a non-voting member a senior representative
of the national central bank when the national central bank is not the
competent authority. In the case that the national central bank is the
competent authority, the Member State may designate a second
representative from this institution. The European Central Bank will
also designate a senior representative as a non-voting member.
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1.2

1.3

1.4

1.5

1.6

Applying the same rules as in 1.1, the competent supervisory
authorities in the banking field from countries of the European
Economic Area, which are not members of the European Union, will
designate senior representatives to participate in the meetings as
observers. These observers will fully participate in the meetings
without, however, participating in decision making.

Upon signing of the Accession Treaty, observership will be granted to
the acceding countries, until they become members of the European
Union.

The European Commission as well as the Chairs of the Banking
Supervision Committee of the ESCB (BSC) and of the Groupe de
Contact (GdC) will also have observer status in the meetings. Where a
common interest to work together appears, the Committee may
accept additional observers to participate in meetings.

The members of the Committee should keep the national members of
the European Banking Committee informed about its discussions and,
where necessary, make all appropriate national arrangements to be in
a position to speak for all competent national authorities that have an
interest in the discussed matter.

Where relevant to its work, the Committee may invite external
experts.

ARTICLE 2 — CHAIR

2.1

2.2

2.3

The Committee will be chaired, in a personal capacity, by a voting
member. The Chair will be chosen by consensus or — if consensus
cannot be achieved — elected with a majority of two thirds of the
voting members for a period of two years. In this respect, the voting
members should seek to represent the common view of voting and
non-voting members of the Member State. For the duration of the
Chairmanship period, the relevant supervisory authority will nominate
an additional member as representative.

To assist the Chair, the Committee will also elect a Vice Chair among
its voting members following the same procedure used to elect the
Chair. The Vice Chair may replace and represent the Chair in case of
absence or impediment.

The Chair organises and chairs the meeting of the Committee and
executes all other functions delegated to the Chair by the Committee.
The Chair is responsible for public relations and the representation of
the Committee externally. The Chair is also responsible for the
supervision of the Secretariat. After consultation with the Vice Chair,
the Chair decides on the agenda of the meetings. The Chair may
delegate some of its functions to the Vice Chair.

In addition to the Chair and Vice Chair and also for a period of two

years, the Committee may elect up to three members to form the
Bureau. These members shall reflect the composition of the
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Committee. The role of the Bureau is to advise and assist the Chair,
e.g. in the preparation of meetings and in its administrative functions
and to monitor the budget in close co-operation with the Chair and the
Vice Chair. Notwithstanding the above, the first Bureau will be elected
for a period of three years.

ARTICLE 3 — OPERATIONAL LINKS WITH THE EUROPEAN COMMISSION

3.1

3.2

The representative of the European Commission will be entitled to
participate actively in all debates, except when the Committee
discusses confidential matters.

Representatives from the European Commission will be invited to
participate actively in meetings of Expert Groups, under the same
conditions as in Article 3.1.

ARTICLE 4 — TASKS

4.1

4.2

4.3

4.4

4.5

4.6

The Committee will advise the European Commission on banking
policy issues, in particular in the preparation of draft measures for the
implementation of European legislation (defined as “level 2 measures”
in the Lamfalussy Report). The Committee may provide this advice
either at the European Commission’s request or on its own initiative.

The Committee will respond within a time-limit, which the Commission
may lay down according to the urgency of the matter, to the
mandates given by the European Commission in respect of the
preparation of implementing measures.

The Committee will foster and review common and uniform day to day
implementation and consistent application of Community legislation. It
may issue guidelines, recommendations and standards, relating to this
and to other matters that the members will introduce in their
regulatory/supervisory practices on a voluntary basis. It may also
conduct surveys of regulatory/supervisory practices within the single
market.

The Committee will develop effective operational network mechanisms
to facilitate the exchange of information in normal times and at times
of stress and to enhance day-to-day consistent supervision and
enforcement in the Single banking Market.

The Committee will observe and assess the evolution of banking
markets and the global tendencies in banking regulation in respect of
their impact on the regulation of the Single Market for financial
services. In this respect, the Committee will particularly take account
of the work of the BSC.

The Committee will provide a platform for an exchange of supervisory
information, in order to facilitate the performance of member’s tasks,
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subject to the relevant confidentiality provisions stated in the EU
legislation. In exceptional circumstances and at the explicit request of
an individual member, those members, who represent the competent
supervisory authority and further institutions which have a material
operational and practical involvement in banking supervision (in
principle, the institutions represented in the Groupe de Contact), may
meet in restricted session in order to discuss strictly confidential
micro-prudential matters, without prejudice to existing agreements for
exchange of information. Banking supervisors of EEA member
countries who are observers of the CEBS may also join a restricted
session.

ARTICLE 5 — WORKING PROCEDURES

5.1 The Committee will meet at least three times a year. Additional

52
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5.5

5.6

meetings may be convened if and when appropriate.

All decisions will be taken by the members of the Committee which
may delegate decisions to the Chair.

In its working and/or deliberation and/or decisions, the Committee will
respect the national and EU legislation regarding secrecy and
confidentiality.

The Committee will rely predominantly on the Groupe de Contact,
which will be its main working group and which will report to it. The
Committee will endorse the Charter of the Groupe de Contact and its
work programme.

In addition, the Committee may establish expert groups, chaired by a
committee member (or under the member’s supervision), working
with a given mandate and to be disbanded upon completion of the
mandated work. The composition of such expert groups should be
flexible in order to involve other relevant authorities where necessary.
The Committee may also establish permanent groups, working within
specific terms of reference.

For the execution of its tasks as set out in Article 4 above, the
Committee will aim to work by consensus of its members. Decisions
are taken by consensus, unless when giving advice to the
Commission. In that case, the Committee will strive for consensus,
and, if no consensus can be reached, decisions will be taken by
qualified majority, whereby each Member country has the same
number of voting rights as in the Council as stated in the Nice Treaty.
When a decision is taken by qualified majority, the Committee should
identify and elaborate the opinion of individual members. With this
aim, the different opinions of the members should be recorded.
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5.7

5.8

5.9

Decisions taken by qualified majority are not legally binding in areas
where national authorities are competent.

Unless otherwise stated, the principles under 5.6 will also apply in all
remaining matters.

The Committee will ensure that in undertaking its work, it acts in
conformity with the conceptual framework of overarching principles
identified in the ECOFIN Council Conclusions of 2002 and the
Commission Decision establishing the Committee.

The Committee will publish its annual work programme. Generally, the
Committee may publish a summary of the non-confidential results of
its meetings.

5.10 The Committee will use the appropriate processes to consult (both ex-

ante and ex-post) market participants, consumers and end users
which may include inter alia: concept releases, consultative papers,
public hearings and roundtables, written and Internet consultations,
public disclosure and summary of comments, national and/or
European focused consultations. The Committee will make a public
statement of its consultation practices and may establish a market
participants consultative panel.

ARTICLE 6 — ACCOUNTABILITY AND INSTITUTIONAL LINKS

6.1

6.2

6.3

6.4

The Committee will submit an Annual Report to the European
Commission which will also be sent to the European Parliament and
the Council.

The Chair of the Committee will report periodically to the European
Parliament and/or when requested by the Council, and shall maintain
strong links with the European Banking Committee.

The Chair of the Committee may participate as an observer in the
meetings of other committees and groups, both at the European as
well as at the international level, on request and when relevant for the
work of the Committee. On behalf of the Committee, the Chair may
address these committees with matters of common interest. The
Chairs of the respective committees may also be invited to participate
as observers in the Committee.

The Chair of the Committee shall aim to ensure adequate cooperation,
e.g. by holding periodical meetings with the Chairs of the BSC, the
CESR, the CEIOPS and of any other level 3 committee which will be
established to discuss cross-sectoral issues of common interest.

ARTICLE 7 — SECRETARIAT
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7.1 The Secretary General shall be appointed by the Committee after
being proposed by the Chair for a period of three years. The Chair
shall propose the Secretary General after consultation with the Vice-
Chair and the Bureau. This contract is renewable. Other permanent or
seconded staff are appointed on a personal basis by the Chairman
after consulting with the Vice Chair and the Secretary General.

7.2 In general, the seconded staff of the Secretariat will be provided by
the voting members of the Committee; it will work under the
responsibility of the Chair in close co-operation with the Vice-Chair.
The Secretariat shall prepare and maintain the minutes of the
meetings, assist the Committee and the expert groups in their
functions and, finally, execute all other functions assigned to it by the
Committee or the Chair.

7.3 The Secretariat will act as a co-ordinator for all consultations and
assist the Chair and the Vice Chair in their public relations activities
and representation functions; it will also coordinate the co-operation
with the European Commission and other Level 3-committees.

ARTICLE 8 — BUDGET

8.1 The Committee will function with an annual budget. The Chair shall
present, after consultation with the Vice-Chair and the Bureau, a
proposal for this budget to the Committee no later than at the last
meeting of the year preceding the budget year; the proposal has to be
adopted by 31 December at the latest.

8.2 The members of the Committee and the observers mentioned in
Article 1.2 will contribute annually to the budget. An internal rule will
fix the amount of the annual individual contribution of each
represented country, and the modalities of the payment. These
contributions will be based on the number of votes held by the
respective jurisdiction in Council meetings. If the country is not
represented in the Council, contributions will be agreed on a
proportional basis.”

ARTICLE 9 — FINAL PROVISIONS

9.1 This Charter will take effect on 29 January 2004.
9.2 The Charter may be amended by consensus.

9.3 The Committee may adopt further rules to facilitate its functioning.
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Public Statements of Consultation Practices

CEBS' main tools consist of standards and guidelines. Before delivering the
results of its work CEBS is committed to conduct public consultations in an
open and transparent manner.

Standards are related to a legislative provision which per se is directly
applicable, but whose application requires particular guidance for any other
reason, or they are not directly related to Community legislation. Standards
cover the substance as well as processes and can be addressed to
supervised institutions as well as to supervisory authorities. For example,
they may be used to explain to industry practitioners what supervisors will
expect of them. They may also be addressed to national legislators in so far
as some authorities have the power or need to incorporate them in national
legislation.

Guidelines are further specification of EU legislation, especially where such
legislation provides for minimum harmonization, covering the substance as
well as processes. Guidelines will be addressed to supervised institutions
and supervisory authorities. They may also be addressed to national
legislators in so far as some authorities have the power or need to
incorporate them in national legislation.

