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Andrea Enria

Foreword by the
chairperson

At the end of 2013 the European Banking Authority (EBA] celebrated
3 years of activity and, as foreseen in the founding regulations of the
EBA and the other components of the European System of Financial
Supervision (ESFS), a review should be conducted to assess both the
structure and the performance of the European supervisory authorities
(ESAs) and the European Systemic Risk Board (ESRB). The European
Court of Auditors is also finalising an audit on the performance of the
EBA during the crisis.

These assessments come at an important juncture in the life of the EBA.
The start-up phase is coming to a close. In the tumultuous first 3 years of
activity we focused mainly on two intertwined objectives: (i) contributing
to the repair of the EU banking system by putting pressure on the banks
to clean their balance sheets and significantly strengthen their capital
position; and (i) developing truly uniform regulatory standards so that
the implementation of the G20 reforms in the EU would lead to a genuine
level playing field, supporting the integration of the single market.

In pursuing both these tasks, we put a lot of emphasis on the trans-
parency and comparability of the information provided by the banks.
A lot of effort, less visible to external observers, has also gone into re-
establishing effective channels for supervisory cooperation, especially
in colleges of supervisors; we intervened with all the instruments in
our toolbox to prevent and repair breakdowns in the cooperation be-
tween home and host authorities. Transparency and comparability are
essential prerequisites to establishing effective market discipline and
protecting the integrity of the EU single market.

Throughout 2013 we also increased our attention to the protection of
consumers of banking services, with a number of initiatives on both
traditional and innovative products and distribution practices.

But let me take a deeper look at the main achievements of the EBA
throughout 2013. A great deal of time and resources was devoted to de-
velop the standards needed for the implementation of the G20 reforms
in the EU, especially Basel 3 through the fourth capital requirements
directive (CRD IV] and the capital requirements regulation (CRR). For
the first time, many prudential standards for banks are being adopted
through a regulation and, therefore, will become directly applicable
and binding across all EU Member States. The EBA submitted 57 tech-
nical standards to the European Commission for endorsement, cover-
ing banks’ own funds, supervisory reporting, credit risk, market risk,
liquidity and remuneration. In addition to this, the EBA issued two
guidelines, four recommendations to national competent authorities
(NCAs] and six opinions to the European Parliament, the Council of the
European Union and the European Commission.
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All this regulatory activity has seen the in-
volvement of our Banking Stakeholder Group
(BSG]J, as well as of other external stakehold-
ers through 56 public consultations and the
organisation of 34 public hearings. While we
did our best to respect our commitments to
long and in-depth consultation processes, this
has, at times, proven to be a very daunting task
due to the very tight deadlines set in primary
legislation. In some other cases the deadlines
were clearly not workable at all, and we had to
agree with the Commission on a delayed sub-
mission of our draft standards. Going forward,
| believe that the EBA's views should be more
actively sought in the definition of mandates
and deadlines. A formal or informal engage-
ment in the preparation of primary legislation
is warranted. But | want to be crystal clear:
the EBA is not asking to become a party in
the negotiations on primary legislation, but
we do want to have the opportunity to provide
timely advice on what is feasible and what is
not, and on what is technically desirable and
what is not. This is a task that any national
regulator plays vis-a-vis national government
and parliaments and one that will be essential
for the work of the EBA too. Also, while | no-
ticed that primary legislation has maintained
or introduced national discretions in a num-
ber of areas, | believe the EBA can provide the
support that is needed to analyse the impact
of such differences on the functioning of the
single market, and play an important role as
guardian of the single rulebook.

In 2013, EU banks went a long way towards
strengthening their capital levels and repair-
ing their balance sheets. The EBA maintained
a high level of pressure to ensure that the ad-
justment took place. Also, as a result of our
recapitalisation exercise, completed in 2012,
the average common equity tier 1 (CET1) ratio
of major EU banks is now at 11.7 %, higher
than the level achieved by the largest Ameri-
can banks and well above the starting points
when the EBA started operating.

However, discrepancies remained between
regulatory yardsticks on the one hand and
market perception on the other. The turn-
ing point in markets” confidence has not
been reached yet. Hence the need to focus
on banks’ asset quality in order to dispel re-
maining concerns and reassure potential in-
vestors on the robustness of EU banks. Our
recommendation issued in October 2013 went
exactly in this direction, as it called on all com-
petent authorities to undertake an asset qual-
ity review (AQR] using, to the extent possible,
our common definitions of non-performing
exposures and debt forbearance. AQRs will be
a real game changer in the new round of EU-
wide stress tests that we will be coordinating
in 2014. Common yardsticks, common EU pro-
cesses and methodologies and some degree
of independent review should help overcome
the remaining uncertainties. This process is
key as only banks that have a strong capital
position and have completed the cleaning of
their balance sheet are in a position to sup-
port normal lending to corporates, especially
small and medium-sized enterprises (SMEs),
and households.

Transparency and comparability of bank data
play a major role in this respect: in December
2013 we disclosed granular and updated infor-
mation on banks’ composition of capital, risk-
weighted assets (RWAs), and sovereign expo-
sures — approximately 7 000 data points for
each bank in our sample. We are committed
to making detailed and comparable disclosure
a regular feature of the new EU environment.
Going forward, we are also committed to de-
veloping policies to follow up on our analytical
work and make sure that RWAs calculated ac-
cording to banks’ internal models are reliable
and comparable across the single market.

We are also well aware that consumer pro-
tection remains a vital aspect for restoring
confidence in the banking sector. The EBA's
focus on consumer protection has signifi-
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cantly increased in 2013, and will further in-
tensify in 2014. Confidence in the EU banking
sector cannot be reached if the episodes of
misconduct that have characterised recent
years, from manipulation of benchmark rates
to mis-selling of financial products, continue
to take place.