2.2.1Public Statement of Consultation Practices8

The Committee of European Banking Supervisors was established on 1°
January 2004 by a decision of the EU Commission (2004/5/EC). Its tasks
include advising the Commission on banking regulation, promoting the
consistent application of EU directives and the convergence of
supervisory practices throughout the Community, and enhancing
supervisory cooperation.

The Committee will consult extensively and in an open and transparent
manner with market participants, consumers and end-users of banking
services. The aims of consultation are to benefit from the expertise of
market participants, consumers and end-users in identifying, assessing
and analyzing regulatory issues and possible solutions, to promote
understanding of the Committee’s work and its role and, ultimately, to
build consensus where possible between all interested and affected
parties on what regulation or supervisory practice is appropriate.

8 How this text arrived to the current form please see: http://www.c-ebs.org/Publications/Consultation-Papers/CP01-
CP10/CP01-Final-Paper.aspx and the revised version published on 5 August 2008. http://www.c-
ebs.org/Publications/Consultation-Papers/CP01-CP10/CP01-Final.aspx

(CEBS 2005 18) History/consultation

24



To deliver these aims, a flexible and proportionate approach to
consultation that can be adapted according to the significance of an issue
is required. The Committee’s consultation practices are set out below.

Who is consulted
1. The Committee will generally:

i) target the full range of interested parties, including market
participants (e.g. credit institutions, investment firms, etc),
consumers and other end-users, as well as their
representative associations;

ii) make consultation proposals, related documents and key
dates for the consultation widely known and available through
appropriate means, in particular the Internet; and

iii) consult at national, European and international levels.

2. When the Committee chooses to target its consultations at market
participants and their representative associations only, in accordance
with Article 11, such targeted consultations will always be announced
in accordance with Article 1, ii). This will be followed by the
publication of the Committee’s final decision on the same topic.

3. The Committee will publish an annual work programme indicating
whether a full or targeted consultation is intended on each area of
anticipated work in accordance with Article 1, ii). If a request to be
consulted on a particular area is subsequently received from another
party, this request will be granted if it fits in with the time schedule
set out in the work programme. The schedule of workstreams,
indicating consultation periods, will be updated quarterly.

Areas of consultation

4. The Committee will consult on all its work in the area of advising the
Commission on draft implementing measures for European legislation
in the field of banking supervision (advice on level 2 issues).

5. The Committee will also consult on its work in providing guidelines,
recommendations, standards and general advice and their related
amendments (work on level 3 issues) in the area of:

i) the consistent application of Community directives;

ii) the convergence of Member States’ supervisory practices;
iii) enhancing supervisory cooperation; and

iv) the overall structure of information exchange arrangements.

The development of guidelines, recommendations, standards and
general advice (and their related amendments) will be subject to an
impact assessment methodology, as approved by the Level 3
Committees. With amendments to existing Guidelines, the depth and
intensity of the impact assessment methodology to be carried out (and
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even whether it is needed) will be determined by the type of
amendment.

6. The actual supervisory practices and actual exchanges of
information, as ongoing work, will not be subject to consultation, for
various reasons, including the issue of confidentiality.

Modes of consultation
7. The Committee will:

i) provide an opportunity for interested parties to make
submissions on receipt and publication by the Committee of a
mandate from the European Commission;

ii) produce reasoned consultative proposals, reflecting all relevant
aspects of the issues at stake;

iii) include in proposals preliminary information on their impact
whenever available;

iv) when necessary, release its thinking at various stages,
including via the release of draft papers with initial questions or
requests for comments in accordance with Article 1, ii), prior to
a formal consultation period;

V) establish consultative groups of technical experts if, prior to
the formal consultation, informal discussions are planned
(experts will be selected by the Committee and by the
Consultative Panel); and

vi) use a variety of means, including the Internet and written
consultations, public hearings and roundtables (e.g. prior to a
public consultation when needed), and, if necessary to deepen
the Committee’s understanding, bilateral meetings with
affected parties.

Timing of consultation
8. The Committee will:

i) publish any provisional or formal mandate received from the
European Commission as soon as practical after receipt, in
accordance with Article 1 ii);

ii) organise upon request informal discussions at an early stage
with those most likely to be directly affected;

iii) consult in line with the cycles defined under Article 9 to enable
the Committee to take the responses into account; and

iv) provide the consulted parties with three months to respond in
each formal consultation period.

9. CEBS will, unless article 11 is applicable, follow the following
standard timelines:

Standard Timeline for advice on level 2 issues:

26



1) 4 months after receipt of the mandate for CEBS to draft a
consultation paper, with possible informal meetings with
technical experts recommended by the Panel;

2) 3 months public consultation;
3) 2 months for CEBS to analyze the comments received; and

4) 1 month for CEBS to prepare its final opinion and to submit it
to the Commission.

If work is based on a provisional mandate or if it concerns a
controversial matter, and it is possible within the given
timescale, part 4 of this timeline will be replaced by a 1 month
period for preparation of a new consultation document and:

5) 1 month for a second round of consultation; and

6) 3 months for CEBS to prepare a final opinion and submit it to
the Commission.

Standard Timeline for work on level 3 issues:

1) Publication of the timeline for work on a level 3 issue.

2) preparation of a consultation paper, with possible informal
meetings with technical experts recommended by the Panel;

3) 3 months public consultation;
4) 2 months for CEBS to analyze the comments received; and

5) 1 month for CEBS to prepare a feedback document and final
opinion and to publish them.

If it concerns a controversial matter, and it is possible within
the given timescale, part 5 of this timeline will be replaced by
a 1 month period for preparation of a new consultation
document and:

6) 1 month for a second round of consultation; and

7) 3 months for CEBS to analyze the comments received and to
prepare the final document.

Follow-up to consultations
10. The Committee will:
i) give due consideration to responses received;

ii) make public in accordance with Article 1, ii) all responses to
any of its ongoing or finalized consultations, unless the
respondent requests otherwise;

iii) publish a summary of the responses received and a reasoned
explanation addressing all major points raised as feedback in
the attached format, in accordance with Article 1, ii);

iv) consult for a second time if the response to the first
consultation reveals significant problems, or if revised
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proposals are radically different from the original proposals on
which the consultation was based; and

V) publish all formal proposals and all advice given to the

European Commission in accordance with Article 1, ii).

Amendments to standard consultation procedures

11. The Committee will as a rule apply the standard consultation
procedure. Amendments may be made to the standard consultation
procedure in the following circumstances:

if the months of July and/or August or mid-December to mid-
January are included in any standard period (either for
technical work, for consultation or for feedback), the set term
is lengthened by one month;

if shorter timelines are set by third parties for work by CEBS;
if there is no time constraint;
if a provisional instead of a formal mandate is received;

if it concerns technical advice or technical level 3 instruments
with an impact only on a specific set of market participants;

if the documents include information protected by e.g. secrecy
regulations; or

if guidelines, standards or recommendations previously
submitted to a full consultation process are subject to drafting
or limited amendments when the procedures in the annex will
be followed.

Final provisions

12. If it is not possible for the Committee to follow the principles
described above, the Committee will publicly explain its reasons.

13. When necessary, the Committee will review this statement of
consultation practices.
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Annex: Procedures for amendments of guidelines, standards
and recommendations

1. All amendments to the CEBS guidelines, standards and
recommendations will follow, as a general principle, the standard
consultation process established with the standard timeline on Level
3 issues included in paragraph 9. Such amendments would include
e.g. changes to a significant part of the CEBS guidelines, standards
and recommendations or improvements in CEBS guidelines,
standards and recommendations based on the experience of CEBS
members in the practical application of these guidelines, where due
to the relevance of the amendments, the need for a proper
consultation process with external parties is more important than the
need for a flexible process.

2. Based on current experience, possible exceptions to this general
principle are:

i) limited amendments: including e.g. amendments, additions or
deletions to the guidelines, standards and recommendations
that are deemed necessary to reflect technical changes in the
underlying regulations (for example changes in the Guidelines
on Financial Reporting due to changes in IAS/IFRS) or that just
aim at précising or completing the existing guidelines (e.g.
changes in the templates of the Guidelines on Supervisory
Disclosure in order to increase the comparability among national
implementations); and

i) drafting amendments (improvements): including e.g. correction
of typos, deletion of duplications, additions to compensate for
obvious omissions that do not change substantially the content
of the Guidelines, corrections in references to external papers
when those are changed and the like.

3. The decision on whether a proposed amendment can be considered
limited or even a drafting amendment is a matter of judgment. The
decision to depart from the standard consultation process will be taken
by CEBS, after consultation with the Consultative Panel. The views of
the Panel and the subsequent decision should take into account all
anticipated amendments to a set of guidelines, standards,
recommendations and general advice. This implies that the decision
on the materiality of the amendment will be made by comparing the
new suggested version of a CEBS (guideline, standard,
recommendation and general advice with the existing one.

4. Determination of the type of amendment decides the process to be
followed in these cases.

5. The process for limited amendments is:

a). CEBS will decide whether a contemplated amendment is
limited (which would also impact on the depth and intensity of
the necessary impact assessment methodology to be carried
out);
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b).

d).

the proposed changes will be submitted for consultation to the
Consultative Panel, with CEBS’ views on the typology of
amendment;

. contacts by CEBS experts at an early stage (before the

consultation process), and during the consultation period, with
representatives from the industry are encouraged in order to
take a balanced view on the materiality of the proposed
amendments;

if the amendment is finally considered as limited, it will be
submitted to a 1 month public consultation. Following the
consultation, and after analysis of the comments received
CEBS will prepare within 2 months the final amendments to
the guidelines, standards, recommendations and general
advice together with a feedback document. The foreseen
periods would also take into account the circumstances
included in paragraph 11, first bullet point; however

.a further revision may be necessary if, according to the

responses received, it is finally concluded that the proposed
amendments are a controversial matter. In such cases, CEBS
will apply the provisions included in paragraph 9, sub-
paragraphs 6-7.

6. The process for drafting amendments is:

a)

b)

CEBS will decide whether a contemplated amendment is a
drafting amendment only (which would also impact on the
decision on the impact assessment methodology to be carried
out);

the proposed changes will be submitted for consultation to
the Consultative Panel, with CEBS views on the typology of
amendment;

if the amendments are finally considered only to be drafting
amendments, then the proposed amendments will be
circulated to CEBS members who will have two-weeks to
approve them (or make any objections known) in accordance
with CEBS internal “red flag” procedure.