To conclude, | would like to say that | am glad
to see that the comments provided by many
stakeholders in the framework of the review
of the ESFS that | was mentioning earlier ac-
knowledge the importance of the work accom-
plished by the EBA. Indeed, the praise should
be addressed first and foremost to the EBA
staff, as the progress made would not have
been possible without their effort and commit-
ment. They worked hard in a challenging en-
vironment, characterised by very tight dead-
lines and resource constraints. | also have to
recognise that we wouldn't have been able to
achieve our objectives without the help of the
national supervisory authorities (NSAs), which
have contributed to the technical work and of-
ten have positively responded to our calls for
support, dedicating experienced staff to work
with us. Last but not least, my thanks have to
go to the Board of Supervisors, the main de-
cision-making body of the EBA, the Manage-
ment Board, and their individual members.
The governance of the EBA is not simple, but
this has never prevented us from delivering
very complex pieces of work on time, without
compromising on quality in order to achieve
consensus.

In 2014 | see a new phase for the EBA's work.
The banking union is a major change in the
institutional environment, which also calls for
a strategic refocusing of our work. The cen-
tralisation of prudential supervisory respon-
sibilities at the European Central Bank (ECB]
will provide further impetus to the need to
develop a single rulebook; the Single Super-
visory Mechanism (SSM] cannot perform its
tasks with major differences in the rules to
be applied within its jurisdiction. At the same
time, differences between the rules in Mem-
ber States inside and outside the SSM would
risk opening a fracture within the single mar-
ket. Similarly, as the majority of cross-border
groups have establishments within and out-
side the SSM, we will have to make sure that
home-host cooperation develops smoothly
in the new institutional environment, also
through an increasing reliance on media-
tion. Cooperation with the ECB has started in
earnest, and the AQR and stress test this year
will be an important common endeavour. As
prudential supervision takes up a European
dimension, consumer protection should also
be stepped up, possibly with stronger legal
underpinning for our work. | look forward to
these challenges, and to working closely with
Daniele Nouy and her colleagues in Frankfurt.
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Interview with the
executive director Adam Farkas

'I The EBA has entered its 3rd year of activity, at the end of which

. the European Commission will make an assessment of its per-
formance within the wider review of the EU supervisory framework. Do
you think the EBA has lived up to the expectations placed on it? What
are the areas where major progress has been made and those where
you still see room for improvement?

The first 3 years of the EBA's activity, especially on the regulatory side,
have proved very challenging for us, in terms of workload and tight
deadlines. But they have also been very rewarding since our key role
in building up the single rulebook for the EU banking sector has been
widely acknowledged. Our output, from both a quantitative and qualita-
tive point of view, is rather impressive: throughout 2013, we launched
56 public consultations, mainly related to the draft technical standards
developed under the new EU legislative framework. We then submit-
ted 57 final draft technical standards to the European Commission
for endorsement. These covered a wide range of topics, from banks’
own funds to credit and market risk, as well as remuneration, liquidity,
bank recovery and resolution. These standards, whose ultimate aim is
to ensure a level playing field across the EU banking sector, will have
a major impact, as they will be binding and directly applicable. In this
respect, another major contribution has been the development of a
common reporting framework, which will increase the comparability
of financial information reported to different supervisors, as well as the
cost-effectiveness of supervision across the EU, thus reducing report-
ing burden on cross-border credit institutions and removing potential
obstacles to financial market integration.

We have also been very active on the supervisory front, with regular risk
analyses such as the assessment and monitoring of key risks in the EU
banking sector, including an important analysis on the consistency of
RWAs, which we have been conducting in parallel with Basel. Also, our
work on uniform reporting requirements, as | already mentioned, will
ensure greater convergence of supervisory practices across Member
States, as it will allow supervisors to identify and assess risks consist-
ently across the EU, as well as to compare EU banks in an effective way.
Last but not least, | would like to highlight all the preparatory work the
EBA has done in view of the 2014 EU-wide stress test. This exercise will
involve close cooperation between the EBA, the competent authorities
and the ECB. In particular, the EBA will play a key role in developing a
common methodology, ensuring effective cooperation between home
and host supervisors and providing pan-EU benchmarks, and will act as
a data hub for the final dissemination of the common exercise.

Furthermore, our efforts under the new consumer protection mandates
have also started to bear some fruit. In 2013 the EBA delivered its first
important outputs, which are expected to have a positive impact on EU
consumers.
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| am delighted to note that the European Com-
mission thinks of the EBA as a cornerstone of
the comprehensive reform that is being car-
ried out in the EU banking sector. And the
European Parliament has on various occa-
sions praised the work done by the EBA while
acknowledging the need for its role to be pre-
served and further strengthened. | must ad-
mit that some of the obstacles that have come
our way are indeed related to our complicat-
ed governance structure and to constraints
in terms of powers. | am confident that the
European Financial Stability Facility review
will address some of these in order to ensure
the more effective and smoother functioning
of this authority, in particular if we are to con-
tinue to serve as a bridge between euro area
and non-euro area members in our capacity
as guardian of coherence in banking regula-
tion and supervisory consistency for the EU as
a whole. In this respect, | would like to recall
the key role the EBA has in promoting and
monitoring the efficient, effective and con-
sistent functioning of colleges of supervisors,
which are crucial forums for the supervision of
EEA cross-border banking groups.

2 You explained that the EBA has been
. particularly active on the regulatory
front, especially following the finalisation of
the new EU regulatory framework. So what
are the biggest operational challenges you
have had to face so far to be able to cope with
the increasing number of mandates? Do you
see any constraints in terms of the available
and planned resources?

As | said before, our workload both in terms
of regulation and in terms of supervision has
been very intense, and it has significantly in-
creased following the new mandates stem-

ming from the new EU regulatory framework.
And we will receive even more mandates once
the bank recovery and resolution directive
(BRRDJ is approved. Unfortunately, the available
and planned number of staff is not directly pro-
portional to our increased workload, and this is
our main operational challenge. The drafting of
technical standards, which is indeed one of our
core activities and very resource intensive, will
be a challenge for the current and future estab-
lishment plans. So far, we have managed to de-
liver good-quality products even with the tight
deadlines and the uncertainties in the regula-
tory landscape. This has been possible thanks
to the commitment of our staff, 124 profession-
als from all over the EU, including experts sec-
onded from the national authorities.

Another big challenge has been the estab-
lishment of a totally independent IT platform
to support, among others, the daunting task
of building a common supervisory land-
scape. Just to give you a rough idea of what
this means in practical terms, the number of
banks from which we will be collecting data
will increase from 52 to 200 in 2014, and on
average we will be collecting 50 times more
data points per bank.

3 One of the areas where the EBA was
. called upon to strengthen its role was
consumer protection. What progress has been
achieved so far?

Consumer protection, together with our re-
lated mandate of monitoring financial innov-
ation, is a very important area for the EBA. Our
remit extends to retail banking products such
as mortgages, personal loans, bank accounts,
savings products, credit/debit cards and pay-
ment services.
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We achieved major progress in 2013. For exam-
ple, we issued a warning on virtual currencies
addressed to consumers, to make them aware
that, in the absence of regulation, they could
incur significant risks if they decided to use vir-
tual currencies, such as bitcoins, as a means to
pay for goods and services. In the wake of our
warning, a number of national authorities have
already undertaken actions to raise aware-
ness of this issue and some have published
their own opinions on the subject. The ques-
tion for the EBA and national regulators is now
whether virtual currencies can and ought to be
regulated. We expect to reach a collective an-
swer before summer 2014. We also enhanced
protection for borrowers who buy a mortgage
through a credit intermediary. Borrowers who
have a legitimate claim against an intermedi-
ary, for example as a result of maladministra-
tion or mis-selling, are now more likely to be
compensated, because we set the minimum
level of professional indemnity insurance that
intermediaries are required to take out.

On the basis of the existing guidelines on
complaints handling in the insurance sectors,
published by the European Insurance and Oc-
cupational Pensions Authority (EIOPA], we
developed our own guidelines on complaints
handling in the banking sector. This was es-
sential to ensure consistency, and as a result,
if things go wrong, EU consumers will be
able to rely on a single and harmonised set
of complaints-handling arrangements being
in place across the sectors of banking, insur-
ance and investment, irrespective of the type
of product they purchase or the geographical
location of the firm or the consumer. We also
started looking into developing a multilingual
consumer corner on our website to facilitate
access to consumer-related information and

services, and co-organised the joint consumer
day of the three ESAs, which proved to be a
very good forum for exchange and discussion.

4 How effective do you think your engage-
. ment with third parties, international
organisations and stakeholders has been so
far? And how fruitful do you think the cooper-
ation with your sister supervisory authorities
has been?

The EBA has been particularly active in par-
ticipating, formally or informally, in a number
of international groups to exchange practices
and to ensure the consistency of regulatory
work between the EU and the rest of the world,
and also to contribute to the efficient imple-
mentation in the EU of the G20’s conclusions
and recommendations. We sit as observers
at the Basel Committee table and our ex-
perts participate in a number of Basel tech-
nical working groups. We have also regularly
engaged with third countries” regulatory and
supervisory authorities. As for our engagement
with the stakeholders, our BSGs met seven
times in 2013 and have provided valuable input
into all our regulatory products. Engaging with
stakeholders is a priority for the EBA, and be-
fore finalising our technical standards, guide-
lines and opinions, we launch written consult-
ations and organise public hearings.

As | already mentioned, the EBA had done a
lot of joint work with both the European Se-
curities and Markets Authority (ESMA) and
EIOPA under the auspices of the joint commit-
tee, which has proved a key forum for sharing
information and data on cross-sectoral risks
and vulnerabilities in the EU financial system
and for conducting coordinated work in sev-
eral areas, including consumer protection.
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Mandate, tasks and governance

The European Banking Authority (EBA] is part
of the European System of Financial Supervi-
sion [ESFSJ, which is helping to rebuild trust
in the financial sector in the EU. The EBA pro-
motes supervisory convergence across the
EU and provides advice to EU institutions in
the areas of banking, payments and e-money
regulation, as well as on issues related to
corporate governance, auditing and financial
reporting.

Through the development of its single rule-
book for banking, the single set of harmonised
prudential rules that institutions throughout
the EU must respect, the EBA helps guaran-
tee financial stability and a level playing field
across financial markets.

The EBA is one of three new European super-
visory authorities (ESAs] created as a re-
sponse to shortcomings in the supervision
of increasingly interconnected international
financial markets, as well as of institutions
such as those affected by the financial crisis
of 2007/08. The EBA is accountable to both
the European Parliament and Council of the
European Union. It has the power to tempor-
arily prohibit or restrict financial activities that
threaten the orderly functioning and integrity
of financial markets or the stability of the fi-
nancial system.

Together with EIOPA and ESMA, the EBA is
charged with:

= improving the functioning of the internal fi-
nancial market by means of ensuring a high,
effective and consistent level of prudential
regulation and supervision;

= protecting depositors and investors, as well
as the integrity, efficiency and orderly func-
tioning of financial markets;

= maintaining the stability of the financial sys-
tem and strengthening international super-
visory coordination.

The EBA works to improve the quality and
consistency of national supervision and to
strengthen oversight of cross-border groups,
and acts as an independent advisory body to
the Parliament, the Council and the Commis-
sion on banking issues.

One of the EBA's key tasks is to harmonise
regulatory technical standards (RTS) in finan-
cial services into the single rulebook in order
to create a level playing field and adequate
protection of depositors, investors and con-
sumers across the EU. All concerned parties
contribute to the definition of the EBA's tech-
nical standards through participation in the
EBA's BSG, whichis not only consulted on pro-
posed measures, but also on the impact stud-
ies on the effect the proposed new standards
will have on the sector.