7. Amendments to guidelines, standards and recommendations will in
all cases be documented as follows:

a).

b).

).

a clean version will be posted on CEBS’ public website;

a link will be provided to documentation that identifies the
amendments made to the guidelines, standards,
recommendations and general advice.

if there has been a public consultation, a feedback document
will be available; it will summarize the comments received and
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a reasoned explanation addressing the major points made in
response; and

d).when CEBS has decided to follow the alternative process
included in paragraphs 5 and 6, it will publish the reasons for
the decision to do so as well as the views of the CEBS
Consultative Panel, according to paragraph 12 of the document
“Public statement of consultation practices”

8. Required changes to CEBS guidelines, standards and

recommendations will only be made once a year in order to provide
stable guidelines, standards and recommendations.
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111. Guidelines on Supervisory Processes

Guidelines on Supervisory Disclosure®

Executive Summary

1. This paper sets out CEBS' guidelines for implementing a common
European framework for supervisory disclosure. The framework is
intended to make supervisory practices more transparent, which
should in turn promote the legitimacy and credibility of
supervisors from the perspective of the institutions that they
supervise. This paper should therefore be of key interest to
supervised institutions.

2. The need for transparency is all the more pressing in the context
of increasing integration of European financial markets in Europe,
which requires consistent implementation of EU legislation and
convergence of supervisory practices. CEBS members recognise
that supervisory disclosure promotes sound governance and is a
powerful tool for convergence of supervisory practices across
Europe.

3. The importance of supervisory transparency and accountability
has been stressed by the Basel Committee on Banking

Supervision and by the new European legislation10, which will
require supervisors to make disclosures that permit meaningful
comparisons of supervisory rules and practices across Europe.

4. The guidelines developed by CEBS implement a framework for
supervisory disclosure at both the European and national levels.

5. The framework will make it easier to compare national texts that
implement the Capital Requirements Directive (CRD), and to
compare the ways in which Member States exercise the options
and national discretions available to them in the CRD. In
addition, the framework will enable institutions to compare the
criteria and methodologies that supervisors use in evaluating and
reviewing them. Finally, it will provide aggregate statistical data
on key aspects of the implementation of the CRD.

9 As to the history of the document, please the following link on the CEBS website: http://www.c-
ebs.org/documents/Publications/Standards---Guidelines/files-from-old-website/GL05.aspx .

10 see the Capital Requirements Directive (‘the CRD’), which replaced the Consolidated Banking Directive
(2000/12/EC) and Capital Adequacy Directive (93/6/EEC), Article 144.
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10.

11.

12.

The scope of the framework has been limited to the provisions of
the CRD that implement Basel Il.

The form of disclosures plays an important role in allowing
meaningful comparisons. The proposals set forth in this
document seek to permit meaningful comparison in the following
ways:

¢ Disclosures will be accessible via the Internet, using both the
CEBS website and national websites, which will be linked to
each other.

e CEBS recommends using a common format, consisting of a
series of simple and similar information tables in standard
formats which can be posted on websites. These tables have
been designed to show two complementary levels of detail:
summary tables on the CEBS website for ease of cross-country
comparisons, linked to tables on the websites of national
authorities that provide more detailed information.

CEBS has provided tentative templates for these tables. The
templates are subject to change, to reflect developments in the
CRD and in CEBS work streams.

A demonstration of the functionality of the framework is available
on the CEBS website at www.c-ebs.org/Supervisory-
Disclosure.aspx.

The framework is written in English, the working language of
CEBS. The information displayed on the CEBS website will be
disclosed in English. Information on the national websites of non
English-speaking countries will be available in English on a best-
efforts basis. In any case, the information should be made
available in national language prior to any translation.

The framework will be implemented by CEBS and the national
authorities in charge of the supervision of credit institutions and
investment firms by year-end 2006 as a target date for
qualitative information, and by mid-2008 for the statistical data,
recognising that some of the intended content may not yet be
available at the time.

The CEBS draft guidelines went through a three-month public
consultation and overall received a positive response. Attached to
this paper is a feedback table which contains a summary of the
key points arising from the consultation and the responses made
to address them. It includes an annex reflecting CEBS’ views on
the detailed comments received. With regard to the internet
mechanics of the framework, new functionalities have been
added to reflect the comments made. The website demo has
been amended accordingly (see. www.c-ebs.org/Supervisory-
Disclosure.aspx).
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SD Introduction

1. Transparency is a key element in effective banking supervision,
as evidenced by its inclusion in Principle 1 of the Core Principles

on Effective Banking Supervision.11 The effectiveness of
supervision is closely related to the legitimacy and credibility of
the competent supervisory authorities. Quite apart from any
formal legal requirements, supervisors are accountable to
governmental and parliamentary authorities, to the regulated
industry, and to the general public for the conduct of supervision.
They are accountable both for how they enforce compliance with
prudential regulations and for how they foster sound governance

practices on the part of the institutions12 they oversee.
Appropriate disclosure by supervisory authorities is desirable to
ensure proper accountability, which in turn helps to promote
sound governance practices on the part of the supervisors

themselves.

2. Supervisory transparency and accountability are also stressed in
the Basel Committee on Banking Supervision’s “Revised
Framework  for International Convergence of Capital

Measurement and Capital Standards” (Basel Il1), which notes:
“the supervision of banks is not an exact science, and therefore,
discretionary elements within the supervisory review process are
inevitable. Supervisors must take care to carry out their

obligations in a transparent and accountable manner.”13

3. Structures that encourage transparency are all the more
important, given that the new capital adequacy framework will
introduce more complex rules that place greater reliance on the
qualitative judgement of supervisors. This will increase the scope
for supervisory discretion in a number of areas, at a time when
the integration of the European banking market places a
premium on supervisory convergence.

1 Principle 1 states that “an effective system of banking supervision will have clear responsibilities and objectives
for each agency involved in the supervision of banks”. This requirement is developed further in the Core Principles
Methodology, the implementation guide used by the IMF and the World Bank in their joint Financial Sector
Assessment Program (FSAP). The Core Principles Methodology states that supervisory agencies should set out their
objectives, should be subject to regular review of their performance against their responsibilities and objectives
through a transparent reporting and assessment process, and should ensure that information on the financial strength
and performance of the industry under their jurisdiction is publicly available. (see Core Principles Methodology,
“additional criteria” for assessing compliance with Core Principle 1 and also IMF Working Paper WP/02/163:
“Crisis Prevention and Crisis Management: The Role of Regulatory Governance.”)

12 For the purpose of this paper, ‘institutions’ refers to both credit institutions and investment firms.
13 See paragraph 779 of the Revised Framework for International Convergence of Capital Measurement and Capital
Standards, June 2004. (http://www.bis.org/publ/bcbs107.htm)
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European supervisory authorities recognise the importance of
increased convergence in achieving an integrated banking
market. They understand that supervisory disclosure will foster
sound governance and promote convergence of supervisory
practices across Europe.

The role of disclosure is specifically set forth in the Capital
Requirements Directive (‘the CRD’), which replaced the
Consolidated Banking Directive (2000/12/EC) and Capital
Adequacy Directive (93/6/EEC). In particular, Article 144 of the
CRD provides that:

“l. Competent authorities shall disclose the following
information:

(a) the texts of laws, regulations, administrative rules and
general guidance adopted in their Member State in the field
of prudential regulation;

(b) the manner of exercise of the options and discretions
available in Community legislation;

(c) the general criteria and methodologies they use in the
review and evaluation referred to in Article 124 of
2006/48/EC;

(d) without prejudice to the provisions laid down in Title V,
Chapter 1, Section 2, of 2006/48/EC aggregate statistical
data on key aspects of the implementation of the prudential
framework in each Member State.

The disclosures provided for in the first subparagraph shall
be sufficient to enable a meaningful comparison of the
approaches adopted by the competent authorities of the
different Member States.”

In addition, the other disclosure provisions in the CRD have been
taken into account for the sake of consistency and

completeness.14

What matters here is not so much the volume or the content of
disclosure — national authorities already disclose a substantial
amount of information — but rather the way in which disclosures

are presented1S,

14 see Annex |

15 Article 150 of the CRD states that the Commission may adopt implementing measures using the Comitology
procedure specifying the format, structure, contents list and annual publication date of the disclosures provided for
in Article 144, and the key aspects on which aggregate statistical data are to be disclosed under Article 144 (1)(d).
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10.

11.

12.

13.

The CRD’s requirement that disclosures should be sufficient to
enable a meaningful comparison of approaches provides an
opportunity to develop a framework for disclosure that will
ensure a certain degree of standardisation, notably in terms of
language and of where the disclosures can be found. In this way,
disclosures made by supervisors throughout Europe can be made
more readily accessible and easier to compare.

The Commission and the BAC have asked CEBS to play a leading
role in coordinating disclosures by national authorities and, in
particular, to design a transparent and efficient common
framework in the EU. The framework is constructed along the
following lines:

The framework focuses primarily on the provisions of the CRD
that relate to Basel Il. However, in view of the fact that capital
requirements are expressed in the form of a ratio, CEBS judged
that failing to consider the numerator of the ratio could
undermine the wusefulness of the disclosures. The CRD’s

provisions concerning own funds16 are therefore included in the
framework as well. CEBS also recommends including the
provisions of the CRD dealing with internal control mechanisms

insofar as they relate to the Supervisory Review Process1l/ and
to Pillar 2 measures. In addition, the framework includes national
provisions extending the requirements set forth in the Directive
2006/49/EEC to investment firms, as well as provisions of
Directive 2006/49/EEC relating to capital requirements for
market risks and to the definition and prudential treatment of the
trading book.

The framework will be implemented by CEBS and the national
authorities in charge of the prudential supervision of both
investment firms and credit institutions. When investment firms
are supervised by a different authority than the one that
supervises credit institutions, coordination in implementing the
framework will take place in the countries concerned.

It respects the following principles: a) it simply displays
disclosures without interpreting nor validating them; b) it is not
meant to limit the capacity of supervisors to act in a flexible and
timely manner; and c¢) no individual decision regarding specific
supervised institutions should be disclosed.