The EBA has the power to investigate the in-
correct or insufficient application of Union law
by an NSA, can compel that authority to take
the actions necessary to become compliant
and can require it to take specific courses of
action in emergency situations.

The principal decision-making body of the
EBAis its Board of Supervisors, which is com-
posed of the heads of the relevant competent
authorities in each EU Member State and is
chaired by the chairperson of the EBA. Rep-
resentatives of the Commission, the ESRB,
the ECB, EIOPA and ESMA also participate as
observers in the meetings of the EBA Board of
Supervisors.

The EBA Management Board ensures that
the authority carries out its mission and per-
forms the tasks assigned to it. It is composed
of six members elected from the EBA Board of
Supervisors. The EBA chairperson is also a
member and chairs the Management Board.
The executive director and a representative
from the European Commission attend as non-
voting participants (except that the European
Commission has a vote on budget matters).
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Highlights in 2013

JANUARY

ESMA and the EBA take action to strengthen Euribor and benchmark rate-setting processes

The EBA consults on principles for benchmark-setting processes in the EU

The EBA recommends that major EU cross-border banking groups develop recovery plans

The EBA publishes a risk assessment report on the EU banking system (January 2013)
FEBRUARY

The EBA publishes a discussion paper on retail deposits subject to higher outflows for the purposes of liquidity reporting under the CRR

The EBA consults on the process to define highly liquid assets in the LCR

EBA interim report on the consistency of RWAs in the banking book

ESMA and the EBA warn investors about contracts for difference

MARCH

The EBA publishes its opinion on good practices for ETF risk management

The ESAs publish a joint letter to the European Commission on the possible regulatory framework for benchmark activities

The EBA consults on draft RTS for recovery plans

The EBA consults on draft RTS on conditions for assessing the materiality of extensions and changes of internal approaches for credit, market
and operational risk

The EBA publishes updates to the credit institution register

The EBA publishes updates on draft ITS on supervisory reporting requirements

The EBA publishes its consumer trends report

The EBA consults on the data point model related to the draft ITS on supervisory reporting requirements for leverage ratio

The EBA consults on the data point model related to the draft TS on supervisory reporting requirements for liquidity coverage and stable
funding

The EBA publishes the results of the Basel Ill monitoring exercise as of 30 June 2012

The EBA consults on asset encumbrance reporting

The EBA consults on draft ITS on supervisory reporting on forbearance and non-performing exposures

APRIL

The Joint Committee of the Furopean Supervisory Authorities (ESAs) calls for action on cross-sectoral risks

MAY

The EBA recommends that supervisors conduct AQRs and adjust the next EU-wide stress test timeline

The EBA consults on draft RTS on the determination of the overall exposure to a client or a group of connected clients in respect of
transactions with underlying assets

The EBA consults on draft TS on institution-specific prudential requirements

The EBA consults on draft RTS on the assessment of recovery plans

The EBA consults on draft RTS specifying the range of scenarios to be used in recovery plans
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The EBA consults on draft RTS for the definition of material risk takers for remuneration purposes

The EBA consults on draft RTS and ITS on passport notifications

The EBA consults on draft RTS and ITS on securitisation retention rules

The EBA consults on draft RTS on the definition of ‘market and on option risks under the standardised approach for market risk

The EBA consults on draft guidelines on capital measures for foreign currency lending
The EBA consults on draft RTS and ITS on liquidity
The EBA consults on RTS for own funds (part [11)

JUNE
ESMA and the EBA publish final principles on benchmarks

The EBA launches its newly redesigned website

The EBA publishes good practices for responsible mortgage lending and the treatment of borrowers in payment difficulties

The EBA publishes its 2012 annual report

The EBA consults on draft TS on closely correlated currencies and on appropriately diversified indices

The EBA consults on draft guidelines on technical aspects of the management of interest-rate risk arising from non-trading activities (IRRBB)

The Joint Committee of the ESAs holds its first Consumer Protection Day

Juty

The EBA appoints its new alternate chairperson and Management Board members

The EBA launches a new single rulebook 0 & A tool

The EBA consults on draft RTS in relation to credit valuation adjustment risk

The EBA consults on draft RTS and ITS on information exchange between home and host competent authorities

The EBA consults on draft TS on supervisory disclosure

The EBA consults on draft RTS on prudent valuation

The EBA consults on draft TS on the hypothetical capital of a central counterparty

The EBA presents data on high earers in EU banks

The EBA consults on draft RTS on own-funds requirements for investment firms

The EBA publishes its report on risks and vulnerabilities of the EU banking sector (June 2013)

The EBA consults on draft RTS on close carrespondence for own-issued covered bonds

The EBA publishes a recommendation on the preservation of capital

The EBA launches a QIS exercise on prudent valuation

The EBA publishes the first final draft RTS on own funds and credit risk adjustment

The EBA publishes final draft IS on supervisory reporting requirements

The ESAs publish draft RTS on the consistent application of calculation methods under the FICOD

The EBA consults on draft RTS related to the specific risk of debt instruments in the trading book
AUGUST

The EBA consults on draft guidelines on retail deposits subject to different outflows for the purpose of liquidity reporting

The EBA launches a discussion on possible treatments of unrealised gains measured at fair value

The EBA publishes its second interim report on the consistency of RWAs in the banking book of EU banks
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SEPTEMBER

The EBA consults on draft RTS on methods for identifying the geographical location of relevant credit exposures

The ESAs highlight cross-sectoral risks

The EBA consults on draft XBRL taxonomy for secondary reporting

The EBA publishes results of the Basel IIl monitoring exercise as of the end of 2012

The EBA publishes final draft RTS on close correspondence for own-issued covered bonds

OCTOBER

The Joint Committee of the ESAs publishes the 2014 wark programme

The EBA issues the work programme for 2014

The EBA publishes the end of term report of its BSG

The Joint Committee of the ESAs publishes a list of financial conglomerates

The EBA publishes final draft ITS on NPLs and forbearance reporting requirements

The EBA consults on draft RTS and ITS related to liquidity requirements

The EBA consults on draft guidelines on the discount rate for variable remuneration

The EBA consults on draft TS on disclosure for leverage ratio

The EBA consults on the use of the legal entity identifier (LEI)

The EBA publishes a risk dashboard of the EU banking sector

The EBA publishes final draft TS on asset encumbrance

NOVEMBER

ESMA and the EBA consult on complaints-handling guidelines for the investment and banking sectors

The ESAs consult on the removal of mechanistic reliance on credit ratings

The EBA publishes a peer review on the implementation of the stress testing guidelines

The EBA publishes a response to the report by Philippe Maystadt ‘Should IFRS standards be more European?”

The EBA consults on draft RTS on own funds

The ESAs publish a joint position on product oversight and governance processes

The EBA presents data on high eamers in EU banks for 2012
DECEMBER

The EBA publishes XBRL taxonomy for remittance of supervisory reporting by competent regulatory authorities

The EBA publishes final draft RTS on conditions for assessing the materiality of extensions and changes of internal approaches for credit and
operational risk

The EBA publishes final draft RTS on the determination of the overall exposure to a client or a group of connected clients in respect of
transactions with underlying assets

The EBA publishes guidelines on retail deposits subject to different outflows for the purpose of liguidity reporting

The EBA publishes a follow-up review of banks' transparency in their 2012 reports

The EBA consults on methodology for global systemically important institutions

The EBA warns consumers about virtual currencies

The EBA agrees on a definition of identified staff for remuneration purposes
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The EBA publishes final draft RTS and ITS on passport notifications

The EBA publishes final draft RTS on own funds

The EBA publishes final draft ITS on joint decisions on institution-specific prudential requirements

The EBA publishes final draft RTS and ITS on information exchange between home and host competent authorities

The EBA publishes the outcome of the 2013 EU-wide transparency exercise

The EBA consults on significant credit risk transfer for securitisation transactions

The EBA publishes final draft RTS and ITS on securitisation retention rules

The EBA publishes final draft RTS and ITS on market risk

The EBA publishes reports on the comparability of RWAs and pro-cyclicality

The EBA publishes final draft ITS on metrics for monitoring additional liquidity

The EBA consults on the minimum amount of professional indemnity insurance for mortgage credit intermediaries

The EBA launches a discussion on the methodology for the assessment of liquidity and funding risk under supervisory review

The EBA publishes final draft IS on the reporting of the hypothetical capital of a central counterparty (CCP)

The EBA publishes final draft TS on supervisory disclosure

The EBA publishes technical advice on possible treatments of unrealised gains

The EBA consults on harmonised definitions and templates for the funding plans of credit institutions

The EBA publishes a report on the risks and vulnerabilities of the EU banking sector

The EBA publishes final draft RTS for the identification of the geographical location of credit exposures

The EBA consults on the disclosure of encumbered and unencumbered assets

The EBA publishes reports on liquidity

The EBA publishes final guidelines on capital measures for FX lending to unhedged borrowers under the SREP

The EBA publishes final draft RTS on market risk and CVA risk
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Achievements in 2013

Regulation

The EBA's contribution to the single
rulebook in banking

In 2013 the EBA intensified its regulatory ac-
tivity to be able to deliver on the mandates set
out in the CRD IV and CRR, which entered into
force on 17 July 2013. The bulk of the requla-
tory work focused on the finalisation of draft
technical standards on own funds, as well as
on the areas of supervisory reporting, market
risk, liquidity risk, credit risk and remuneration.

The EBA also provided the European Com-
mission with technical input for the prepar-
ation of delegated acts. In this respect, the EBA
published two important reports on liquidity,
assessing the impact of the liquidity coverage
requirement and providing definitions of high-
quality liquid assets [HQLAs], which institu-
tions need to hold to fulfil the liquidity cover-
age requirement.

Another important area where the EBA in-
creased its focus in 2013 was that of the re-
covery and resolution of EU banking groups.
In this regard, the EBA issued a recommen-
dation on the development of recovery plans
and started its preparatory work on a range of
technical standards in view of the mandates
set out in the forthcoming BRRD.

Finally, The EBA did substantial work to ana-
lyse and address the issue of consistency and
comparability of RWAs in the banking system
and produced a number of reports.

The finalisation of the technical standards on
own funds is now providing full clarity on the
definition of own funds across the EU.

In 2013 the technical standards on own funds
were finalised following the consultations run
in the course of 2012. The standards were
published 1 month after the publication of the
CRR, on 26 July 2013, with a view to giving the
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greatest possible clarity to credit institutions.
The final adoption of the standards as an EU
regulation for direct application throughout
the EU is subject to the endorsement of the

European Commission and publication in the
Official Journal of the European Union (QJEU).

The new rules set up features linked to cap-
ital instruments and reserves, recognition of
undertakings such as mutuals, cooperative
societies, savings institutions or similar in-
stitutions and the consequential disclosure of
own funds. In particular, the RTS on own funds
(part 1) specify the following different elements
of own funds.

= CET1 capital, in particular foreseeable
charges or dividends, features of the capital
instruments of mutuals, cooperative soci-
eties or similar institutions, applicable
forms and nature of indirect funding of capital
instruments, limitations on redemption of
own-funds instruments.

= Additional tier 1 capital, in particular the
form and nature of incentives to redeem, the
conversion or write-down of the principal
amount, the use of special purpose entities.

= Deductions from CET1 capital and from own
funds in general, including deductions of
capital instruments of financial institutions
and insurance/reinsurance undertakings,
losses for the current financial year, de-
ferred tax assets, defined benefits pension
fund assets, foreseeable tax charges.
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= General requirements like indirect holdings
arising from index holdings, supervisory
consent for reducing own funds.