The framework is constructed in English. Non English-speaking
countries will provide disclosures in English on a best-efforts
basis, but in any case in their national language prior to any

16 Articles 56 to 67 of the Directive 2006/48/EC (http://eur-
lex.europa.eu/LexUriServ/site/en/o0j/2006/1_177/I _17720060630en00010200.pdf)

17 Article 22 and Annex V, Section V of the Directive 2006/48/EC (http://eur-
lex.europa.eu/LexUriServ/site/en/o0j/2006/1_177/I_17720060630en00010200.pdf)
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14.

15.

translation18. The framework aims at avoiding excessive
administrative and translation burden. Its overall structure and
format have been designed to be simple and flexible enough to
be updated and adapted within a reasonable time schedule. It
will be subject to regular monitoring by the CEBS Secretariat.

Disclosures will be accessible on the Internet, via the CEBS
website and the national supervisory authorities’ websites,
interacting with each other. As common format, sets of simple

tables in consistent formats19 will be posted on the websites. Of
course, the use of Internet will not preclude supervisors using
alternative vehicles of disclosure.

This framework is the first step towards greater transparency on
the part of supervisors. It is also an evolutionary process capable
of adapting gradually to future changes in the rules, needs and
practices of both supervisors and institutions.

Transparency of supervision

1.1.
16.

1.2.
17.

Definition

Supervisory disclosure is defined as a comprehensive policy of
transparency. Its aim is to make information related to prudential
supervision available in a timely manner to all interested parties,
including credit institutions, investment firms, other market
participants, other supervisors, and consumers. The framework
for supervisory disclosure is meant only to provide information. It
is not meant to limit in any way the ability of individual national
supervisors to act in a flexible, timely and independent manner,
when required.

Objectives

The supervisory disclosure framework has two main goals:

o Enhancing the effectiveness of supervision, by facilitating
interaction between institutions and competent authorities;
addressing the legitimate expectations of institutions, which
need clarity and transparency of the rules they must comply
with; and providing easy access to the disclosed
information.

) Helping to promote a level-playing field throughout Europe,
by facilitating meaningful comparisons of supervisory
approaches. Disclosure can be viewed as one tool among

18 CEBS has noted that in many countries only the texts in national language are deemed to have legal force.
19 These tables are subject to changes following developments in the CRD and the CEBS work.
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18.

19.

20.

21.

22.

23.

24.

25.

many for promoting convergence in supervisory practices
across Europe.

In this respect, the disclosure framework will serve to enhance
the transparency of the legislative and regulatory process in each
Member State as it implements the CRD.

The primary users of the disclosure framework will be the
supervised institutions, other market participants, and competent
authorities. All of them should benefit from a more user-friendly
framework that contributes to an improved exchange of
information.

The framework is designed to satisfy the requirements of the
CRD and to permit meaningful comparisons of the approaches
adopted by national supervisors. Achieving these objectives calls
for different approaches to each of the sub-paragraphs of Article
144 of Directive 2006/48/EC. Specifically:

When disclosing the texts of laws, regulations, administrative
rules, and general guidance under Article 144(1)(a), the
emphasis should be on providing the most exhaustive and up-to-
date information.

However, when disclosing the manner of exercise of the options
and national discretions under Article 144(1)(b), enabling end-
users to make quick and meaningful comparisons should be
considered a more important objective than providing exhaustive
information in a single location.

The disclosure under Article 144(1)(c) of supervisory review
criteria and methodologies referred to in Article 124 is viewed as
a tool to help institutions understand broadly how competent
authorities will assess the systems and procedures required by
the CRD. It may also provide an incentive for institutions to
improve their own risk-management systems and procedures.

The disclosure of aggregate statistical data under Article
144(1)(d) is intended to provide general information on the
national banking sectors as well as on the implementation
process in each Member State. The disclosures should cover both
Pillar 1 and Pillar 2, with aggregate data reported in comparable
terms over time.

Basic principles

The supervisory disclosure framework is based on the following
set of principles:
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The framework must be neutral with regard to the legal
framework of each Member State. It aims at simply
recording and transmitting factual information, without
seeking to interpret or validate the disclosures. Moreover,
the framework must not conflict with the normal process of
transposing European legislation into national laws or
regulations, which does not rely exclusively on supervisory
authorities, but is legally the responsibility of the Member
States under the Treaties.

The members of CEBS recognise that making disclosures in
a common language will facilitate meaningful comparisons
between the approaches adopted by the competent
authorities in different Member States. The framework is
therefore constructed in English, the working language of
CEBS. All the information displayed on the CEBS website -
including short texts such as the executive summaries
required under Article 144(1)(c) - will be in English. The
texts and documents disclosed on national websites under
the framework will be made available in English on a best-
efforts basis by the non English-speaking countries. They
should at a minimum make their national texts available in
their own language prior to any translation, and, for the
sake of clarity, should state whether their national texts and
documents are also available in English. In countries where
only the texts in national language are deemed to have legal
force, a disclaimer may need to be added to national
websites —if such disclaimers have not already been made-
in order to avoid any unintended legal liability arising from
the translation. CEBS has drafted a disclaimer for its own
use which it will post on its website.

The need for disclosure does not override the confidentiality
principle dealing with the exchange of information and
professional secrecy. Consequently, no supervisory actions
or decisions directed at specific institutions are to be
disclosed. In particular, disclosures relating to the
supervisory process under Article 144(1)(c) should exclude
any supervisory measures directed at specific institutions,
whether taken with respect to a single institution or to a
group of institutions. Likewise, the aggregate statistical data
referred to under Article 144(1)(d) shall be disclosed only
insofar as institution-specific data cannot be derived from
the aggregate data. However, any data that an institution
would itself be required to disclose, e.g. under Pillar 3, can
be considered by the competent authorities not to raise a
confidentiality issue. Competent authorities retain sole
responsibility for determining when information may not be
disclosed because of a potential breach of confidentiality.
This principle will be flagged in the framework by a specific
waiver.
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26.

iv. The supervisory disclosure should be resource-efficient and
should avoid excessive burden on supervisors. Accordingly,
the framework is based on currently available information
and no additional reporting should be required on the part of
supervisors or institutions. The overall structure and the
format of the framework have been designed to be simple
and flexible enough to be updated and adapted within a
reasonable time schedule.

v. The disclosure framework will be regularly monitored by
CEBS, through its Secretariat. An annual report will be
provided to the European Commission with a view to helping
the Commission assess whether the objective of ‘meaningful
comparison’ as stated in Article 144 is achieved.

Flexibility will be needed in order to make these principles
workable in practice. Flexibility in a technical sense will be
provided by using IT systems and the Internet, which will enable
the framework to be easily accessible and quickly updated.
Flexibility will also be needed with respect to the detail and scope
of disclosures. For example, the framework will need to provide
clear scope for competent authorities in small jurisdictions to
benefit from the proportionality principle. Finally, flexibility will be
needed when dealing with confidentiality issues, such as those
raised by differences in size between European banking systems.

Main features

1.3.

27.

28.

Internet architecture and format of publication

The framework should provide easy access to relevant
information and enable a meaningful comparison of approaches
across EU countries. The use of the Internet is seen as the most
technically suitable and user-friendly means to achieve these
goals.

A two-tiered architecture is proposed, in which:

i. The CEBS website will serve as a centralised electronic
repository. It will allow for quick and easy comparison of
relevant information, and will provide links to the websites
of the national supervisory authorities.

ii. The websites of national competent authorities will provide
the exhaustive and detailed information required by the
CRD.
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29.

30.

31.

32.

33.

34.

This two-tiered architecture is intended to strike an appropriate
balance between the objectives of easy comparability (at CEBS
level) and exhaustiveness (at national level). For instance,
regarding the disclosures under Article 144(1)(b), CEBS will post
on its website only the information provided by the national
authorities which is needed to permit meaningful comparisons of
the ways in which options and national discretions are exercised
in the different Member States. This basic information will then
serve as a quick reference to the more detailed information
available on national websites.

The two-tiered architecture should not undermine the ability of
competent authorities to set or change their national
transparency policies, since they will not be prevented from
disclosing additional material, and will remain solely responsible
for the information made available on their websites.

On the technical side, competent authorities will retain control
over the design (the use of a logo, of certain colours, etc.) and
technical organisation of their national websites, as long as the
templates for information tables provided by CEBS are inserted
into the supervisory disclosure section of their websites.

The two-tiered architecture appears to be technically feasible,
with the interaction between the two levels consisting of
hyperlinks between web pages. To avoid unnecessary duplication
of work and to ease the burden of updating of information at
both national and CEBS levels, CEBS recommends that links to
the actual texts of documents from the CEBS website be used
only on an exception basis.

To ensure the comparability of information provided by different
countries represented in CEBS, a certain degree of
standardisation is considered necessary. CEBS therefore
recommends that it and national competent authorities
incorporate  similarly-structured web pages devoted to
supervisory disclosure into their own websites, and that they use
a common format for their information tables.

Thanks to electronic links between websites, webpages and
tables, the end-user should find it easy to navigate on both CEBS
website and national websites, from one table to another, from
one webpage to another, from the CEBS website to the national
websites and vice versa.
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35.

36.

37.

38.

39.

40.

41.

The use of similar web pages and common templates for
information tables is viewed as an appropriate means of ensuring
consistency, at CEBS and national levels, across the four areas of
disclosure. It should facilitate the meaningful comparison of
supervisory policies and practices while allowing for easy access
to information.

The use of common templates is not meant to require any
modifications to the existing disclosure systems of national
authorities. The disclosure framework provides technical
flexibility to use disclosures made at the national level in their
current form. This can be accomplished either by setting up
hyperlinks from the CEBS-formatted tables to the relevant
national documents displayed on national websites, or by
displaying the information, if short enough, directly in the tables.
National authorities will be free to choose between these two
methods. Finally, use of the CEBS’ templates will not preclude
national authorities from disclosing additional information.

The templates consist of a set of information tables, to be filled in
with the information and documents required under Article
144(1). They are divided into four sections, corresponding to the
four sub-paragraphs of Article 144(1). The templates are only
tentative. They will be kept up to date to reflect the current
version of the CRD and the outcome of the CEBS’ work. The
proposed templates are accessible by clicking here: www.c-
ebs.org/Supervisory-Disclosure.aspx.

At the current stage of development, the disclosures required
under Article 144(1)(a), will be displayed in eight tables.
(http://www.c-ebs.org/Supervisory-Disclosure/Rules-and-
guidance.aspx).