= Transitional provisions for own funds in
terms of grandfathering.

The RTS on own funds (part Il] specify the
conditions according to which competent au-
thorities may determine that a type of under-
taking recognised under applicable national
law qualifies as a mutual, cooperative society,
savings institution or similar institution for the
purpose of calculating own funds. In particu-
lar, these features are the following.

= |nstitutions referred to in the draft RTS op-
erate under specific dedicated rules under
national company laws. The applicable na-
tional rules are listed in the draft RTS.

= In line with the mandate given to the EBA,
the draft RTS focus on elements which are
of relevance to own funds (features linked to
capital, reserves, etc.) and which may lead
competent authorities to recognise each
type of undertaking as a mutual, coopera-
tive society, savings institution or similar
institution.

The draft RTS on own funds [part Il result
from additional mandates granted to the EBA
in the final version of the CRR. They cover the
deduction of indirect and synthetic holdings,
the conditions for qualifying as broad market
indices and the treatment of minority inter-
ests, and for the purpose of calculating own
funds:

= regarding the deduction of indirect and syn-
thetic holdings, the purpose is to achieve
greater harmonisation as well as increased
conservatism in the way the deductions of
investments in financial sector entities as
well as own capital instruments are applied;

= regarding broad market indices, the pur-
pose is to put forward criteria for broad
market indices so as to ensure that the in-
terest rate/dividend paid by institutions on
floating rate capital instruments does not
increase when the credit standing of the in-
stitution decreases;

= regarding minority interest, the purpose is
to harmonise the calculation of minority in-
terests to be included in regulatory capital.

Finally, the ITS on disclosure for own funds
aim at ensuring a uniform approach to disclo-
sure for own funds by institutions and across
jurisdictions in order to allow the detailed as-
sessment of banks’ capital positions and to
make cross-jurisdictional comparisons. The
requirements contained in the draft ITS are
directed at institutions which are asked to
complete three sets of templates: a general
own funds disclosure template reflecting the
capital position of institutions; a transitional
disclosure template covering the phasing in
of the regulatory adjustments; and a template
describing the main features of an institution’s
capital instruments.

The EBA is now achieving full coverage of the
own funds area as requested under the CRR
for technical regulations. A consultation paper
on the fourth and final part of the draft RTS on
own funds was published on 27 November; it
aims at setting harmonised criteria for instru-
ments with multiple distributions that would
create a disproportionate drag on capital, as
well as clarifying the meaning of preferential
distributions.

The EBA delivered several ITS in the area of
supervisory reporting to the European Com-
mission in 2013.

The EBA finalised, in particular, supervisory
reports related to own funds, financial infor-
mation, losses stemming from lending col-
lateralised by immovable property, large ex-
posures, leverage ratio and liquidity ratios,
forbearance and non-performing exposures,
and asset encumbrance.

Uniform reporting requirements are necessary
to ensure fair conditions for competition be-
tween comparable groups of credit institutions
and investment firms. In this respect the ITS on
reporting requirements will lead to greater ef-
ficiency for institutions, but also to greater con-
vergence of supervisory practices across Mem-
ber States, allowing supervisors to identify and
assess risks consistently across the EU and to
compare EU banks in an effective manner.

The EBA will strive to regularly update the ITS
on supervisory reporting where necessary, in
particular when changes to the level 1 text
(CRR) are ongoing or expected.
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Remuneration policies under review framework, namely the identification of staff
whose professional activities have a material
The remuneration policies of institutions  impact on the institution’s risk profile (identi-
are key in order to provide appropriate in-  fied staff] and the instruments which can be
centives to staff for long-term-oriented and  used when awarding variable remuneration.
prudent risk taking, thus contributing to the
performance of the institution and the sta- ~ The EBA submitted both draft RTS which will
bility of the financial system. Already under  form part of the single rulebook to the Euro-
CRD Ill, strict requirements on remuneration ~ pean Commission for adoption. The draft RTS
policies and variable remuneration had been  on identified staff combine qualitative and
introduced to provide for incentives for long-  appropriate quantitative criteria for the iden-
term-oriented and prudent risk taking, as in- tification of staff leading to an identification
appropriate incentives for management and  of staff that is consistent across the EU. The

employees — for instance with disproportion-  RTS on the classes of instruments which can
ate rewards on the upside and insufficient  be used for the purposes of variable remuner-
penalties on the downside — have often led  ation define a broad set of instruments which
to short-term-oriented and excessively risky  are appropriate for variable remuneration and
strategies. ensure that institutions” credit quality is re-
flected in these instruments.

Within CRD IV, the Parliament and the Coun-

cil introduced additional requirements re-  The EBA has published its report on the ag-
garding remuneration policies, in particular  gregated figures for high earners for 2010-12.
for staff whose professional activities have ~ Competent authorities reported to the EBA
a material impact on the institution’s risk  data on staff earning EUR 1 million or more
profile, most prominently the setting of a  and additional remuneration benchmarking
maximum ratio between the fixed and vari-  data for selected groups of institutions. It can
able remuneration which can be awarded. The  be observed that the number of high earners
EBA was mandated, within CRD IV, to develop (and also the total average remuneration of
draft RTS in two key areas of the remuneration  staff in institutions) increased in 2012.

Figure 1: Number of high earners (logarithmic scale, data for 2010-12, values displayed for 2012 only)
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Market risk

The EBAin 2013 published four final draft RTS
and two ITS related to market risk and to credit
valuation adjustment (CVA] capital require-
ments. The market risk area is the first risk
area to be covered by level 2 regulations after
the publication of the CRR.

With a view to promoting larger and open mar-
kets across the EU, the EBA produced its final
draft RTS on the definition of the term ‘'market’
to be applied for the calculation of the overall
net position in equity instruments under the
market risk standardised rules. The overall
net position in equity instruments is used to
calculate own-funds requirements for equity
general market risk according to Article 343 of
the regulation. The RTS have defined the term
‘market’ based on a currency criterion, there-
fore referring to the euro area as one ‘mar-
ket” for market risk in the EU. For the other
jurisdictions, ‘market’ is defined using a na-
tionality criterion. The currency criterion ap-
plied for the euro area recognises that the in-
troduction of a single currency has addressed
some important elements of segmentation
among equity markets, such as the elimin-
ation of foreign-exchange risk, the presence of
a common currency in which company results
are reported or the existence of an integrated
market with common rules.

The EBA also published two ITS to facilitate
and ensure homogeneous implementation in

the area of foreign-exchange and equity risk.
An ITS was issued on closely correlated cur-
rencies identifying a list of relevant closely
correlated currencies for the purposes of
calculating the capital requirements for for-
eign-exchange risk according to the market
risk standardised rules. Currency pairs are
considered to be closely correlated if their
exchange rate shows low likelihood of loss in
positions equal in value and opposite in direc-
tion, over both a 3- and a 5-year period, ac-
cording to the specific criteria set out in Article
354 of the CRR. Matched positions in currency
pairs that are deemed to be closely correlated
are subject to a 4 %, instead of an 8 %, capital
requirement. The final draft ITS on appropri-
ately diversified indices list relevant exchange-
traded and appropriately diversified indices for
which specific risk capital requirements can
be ignored. In order to qualify as appropri-
ately diversified: (i) the index must comprise a
minimum number of equities; (i) none of the
equities or concentration of equities must sig-
nificantly influence the volatility of the index;
and the index must comprise equities that are
diversified from both (iii) a geographical and
(iv] an economic perspective.

The EBA produced final draft RTS for cal-
culating capital requirements for non-delta
risks of options in the standardised market
risk framework. These RTS define a range of
methods to reflect, in the own-funds require-
ments, all the risks, other than delta risk,
in @ manner proportionate to the scale and



complexity of institutions” activities in options
and warrants. The RTS largely implement the
Basel Il framework and provide for the follow-
ing methods: (i) a simplified approach to be
applied by institutions that only buy options; (ii)
the delta-plus method that can be applied by
institutions that also sell options; and (iii] the
scenario approach that is more sophisticated
and addressed to institutions dealing with
a considerable trading activity in options. In
addition, for non-standard options, the EBA
has introduced a new conservative treatment.

The final draft RTS on the definition of materi-
ality thresholds for specific risk in the trading
book set out criteria for assessing when the
specific risk of debt instruments in the trading
book — at both solo and consolidated level —
is ‘'material’ enough to trigger an evaluation by
the competent authority. After this evaluation,
competent authorities shall decide whether
they encourage banks to enhance further their
internal assessment capacity and increase the
use of internal models for capital calculations.

As regards the CVA capital requirements, the
EBA published final draft RTS on CVA risk for
the determination of a proxy spread and the
specification of a limited number of smaller
portfolios. These RTS specify the data-quality
requirements and the minimum granularity
of the attributes of rating, industry and re-
gion that institutions should consider when
estimating an appropriate proxy spread for
the determination of the own-funds require-
ments for CVA. These standards ensure an
operational framework that uses the approved
internal model for the specific risk of debt in-
struments for market risk. The RTS also spe-
cify the number and size of portfolios that fulfil
the criterion of a limited number of smaller
portfolios and, therefore, are allowed into the
CVA advanced approach despite not forming
part of the scope of the internal model method
(IMM) for counterparty credit risk.

Inaddition, the EBAissued an opinion on CVA risk
for the determination of a proxy spread, which
states the main reasons why the EBA adopted a
flexible approach in order to operationalise the
internal model option in the final draft RTS on
the determination of a proxy spread.
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The EBA’s contribution to the
preparation of delegated legislation

In December 2013 the EBA published two re-
ports on liquidity according to its mandate in
Article 509 of the CRR. The reports cover [i] the
impact assessment for the LCR and [(ii) defin-
itions of HQLAs which institutions need to hold
to fulfil the LCR. These reports provide the
European Commission with technical input for
the forthcoming delegated act under Article 46
of the CRR which will specify the LCR.

Report on the impact assessment for liquidity
measures

This report is based on an empirical analysis
of liquidity data provided by EU banks on a vol-
untary basis, which covers about two thirds of
total EU banking assets. In addition, the EBA
has compiled a number of case studies and
performed a comprehensive literature review,
which enabled it to test the economic con-
sequences of the LCR under a wide range of
scenarios.

The analysis carried out by the EBA showed
that the introduction of the LCR would likely
not have a detrimental impact on the stabil-
ity and orderly functioning of financial mar-
kets, on the economy or on the supply of bank
credit. Mainly, this can be explained by the fact
that EU banks already show an average LCR
of 115 %.

However, the report showed that the poten-
tial impact differs depending on the busi-
ness model. While large and diversified banks
tend to be well adapted to the LCR, smaller
and specialised institutions seemed to have
larger-scale adjustments to make. In some
cases, notably consumer finance, the report
discusses whether the LCR could lead to un-
intended consequences and proposes specific
derogations for certain business models under
stringent and objective conditions. With these
exceptions, the report concludes that the LCR
as defined by the Basel Committee on Banking
Supervision (BCBS] is an appropriate measure
across the EU.

J&)
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Report on definitions of extremely high-
quality liquid assets and high-quality liquid
assets and on operational requirements of
liquid assets

The purpose of this particular report was to
categorise specific asset classes into differ-
ent levels, specifically extremely HQLAs and
HQLAs, targeted to serve as a fundament for
the European Commission for the specifica-
tion of the liquidity buffer in the LCR under the
delegated act. Furthermore the report assesses
the operational requirements for liquid assets
as provided for by the CRR.