Two tables have been designed for Article 144(1)(b): one for the
list of options and national discretions, and the other for mutual
recognition provisions. They will be accompanied by short
explanatory notes on how to use them. (http://www.c-
ebs.org/Supervisory-Disclosure/Options-and-national-
discretions.aspx).

The disclosures required under Article 144(1)(c) will be collected
in a single table. (http://www.c-ebs.org/Supervisory-
Disclosure/Supervisory-review.aspx).

The disclosures referred to in Article 144(1)(d) will be displayed
in five tables. They will include aggregate data on national
banking sectors, credit risk, operational risk and market risk data
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42.

43.

44.

1.4.

45.

for Pillar 1 and data on supervisory actions and measures for
Pillar 2. The aggregate statistical data will be provided by
national authorities to CEBS and posted on the CEBS website. For
the sake of clarity and simplicity, the national websites will
disclose the same templates with the same information.
(http://www.c-ebs.org/Supervisory-Disclosure/Statistical-

Data.aspx).

Aggregate data will be stored on CEBS’ computers, creating a
database that can be used for statistical analysis. Users will be
given the tools to analyse historical data.

It has not been considered necessary to specify a common
structure or format for explanatory text or other relevant
information that competent authorities may wish to release (e.qg.
FAQs). (http://www.c-ebs.org/Supervisory-Disclosure/national-
web-pages.aspx).

The framework will also include a page for disclosing contact
information. At a minimum, this should include contact
information for the country’s CEBS members, the CEBS
Secretariat members and the communication officers of the
competent authorities. The information should include at least
the name of each person and his or her exact title and/or area of
expertise. The framework will provide flexibility for entering
additional information of the contact person (such as personal e-
mail address, direct telephone and fax numbers) or general
contact information (e.g., the organisation’s or functional e-mail
address and switchboard number). (http://www.c-
ebs.org/Supervisory-Disclosure/national-web-pages.aspx).

Content of disclosure

The content follows the structure of Article 144 quoted above:

‘Rules and guidance’ covers national laws and regulations

in the field of prudential supervision and regulation,

e ‘Options and national discretions’ refers to the information
about how options and national discretions are exercised,

e ‘Supervisory review’' deals with the general criteria and
methodologies used by competent authorities in their
supervisory review and evaluation process referred to in
Article 124,

e ‘Statistical data’ refers to statistical data on key aspects of

the implementation of the prudential framework.
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1.4.1. Rules and guidance

46. Article 144(1)(a) of Directive 2006/48/EC requires competent
authorities to disclose the texts of laws, regulations,
administrative rules and general guidance adopted in their
Member State in the field of prudential regulation.

47. The information tables related to ‘rules and guidance’ are

accessible by clicking here:

http://www.c-ebs.org/Supervisory-Disclosure/Rules-and-

guidance.aspx.

48.

49.

50.

The supervisory disclosure framework will display the texts of the
laws, regulations, and administrative rules used by each Member
State to transpose the Basel Il-related provisions of the
Directives 2006/48/EC and 2006/49/EC. Depending on how much
of the EU legislation has already been transposed, these may
take the form either of new legislative and regulatory texts
adapting these Directives into national law, or existing legislative
texts or regulations amended accordingly.

For the purpose of supervisory disclosure, the term
‘administrative rules’ is understood to refer to documents that
instruct supervised institutions on how to fulfil legislative and
regulatory requirements. The character and legal enforceability of
administrative rules is likely to vary from one Member State to
the next. Nevertheless, for the sake of clarity and simplicity, they
are considered here as ‘third-level’ documents — as compared to
texts of laws (‘first level’) and regulations (‘second level’). This
definition does not restrict the disclosure policies of competent
authorities; they retain sole responsibility for deciding what types
of documents (e.g. instructions, methodological notes,
administrative notices) are appropriate to disclose under the
generic heading of ‘administrative rules.” The same holds true for
‘general guidance’. In general, however, competent authorities
should strive for the widest possible disclosure, regardless of
what legal instruments they use.

The following paragraphs provide illustrations of what might be
disclosed under ‘general guidance’:
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51.

52.

53.

54.

55.

Explicit disclosure requirements laid down in the CRD.20

Articles 81(4) and 97(4) of the Directive 2006/48/EC require
competent authorities to publish an explanation of the
recognition process for External Credit Assessment Institutions
(ECAIs) and a list of eligible ECAIs.

To meet this requirement, competent authorities should disclose
the methodologies or key questions they use to assess the
eligibility of ECAls. CEBS recommends that competent authorities
disclose the application process, indicating whether eligibility is
based on the decision of another EU Member State’s competent
authorities, or on direct recognition. In the latter case, the
disclosure should indicate whether this is done by accepting
applications, either from credit institutions or from the ECAIs
themselves; or using both methods. Competent authorities will
indicate the main market segments for which the ECAIls have
been recognised: ‘public finance’, ‘commercial entities’ (including
corporate and financial companies) and/or ‘structured finance’
(including securitisation positions).

The CRD does not require competent authorities to disclose the
mapping process they use to assign an ECAI’s credit assessments
to the steps in a credit-quality assessment scale. However, since
this mapping is a key element in understanding how supervisors
use ECAIls, CEBS recommends that the results of the mapping
should be disclosed for each eligible ECAI.

Article 87(5) requires competent authorities to publish guidance
on how institutions should assign risk weights to specialised
lending exposures under the Internal Ratings Based approaches.
To comply with this requirement, competent authorities should
publish the slotting criteria that supervised institutions are
required to use for specialised lending exposures when they
cannot satisfy the minimum requirements for estimating the
probability of default.

Article 100 requires the publication of any specific treatment of
securitisations subject to early amortisation provision of retail
exposures referred to in Article 100(3) and (4) when it becomes
part of the general approach of competent authorities.

20 see Annex 1.
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56.

57.

58.

59.

60.

61.

To cover these requirements, CEBS proposes information tables
that will be amended at a later stage to take into account the
final version of the CRD and the outcome of CEBS’ current work
on ECAIs. (http://www.c-ebs.org/Supervisory-Disclosure/Rules-
and-guidance.aspx).

Disclosures judged necessary to explain how the rules should be
applied by supervised institutions.

At this stage, this refers essentially to the disclosure of guidance
dealing with the validation of the IRB and AMA approaches. The
disclosures should include validation guidelines published by
national authorities, whatever their form (e.g. detailed technical
guidance, working documents, supervisory rules, informal
documents, interpretations, circulars, responses to industry
questions). General information on the supervisory approval
process itself should also be disclosed, as this may provide end-
users with useful practical information.

The CEBS Guidelines on Model Validation is also part of the
disclosure framework.

The definitive template for information tables have been
provided, taking into account the validation guidelines
(http://www.c-ebs.org/Supervisory-Disclosure/Rules-and-
guidance.aspx).

Additional information.

CEBS is currently considering requiring the disclosure of certain
lists as this will support convergence in practices. National
competent authorities would have to release either the lists or
the general criteria to identify those exposures. Disclosures
would include a list of regional governments and local authorities
risk-weighted like central governments, a list of public-sector
entities risk-weighted like institutions, and a list of core market
participants referred to in Annex VIII of the Directive
2006/48/EC. The exact format and content of those lists are still
under consideration. The proposed templates will be amended to
take the outcome of this work into account (http://www.c-
ebs.org/Supervisory-Disclosure/Rules-and-guidance.aspx).

General guidance could cover any other relevant explanatory
information to which competent authorities may wish to draw the
attention of end-users in order to provide a basic understanding
of the new capital adequacy framework. This information might
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1.4.2.

take the form of frequently asked questions (FAQs) at the
national level, relating for instance to the national texts of laws,
regulations or administrative rules referred to above.

Options and national discretions

62.

Article 144(1)(b) of the Directive 2006/48/EC requires competent
authorities to disclose the manner in which they exercise the
options and national discretions available in Community
legislation.

63.

64.

65.

The information tables are accessible by clicking here:
http://www.c-ebs.org/Supervisory-Disclosure/Options-and-
national-discretions.aspx.

Since many of the policy decisions regarding options and national
discretions will be implemented via regulation, subparagraphs (a)
and (b) of Article 144(1) are likely to overlap. This duplication is
considered acceptable and even desirable, since it highlights the
different focus of the two subparagraphs. Subparagraph (a) is
intended to present a given Member State’s national texts as a
cohesive whole. Subparagraph (b) focuses on the differences
between the national banking legislations of different Member
States. Such differences should be presented together in order to
facilitate comparative analysis. Moreover, specific issues related
to investment firms might require some minor adjustments in the
future, so as to take into account their particularities, in
accordance with Article 37 of the Directive 2006/49/EEC.

For the sake of clarity, a consistent terminology has been
adopted. ‘Option’ refers to a situation in which competent
authorities or Member States are given a choice on how to
comply with a given provision, selecting from a range of

alternatives set forth in Community Iegislation.21 ‘Discretion’ or
‘national discretion’ refers to a situation in which competent
authorities or Member States are given a choice as to whether to

apply, or not to apply, a given provision.22

21 For example, national authorities have the option, in determining the risk weights for exposures to institutions, of
using either the central government risk-weight based method or the credit assessment based method.

22 For example, Member States may, at national discretion, impose sub-consolidation in cases where it is not
required and, if they do so, they may set the conditions.
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66.

67.

68.

69.

1.4.3.

Special attention has been paid to discretions for which mutual
recognition is specifically allowed by the CRD. They are disclosed
under a separate table. (http://www.c-ebs.org/Supervisory-
Disclosure/Options-and-national-discretions.aspx).

As noted in section Il of this paper, the supervisory disclosure
framework specifically excludes supervisory actions or decisions
directed at specific institutions. Consequently, options and
discretions which are exercised with respect to individual
institutions or to a given set of institutions, rather than being
generally applicable, should not be disclosed under Article
144(1)(b). In particular, when Directives refer to the need for an
institution to obtain a competent authority’s approval or
authorisation for various purposes, such authorisation or
approval might be discretionary, but it does not constitute a
national discretion in the sense described above.

Finally, not all options or national discretions that might fall
within the scope of the framework and meet the above definition
are necessarily of interest for supervisory disclosure purposes. In
particular, some options or discretions are exercised not by
competent authorities or Member States, but by the institutions
themselves. Competent authorities are not required to make
disclosures concerning options which they do not have the power
to exercise.

As a result, 101 options and national discretions out of the ones

included in the CRD23 would be disclosed and also 18 discretions
with the mutual recognition clause. This number shrunk, in
accordance with the recommendation from CEBS to the Council
Working Group in September 2004. Therefore, the tables
designed by CEBS have been kept up to date to reflect the
development of the CRD and the outcome of CEBS’ work on
convergence. (http://www.c-ebs.org/Supervisory-
Disclosure/Options-and-national-discretions.aspx).

Supervisory review

70.

Article 144(1)(c) requires competent authorities to disclose the
general criteria and methodologies they use in the review and
evaluation referred to in Article 124 (the Supervisory Review and
Evaluation Process).

23 See the list posted on the CEBS website.
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71.

72.

73.

The Supervisory Review and Evaluation Process (SREP) is one
element of the larger Supervisory Review Process, the other
element being the Internal Capital Adequacy Assessment Process
(ICAAP).

o The ICAAP is conducted by the institution. It is a
comprehensive process including the management body and
senior management oversight, monitoring, reporting and
internal control reviews that institutions must have to
identify and measure their risks, allowing them to ensure
that adequate provision is made for holding internal capital

in relation to their risk profile.24

o The SREP is conducted by the competent authority. It is also
a comprehensive process which supervisors use to review
and evaluate the institution’s exposure to risks, the
adequacy and reliability of the institution’s ICAAP, the
adequacy of the institution’s own funds and internal capital
in relation to the assessment of its overall risk profile, to
monitor ongoing compliance with standards laid down in the
CRD and to identify any weakness or inadequacies and

necessary prudential measures25.

The supervisory disclosure framework provides information both
on minimum standards and requirements for ICAAP and on how
competent authorities conduct their own SREPs starting with the
ICAAP/SREP dialogue. In practice, minimum standards for
ICAAPs will already have been disclosed under Article 144(1)(a).
However, the disclosure of the same requirements under Article
144(1)(c) is considered useful, as it provides end-users with a
different perspective. The rationale for this overlap is the fact
that the competent authority’s review and evaluation of the
ICAAP is an integral part of the SREP.

The guidelines developed by CEBS in this area, have been
organised into an overall structure that groups SREP topics under
broad categories or stages. The objective was to identify the
conceptual building blocks of supervisory activity that constitute
the core of the SREP.

24 gee paragraph 20 of CEBS CPO03 posted on the CEBS website. For the sake of clarity, the references to CP03 will
be retained until the final Guidelines on the ‘Application of the Supervisory Review Process under Pillar 2’ are
released by CEBS. Please note that CP03 is under a second round of public consultation which ends on 21 October

2005.

25 See paragraph 28 of the CEBS CP03 posted on the CEBS website
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74.

75.

76.

77.

78.

79.

Four categories have emerged as common to all competent
authorities. While specific definitions or details may vary over
time or from one national authority to the next, the basic themes
remain similar.

The organisation of these categories, as presented below, is
derived mainly from the CEBS Guidelines on the Application of
the Supervisory Review Process under Pillar 2. It also reflects the
work done on internal governance. Further it takes into account
the principles set out in the CEBS Guidelines on Supervisory
Cooperation for Cross-Border Banking and Investments Firms
Groups (also known as the Home Host Guidelines).

This structure should be easy to revise in order to reflect any
changes in guidelines that may be forthcoming from CEBS.

The four categories are the following:

(i) Scope and classification (including proportionality)
(i) Individual Risk Assessment

(iii) Review and Evaluation of ICAAP

(iv) Overall assessment and supervisory measures

Competent authorities will be required to disclose the criteria and
methodologies used in the first three categories and for the
overall assessments in the fourth category. The authorities may,
on a voluntary basis, also disclose the policies that guide their
decisions for taking supervisory measures (within the meaning of
Article 136(1)) whenever their assessment of an institution
identifies weaknesses or inadequacies that call for supervisory
intervention. Such disclosures might include the publication of
internal guidelines or other documents describing general
supervisory practices. However, no disclosure will be required
regarding decisions on individual institutions, to respect the
confidentiality principle.

Standing above the four categories, an overarching column,
‘Dialogue/Interaction’, will be used to describe the close
relationship between competent authority and institution during
all four stages of the SREP, from scope and classification to
overall assessment and supervisory measures. While they are
presented as separate stages in the supervisory process, all four
categories involve interaction between institutions and competent
authorities, particularly for larger, more complex and
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80.

81.

82.

83.

systemically important institutions. Moreover, in practice, all four
stages of the SREP are closely intertwined.

Another overarching dimension is proportionality. Both the
requirements for the ICAAP26 and the frequency and intensity of

supervisory review and evaluation of those requirements27
should be proportional to the nature, scale, and complexity of the
activities of the institution concerned. This proportionality aspect
has been integrated into the first category for easy reference, but
it is relevant to the other categories as well.

Disclosures relating to the SREP will employ the same two-tiered
architecture described in section 1V of this paper :

o Guidelines and explanatory notes posted on the CEBS
website will provide an overall understanding of the general
features to be implemented by national authorities under
each category.

o An executive summary written by each national authority,
and posted on both its website and the CEBS website, will
give an overview of how it implements its SREP. This
summary may consist either of separate summaries for each
of the categories or a single summary covering all four
categories. The executive summary will also include
supplementary information on any aspect of the general
criteria and methodologies used in conducting the SREP that
goes beyond the harmonised rules and regulations or
converged supervisory practices in this area.

The organisation of topics in the various explanatory notes has
been updated to reflect the CEBS Guidelines on the Supervisory
Review Process and the CEBS Home Host Guidelines. The
information table is accessible by clicking here: http://www.c-
ebs.org/Supervisory-Disclosure/Supervisory-review.aspx.

At this stage of the CEBS’ work, special attention has been given
to the source material (the CRD Articles and the CEBS Guidelines
on the Supervisory Review Process’ sections that provide
guidance to institutions on conducting SREPs). The supervisory
disclosure framework will always take into account other CEBS
works when they are finalised.

26 see Article 123 of the Directive 2006/48/EC (http://eur-
lex.europa.eu/LexUriServ/site/en/o0j/2006/1_177/I _17720060630en00010200.pdf)

27 see Article 124 of the Directive 2006/48/EC.
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84.

85.

86.

87.

() Information to be disclosed under the category ‘Scope and
classification’ (including proportionality)

The explanatory note will cover Articles 22, 68-73, 123 and 124
of the Directive 2006/48/EC and paragraphs 14 and 19 of CEBS
Guidelines on the Supervisory Review Process (for scope of
application). It also covers CEBS guidelines on home-host issues,
which will deal with cross-border co-operation and information
exchange in more detail. Finally, it covers the general principle of
proportionality contained in the CEBS Guidelines on the
Supervisory Review Process.

Disclosure under this heading should also include the general
principles and methodologies used by competent authorities to
classify institutions. The disclosure should cover both quantitative
analysis and qualitative criteria. In addition, any criteria and
methodology used to categorise an institution’s overall impact on
financial stability or other overall supervisory objectives should
be disclosed.

(i) Information to be disclosed under the category ‘Individual
Risk Assessment’

The explanatory note will cover amongst others the SREP
Guidelines and the RAS Guidelines contained in the CEBS
Guidelines on the Supervisory Review Process. Subject to
proportionality, each supervisor should outline the criteria and
methodologies used in individualised off-site supervision (as
compared with the more automated, largely IT-based rating of
banks under the category of ‘classification’). The intensity and
degree of scrutiny applied by a supervisor may vary widely,
ranging from no individual assessment beyond the classification
rating, to a highly complex and detailed process of risk profiling.

(iii) Information to be disclosed under the category ‘ Review and
Evaluation of ICAAP’

The explanatory note cover the ICAAP and the Internal
Governance Guidelines contained in CEBS Guidelines on the
Supervisory Review Process. Competent authorities may disclose

their policies on the frequency and intensity of supervision28 for

28 In this context, supervision is understood as a broad approach including on-site inspections/on-site examinations
by examiners (narrow approach) and any other supervisory contact on-site such as visits with risk management,
management accounting, internal audit or any other unit of an institution
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88.

89.

1.4.4.

the purpose of reviewing and evaluating a bank’s internal ICAAP.
The intensity of the interaction between the competent authority
and the institution is subject to proportionality, as are any
guidelines or minimum requirements for the ICAAP that the
competent authority may issue. In addition, competent
authorities may consider disclosing internal guidance relating to
their on-site review and evaluation of ICAAP, such as
examination manuals and other relevant material.

(iv) Information to be disclosed under the category ‘Overall
Assessment and supervisory measures’

The explanatory note will cover the Supervisory Measures
Guidelines contained in the CEBS Guidelines on the Supervisory
Review Process. The overall assessment by the competent
authority is based on a review of all the activities referred to
under categories 1 through 3, along with any other relevant
information about the institution that the competent authority
may obtain. The form and level of detail of the assessment is,
once again, subject to proportionality, particularly with respect to
the individual risk profile as described in category 2.

Based on this overall assessment, each competent authority
decides if supervisory measures are necessary and, if so, what
measures are appropriate. As stated in paragraph 78 of this
paper, policies that guide decisions on taking supervisory
measures may be published by competent authorities.

Statistical data

90.

Article 144(1)(d) of the Directive 2006/48/EC requires competent
authorities to disclose aggregate statistical data on key aspects
of the implementation of the prudential framework.

91.

92.

The ‘key aspects’ should include information about banks and
investment firms on both the supervisory process (e.g. the
number of institutions supervised) and supervisory outcomes
(e.g. tier-1 ratios or Pillar-1 credit-risk capital requirements).
This information should cover both banks and investment firms.

Disclosures should have both a descriptive and a quantitative
component. For the methodology used to define and calculate the
aggregate statistical data, reference is made to Annex Il which
provides a list of definitions.
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93.

94.

95.

96.

97.

98.

In principle, the aggregate statistical data will be based on
information that is already available to the competent authority.
The disclosures should therefore not involve any additional
burden for the supervised institutions.

Possible sources of information include the CEBS Common
Reporting framework for Pillar 1 data, internal data from
competent authorities for Pillar 2 data, and Central Bank data
(e.g. structural reports of the European Central Bank) for
national data.

The table on national data presents key statistics for banks and
investment firms on a domestic basis, together with key solvency
data on a national consolidated basis. The other tables present
more detailed risk data for each country, also on a national
consolidated basis rather than a solo basis.

To facilitate comparison of the data in the tables, the key
statistics are displayed in relative terms, using percentages,
instead of using absolute values.

In principle, the aggregate data should cover 100 percent of the
supervised institutions. Less than 100 percent coverage will be
permitted only if the omitted data are not considered to be
material. Data will be considered material if their omission or
misstatement might influence the assessment of the user.

To address the issue of confidentiality, the following disclaimer
will be posted on each of the tables (http://www.c-
ebs.org/Supervisory-Disclosure/Statistical-Data.aspx) :

“No confidential information which competent authorities may
receive in the course of their duties may be divulged to any
person or authority whatsoever, except in summary or collective
form, such that individual credit institutions cannot be identified,

without prejudice to cases covered by criminal law.29
Accordingly, whenever the disclosure of aggregate statistical data
would result in a breach of confidentiality as determined by the
national competent authority, those data should not be
disclosed.”

29 The first sentence of the disclaimer is taken directly from Article 44(1) of the Directive 2006/48/EC (http://eur-
lex.europa.eu/LexUriServ/site/en/0j/2006/1_177/1_17720060630en00010200.pdf).
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99.

100.

1.5.

101.

102.

103.

104.

105.

If data are not being disclosed, the reason for non-disclosure will
be mentioned for that ‘blank’ cell. More specifically, an index will
be used that specifies whether the data for that cell are not
available (N/A), confidential (C) or not material (N/M).

With respect to the Pillar 2 data which will be provided on a
country-by-country basis, it should be stressed that, due to
differences in national regulations as well as in supervisory
practices and approaches across Member States, the figures
provided might not be fully comparable, and before drawing any
conclusions, these differences should be carefully considered.

Implementation and updating

The Supervisory Disclosure Framework consistent with the
present guidelines is expected to be implemented gradually, for
several reasons.

First, some of the information required (e.g. laws and regulations
transposing the Directives into national legislation) was not
available before the CRD has been definitively adopted. Second,
Member States will probably disclose gradually how they
implement their Supervisory Review Process. Third, aggregate
statistical data will be available only at year end. Finally,
translation burden may delay the whole process, even if
competent authorities commit to disclose information in English
on a best-efforts basis and in a timely manner.

Nevertheless, in view of the legitimate interest of end-users in
having disclosures available as early as possible, year-end 2006
is set as a target date with respect to paragraphs (1)(a) through
(1)(c) of Article 144, and mid-2008 with respect to paragraph

(1)(@).

In order to keep the disclosure framework up to date, competent
authorities will update their disclosures at least once a year.
Disclosures under Article 144(1)(a) through (1)(c) should be
updated no later than the end of January of each year, while
disclosures under Article 144(1)(d) should be updated by July to
allow time for data processing and aggregation of the previous
year’s data.

The process used for updating the disclosure framework should
respect the current disclosure practices of national competent
authorities, since they remain responsible for the information
they disclose. This would automatically be the case if full use is
made of the two-tiered structure described in section IV of this
paper. If the structure relies on hyperlinks between webpages,
any updates made to a national website should automatically
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106.

107.

result in updating the CEBS website. Should there be no
automatic update, national authorities will be responsible for
notifying CEBS when an update of information contained in the
national part of the supervisory disclosure framework is made.
Accordingly, the general principle should be that any national
update triggers an update of the CEBS website.

In order to keep end-users informed of the status of the
information disclosed, a list of updates will be displayed in the
front page of each of the four current sections (Rules and
Guidance, National Discretions and Options, Supervisory Review,
and Statistical Data), in the following format (see also the CEBS
website demo).

Latest updates

Date Country

11.9.2006 Austria (with a link to the updated
page of the national website)

18.9.2006 Belgium

An email alert system will allow users allow the user to be
informed automatically each time a change has been made in the
framework or in specific parts of the framework, depending on
the various types of information requests that the user
subscribes to (see the CEBS website demo).
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The review of the framework

108.

109.

110.

111.

112.

In accordance with its Charter30, CEBS, through its Secretariat,
will conduct an annual review of the implementation of the
disclosure framework.

The CEBS Secretariat will carry out a fact-finding and stock
taking exercise to monitor whether the required information is
provided and disclosed.

CEBS is not responsible for the quality of the information
provided by competent national authorities. The CEBS
Secretariat’s annual review will examine only:

i. whether the tables have actually been filled in,
ii. whether the information has been updated,
iii. whether the information is disclosed in English and

iv. whether any technical problems arising from the use of
hyperlinks on the CEBS website have been resolved on a
best-efforts basis.

The CEBS Secretariat will then test its preliminary findings with
the relevant competent authorities and come up with a final
outcome.

The results of this review will be summarised in the annual report
of CEBS and will be provided to the Commission for information.
This should assist the European Commission to assess whether
the framework effectively contributes to the objective of an on-
going ‘meaningful comparison of approaches’ as stated in Article
144 of the Directive 2006/48/EC.

30 Article 4.3 of its Charter, which states that “The Committee will foster and review common and uniform day to
day implementation and consistent application of Community legislation.” [...] It may also conduct surveys of
regulatory/supervisory practices within the single market.
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Annex 1
List of the articles related to supervisory disclosure

Directive 2006/48/EC

Recital (61): "in order for the internal market in banking to operate
with increasing effectiveness and for citizens of the Community to be
afforded adequate levels of transparency, it is necessary that
competent authorities disclose publicly and in a way which allows for
meaningful comparison the manner in which this Directive is
implemented.”

Article 81.4

“Competent authorities shall make publicly available an explanation
of the recognition process, and a list of eligible ECAIs.”

Article 87.5

“Notwithstanding paragraph 3, the calculation of risk weighted
exposure amounts for credit risk for special lending exposures may
be calculated in accordance with Annex VII, Part 1, paragraph 5.
Competent authorities shall publish guidance on how institutions
should assign risk weights to specialised lending exposures under
Annex VII, Part 1, paragraph 5 and shall approve institutions
assignment methodologies.”

Article 97.4

“The competent authorities shall make publicly available an
explanation of the recognition process and a list of eligible ECAIs.”

Article 100.4

“Where a competent authority intends to apply a treatment in
accordance with paragraph 3 in respect of a particular securitisation,
it shall first of all inform the relevant competent authorities of all the
other Member States. Before the application of such a treatment
becomes part of the general policy approach of the competent
authority to securitisations containing early amortisation clauses of
the type in question, the competent authority shall consult the
relevant competent authorities of all the other member States and
take into consideration the views expressed. The views expressed in
such consultation and the treatment adopted shall be publicly
disclosed by the competent authority in question.”

Article 144
“1. Competent authorities shall disclose the following information:
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(a) the texts of laws, regulations, administrative rules and general
guidance adopted in their Member State in the field of
prudential regulation;

(b) the manner of exercise of the options and discretions
available in Community legislation;

(©) the general criteria and methodologies they use in the review
and evaluation referred to in article 124;

(d) without prejudice to the provisions laid down in Title V,
Chapter 1, Section 2, aggregate statistical data on key aspects
of the implementation of the prudential framework in each
Member State.

The disclosures provided for in the first subparagraph shall be
sufficient to enable a meaningful comparison of the approaches
adopted by the competent authorities of the different Member
States. “

Article 150.2

“The Commission may adopt the following implementing measures in
accordance with the procedure in Article 151.:

(d) specification of the key aspects on which aggregate statistical
data are to be disclosed under Article 144 (1) (d)

(e) specification of the format, structure, contents list and annual
publication date of the disclosures provided for in Article 144.

ANNEX VIII — Credit risk mitigation, Part 1- Eligibility

1. Funded credit protection, Real estate collateral

8§ 16: “The competent authorities may waive the requirement for
their credit institutions to comply with condition (b) in paragraph 13
for exposures secured by residential real estate property situated
within the territory of that Member State, if the competent
authorities have evidence that the relevant market is well-developed
and long established with loss-rates which are sufficiently low to
justify such action. (...) Member States shall disclose publicly the use
they make of this waiver.”

Directive 2006/49/EC
Recital no 30

61


http://eur-lex.europa.eu/LexUriServ/site/en/oj/2006/l_177/l_17720060630en00010200.pdf�

“In order for the internal market to operate with increasing
effectiveness and for citizens of the Community to be afforded
adequate levels of transparency it is necessary that competent
authorities disclose publicly and in a way which allows for meaningful
comparison the manner in which the requirements of this Directive
are implemented.”
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Annex 11

Preliminary definitions for calculating the ‘statistical data’ part of
the supervisory disclosure framework

Definitions on data on the national banking sectors in the EU

1. Number of credit institutions (CI):

A credit institution is a company that meets the description, as laid
down in Article 1 and 4 of Directive 2006/48/EC. The figure includes
domestically incorporated institutions, branches of the EEA as well as
non-EEA credit institutions. Any number of places of business set up
in the respective country by a credit institution with headquarters in
another country, is counted as one credit institution. The definition
includes branches / subsidiaries of foreign banks but not foreign
branches / subsidiaries of domestic banks (host country approach).

2. Total assets of CI

Total assets of credit institutions. Non-consolidated data required.
Calculated on a residential basis (host country approach, with a
population that corresponds to the principles, as laid down under 1).

3. Gross Domestic Product
At market price (suggested source Eurostat/ECB).
4. Number of branches of Cl from EEA countries

A branch is a place of business which forms a legally dependent part
of a credit institution and which carries out directly all or some of the
transactions inherent in the business of credit institutions. Any
number of places of business set up in the same country by a credit
institution with headquarters in another country should be counted
as a single branch.

5. Total assets of branches of Cl from EEA countries
The sum of the total assets of branches as defined in number 4.
6. Number of subsidiaries of Cl from EEA countries

A subsidiary is a separate incorporated credit institution in which
another (EEA) credit institution has a majority or full participation.
Any subsidiary of a subsidiary undertaking shall be regarded as a
subsidiary of the parent undertaking which is at the head of those
undertakings.
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10.

11.

12.

13.

14.

15.

16.

17.

18

Total assets of subsidiaries of Cl from EEA countries

The sum of the total unconsolidated assets of the subsidiaries as
defined in number 6.

Number of branches (see number 4) of CI from third countries

Total assets of branches (see number 5) of Cl from third countries
Number of subsidiaries (see number 6) of Cl from third countries
Total assets of subsidiaries (see number 7) of Cl from third countries
Total tier | capital

Original own funds as composed by items (a), (b) and (c) of Article
57 of the Directive 2000/48/EC, deducted by items (i), (j), (k) and

by 50% of items (I) to (r) of Article 57 of the DIRECTIVE 2006/48/EC
according to Article 66 paragraph 2 of this Directive.

Total tier Il capital

Additional own funds as composed by items (d), (e), (f), (g) and (h)
of Article 57 of the DIRECTIVE 2006/48/EC and deducted by 50 % of
items () to (r) of Article 57 after application of the limits of Article 66
paragraph 1 according to Article 66 paragraph 2 of this Directive.

Total capital

The Tier | (see number 12) and Tier Il (see number 13) capital plus
ancillary own funds as defined in Articles 13-15 of the Directive
2006/49/EC.

Total risk weighted assets

The total assets and off-balance sheet items, risk-adjusted in
accordance with the Sections 3 and 4 of the Directive 2006/49/EC.

Total capital adequacy ratio

Total capital (see number 14) as a proportion of total risk weighted
assets (see number 15) plus the calculated total of market risk
positions (converted into risk weighted assets).

Number of investment firms

Firms that meet the investment firm definition of Article 4 of
Directive 2004/39/EC.

Total assets of investment firms
The total assets of investment firms. Non-consolidated data required.

Calculated on a residential basis (host country approach, see number
1).

64


http://eur-lex.europa.eu/LexUriServ/site/en/oj/2006/l_177/l_17720060630en02010255.pdf�
http://eur-lex.europa.eu/LexUriServ/site/en/oj/2006/l_177/l_17720060630en00010200.pdf�
http://eur-lex.europa.eu/LexUriServ/site/en/oj/2006/l_177/l_17720060630en00010200.pdf�
http://ec.europa.eu/internal_market/securities/docs/isd/dir-2004-39-implement/dir-6-2-06-final_en.pdf�

Definitions on Credit Risk data

19.

20.

21.

22.

23.

24.

25.

26.

Standardised Approach to credit risk

Standardised Approach for calculating the risk weighted exposure
amount, as provided in Title V, Chapter 2, Section 3, Subsection 1,
Articles 78-83 as well as Annex VI of the Directive 2006/48/EC.

Foundation IRB approach to credit risk

Internal Ratings Based Approach for calculating the risk weighted
exposure amounts as provided in Section 3, Subsection 2, Articles
84-89 of the Directive 2006/48/EC based on values for LGDs and
conversion factors, as provided in Section 3, Subsection 2, Article
87(8) of Directive 2006/48/EC.

Advanced IRB

Internal Ratings Based Approach for calculating the risk weighted
exposure amounts as provided in Section 3, Subsection 2, Articles-
84-89 of the Directive 2006/48/EC based own estimates for LGDs
and/or conversion factors as provided in Section 3, Subsection 2,
Articles 87(7) and 87(9) of the Directive 2006/48/EC.

Own funds requirements for credit risk

Total minimum level of own funds for credit risk as defined by Article
75 (a), Article 76, Annex VI and Annex VIl of the Directive
2006/48/EC). The requirement calculation must also take into
account a number of other elements in the directive.

Total own funds requirements
Total minimum level of own funds as defined by Article 75 (a)-(d) of
the Directive 2006/48/EC.

Own funds requirements

For a particular approach, the minimum level of own funds for credit
risk as defined by Title V, Chapter 2, Section 3, Articles 76-93, Annex
VI and Annex VII of the Directive 2006/48/EC.

Exposure
An asset or off-balance sheet item as defined by Article 77 of the
Directive 2006/48/EC.

Asset class

Asset classes are broadly defined to achieve the highest degree of
commonality between the exposure classes as defined in Article
79(1) of the Directive 2006/48/EC for the Standardised Approach
and Article 86(1) for the Internal Ratings Based approach.

The proposed definitions of asset classes below are indicative and

subject to further review once the CEBS’ work on the Common
reporting framework is finalised.
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27.

28.

29.

30.

31.

32.

33.

All exposures are mapped onto 8 exposure classes. The 8 exposure
classes are: Central Governments & Central banks, Institutions,
Corporate, Retail, Equity, Securitisation positions, Other non-credit
obligation assets, Other items.

Central Governments & Central Banks

Exposure class as defined by Article 86(1)(a) of the Directive
2006/48/EC for the Internal Ratings Based Approach. For the
Standardised Approach, this exposure class includes the exposure
classes defined in Article 79(1)(a)-(e).

Institutions
Exposure class as defined by Article 86(1)(b) of the Directive
2006/48/EC for the Internal Ratings Based Approach. For the

Standardised Approach, this exposure class includes the exposure
classes defined in Article 79(1)(f) and (1)(D).

Corporate

Exposure class as defined by Article 86(1)(c) of the Directive
2006/48/EC for the Internal Ratings Based Approach. For the
Standardised Approach, this exposure class includes the exposure
classes defined in Article 79(1)(g) and (1)(i), and Annex VI, Part I,
point 9.2 Exposure secured by mortgages on commercial real estate.

Retalil

Exposure class as defined by Article 86(1)(d) of the Directive
2006/48/EC for the Internal Ratings Based Approach. For the
Standardised Approach, this exposure class includes the exposure
classes defined in Article 79(1)(h) and (1)(i), and Annex VI, Part I,

point 9.1 Exposure secured by mortgages on residential property.

Equity

Exposure class as defined by Article 86(1)(e) of the Directive
2006/48/EC for the Internal Ratings Based Approach. For the
Standardised Approach, this exposure class includes the exposure
classes defined in Article 79(1)(k) and (1)(0).

Securitisation positions

Exposure class as defined by Article 86(1)(f) of the Directive
2006/48/EC for the Internal Ratings Based Approach. For the
Standardised Approach, this exposure class includes the exposure
classes defined in Article 79(1)(m).

Other non-credit obligation assets

Exposure class as defined by Article 86(1)(g) of the Directive

2006/48/EC for the Internal Ratings Based Approach.
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34.

35.

36.

37.

Other items

Exposure class as defined by Article 79(1)(j), (1)(n) and (1)(p) of the
Directive 2006/48/EC for the Standardised Approach.

Credit risk mitigation

A technique used by a credit institution to reduce the credit risk
associated with an exposure or exposures which the credit institution
continues to hold, as defined in Article 4 (30) and Section 3,
subsection 3, Articles 90-93 and Annex VIIlI of the Directive
2006/48/EC.

Financial Collateral Simple Method

Under this valuation method, recognised financial collateral as a
credit risk mitigation technique is assigned a value equal to its
market value. This method is only available where risk weighted
exposure amounts are calculated under the Standardised Approach.
See Annex VIII, part 3, paragraphs 25 and following of the Directive
2006/48/EC.

Financial Collateral Comprehensive Method

Under this valuation method, financial collateral as a credit risk
mitigation technique is assigned a value after applying volatility
adjustments, in order to take account of market price volatility. See
Annex VIII of the Directive 2006/48/EC.

Definitions on Operational Risk data

38.

39.

40.

Basic Indicator Approach

Basic Indicator Approach for calculating the capital requirement for
operational risk is a certain percentage of a relevant indicator, in
accordance with the parameters set out in Annex X, Part 1 of the
Directive 2006/48/EC, as provided in Section 4, Article 103.

Standardised Approach

Under the Standardised Approach for calculating the capital
requirement for operational risk, the institutions shall divide their
activities into a number of business lines and shall apply a certain
percentage of a relevant indicator for each of these business lines, in
accordance with Annex X, Part 2 of the Directive 2006/48/EC, as
provided in Section 4, Article 104 of this Directive.

Advanced Measurement Approaches

Advanced Measurement Approaches for calculating the capital
requirements for operational risk are based on the institutions’ own
internal risk measurement systems. Institutions must satisfy their
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41.

competent authorities that they meet the qualifying criteria set out in
Annex X, Part 3 of the Directive 2006/48/EC, as provided in Section
4, Article 105 of this Directive.

Own funds requirements for operational risk
The minimum level of own funds for operational risk as provided in
Section 4, Article 102 of the Directive 2006/48/EC.

Definitions on Market Risk data

42. Own funds requirements market risk
Total minimum level of own funds for market risk as defined by
Article 75 (b) and Article 75 (c) of the Directive 2006/48/EC.

43. Own funds requirements standardised approach
Total minimum level of own funds as defined by Annex 1, I, IV & VI
of Directive 2006/49/EC.

44. Own funds requirements VAR
Total minimum level of own funds as defined by Annex V of the
Directive 2006/49/EC.

45. Own funds requirements standardised approach traded debt

instruments
Total minimum level of own funds as defined by Annex 1, sections 1-
12, sections 13-32, sections 41-56 and Annex VI of the Directive
2006/49/EC.

46. Own funds requirements standardised approach equities
Total minimum level of own funds as defined by Annex 1, sections 1-
12, sections 33-40, sections 41-56 and Annex VI of the Directive
2006/49/EC.

47. Own funds requirements standardised approach foreign exchange
Total minimum level of own funds as defined by Annex IIl of the
Directive 2006/49/EC.

48. Own funds requirements standardised approach commodities
Total minimum level of own funds as defined by Annex VII of the
Directive 2006/49/EC.

49. Own funds requirements VAR defined towards risk categories
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Total minimum level of own funds as defined by Annex VIII of the
Directive 2006/49/EC. Section 4 contains conditions for calculating
specific risk associated with traded debt and equity positions by an
internal model. If these conditions are not met by the institution, the
standardized approach applies. Sections 8 and 9 also relate to
specific risks. Reference to general interest rate and equity risk,
foreign exchange risk and commodity risk is made in section 13.

Definitions on Supervisory actions and measures

50.

51.

52.
taken

Number of on-site inspections

This refers to predefined examinations, conducted within the
institution either by the supervisors’ own staff or external auditors
with a view to:

e providing independent verification that adequate internal
governance (including risk management and internal control
systems) exists at individual banks;

- determining that information provided by banks is reliable;

= obtaining additional information needed to assess the condition of
the bank.

It does not include any other supervisory contact on-site, such as
visits. It does, however, include regular on-site inspections.

Number of overall-assessments performed

These assessments refer to the review and evaluation as described in
Article 124 of the Directive 2006/48/EC.

Number of institutions for which Art 136 — 1 measures have been

These measures refer to Article 136, section 1 of the Directive
2006/48/EC.
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