The EBA conducted an empirical analysis
aimed at reaching definitions of liquid as-
sets at an asset-class level. A range of vol-
ume- and price-based liquidity metrics were
calculated to enable the market liquidity of
each asset class under investigation to be
tracked through time. By means of economet-
ric analysis within each asset class, suitable
variables, such as credit quality, issue size or
time to maturity, amongst others, were identi-
fied with explanatory power of liquidity in each
asset class. Uniform definitions of liquid as-
sets were finalised via a detailed analysis of all
possible combinations of definitions using the
key explanatory variables identified for each
asset class.

On the basis of the empirical findings supple-
mented by supervisory judgement the EBA is-
sued a set of recommendations of definitions
of liquid assets. The conclusions reflected the
importance the EBA attaches to the alignment
of the EU legislative framework with the inter-
national standards defined by the BCBS (the
so-called Basel framework).

In particular, the EBA recommended that all
sorts of bonds issued or guaranteed by EEA
sovereigns and EEA central banks in the do-
mestic currency be considered, and also those
issued or guaranteed by supranational institu-
tions (the Bank for International Settlements,
the International Monetary Fund (IMF), the
Commission, multilateral development banks,
the European Financial Stability Facility and
the European Stability Mechanism) as trans-
ferable assets of extremely high liquidity and
credit quality. Furthermore, the EBA recom-
mended following the empirical definitions of
transferable assets of high liquidity and credit
quality regarding covered bonds, corporate
bonds, residential mortgage-backed secur-
ities (RMBS) and bonds issued by local govern-

ment institutions. Moreover the EBA recom-
mends considering common equity shares as
HQLAs in accordance with the requirements
established in the text of Basel Il on liquidity.
The report concludes that the minimum hair-
cuts set for assets of high liquidity and credit
quality in the Basel LCR text would be suffi-
cient in Europe for the assets defined in that
category in this analysis.

On operational requirements for liquid assets
the report concludes that the requirements as
provided for by the CRR are well founded and
will ensure a high degree of certainty that a
bank’s liquid assets will serve their purpose
in a stress situation. The EBA does however
suggest clarification or a review of specific
conditions.

After the publication of a discussion paper in
November 2012, the EBA in July 2013 conduct-
ed a public consultation on draft RTS setting
out the requirements related to prudent valu-
ation adjustments of fair-valued positions.

The objective of these draft RTS is to ensure
that institutions across the EU perform a more
harmonised prudent valuation of their fair-
valued positions. To this end, the draft RTS
present a methodology to calculate additional
valuation adjustments (AVAs] for the purpose
of determining the prudent value of fair-
valued positions, based on two approaches:

= a simplified approach, which can be used
by institutions provided their absolute value
of on- and off-balance-sheet fair-valued
assets and liabilities is below EUR 15 billion;

= 3 core approach, which is intended to pro-
vide a consistent framework for determin-
ing AVAs under a target level of certainty of
90 %, using either a data-based or expert-
based approach and including diversifica-
tion benefits.

In parallel with the consultation, the EBA per-
formed a comprehensive quantitative impact
study (QIS) to assess the capital impact of
these proposals. The QIS was completed on
a ‘best-efforts’ basis by 59 institutions across
15 jurisdictions. An EBA FAQ process was set
up to answer questions on the QIS template
and the implementation of prudent valuation
requirements.



The QIS results were used in the finalisation of
the draft RTS on prudent valuation, which are
to be submitted to the European Commission
in early 2014.

All in all the QIS showed that the initial cali-
bration on an overall level appeared appro-
priate, but that the requirements will have a
capital impact. On average the expected valu-
ation adjustment was found to be equivalent
to 1.5 % of the CET1 of institutions (EUR 227
million per institution, on average], which is
on average 0.07 % of the value of fair-valued
positions on the balance sheet of institutions.

In December 2013 the EBA also provided tech-
nical advice to the European Commission on
the possible treatment of unrealised gains for
instruments measured at fair value. The ad-
vice analyses the opportunity to introduce a
prudential filter to exclude unrealised gains
from CET1 and considers the different argu-
ments in favour of and against the introduction
of prudential filters. Based on this analysis,
the advice explains that there are prudential
arguments which recommend the introduc-
tion of prudential filters for unrealised gains.
However, the advice also acknowledges that,
if the Commission decides to introduce a pru-
dential filter, there are some aspects that may
deserve particular attention, such as future
developments in the Basel framework to en-
sure the consistency of these developments
with this recommendation and the interaction
with the EBA proposals on prudent valuation.

In 2014 the EBA is mandated to develop a
comprehensive report on covered bonds, as-
sessing practices in current national covered
bond frameworks and advising on aspects of
the prudential treatment of covered bonds in
the EU. In 2013 the work on covered bonds
was limited to ensuring strict prudence in the
backing of the underlying values against the
bonds in one specific area. The final draft RTS
on close correspondence, published on 30
September 2013, specify the criteria for defin-
ing the close correspondence between the fair
value of the covered bonds and the fair value
of the assets, which justifies gains and losses
on liabilities following changes in own credit
risk being taken into account when comput-
ing own-funds requirements. In the absence
of a close correspondence, as specified by the
RTS, changes to the institution’s own credit
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risk cannot be reflected in the fair value of the
institution’s liabilities as these would result in
a non-prudent strengthening of the institu-
tion’s capital position. The close correspond-
ence ensures that, following changes in the
institution’s own credit risk, the change in the
fair value of both the institution’s assets and
its Lliabilities leaves the institution’s capital
position unchanged.

In the related area of securitisations, more
work was undertaken during 2013. Specifical-
ly, in order to ensure the prudent implementa-
tion of the own-funds requirements in the area
of securitisations, as part of the RTS on own
funds [part I} published on 13 December 2013,
the EBA clarified the treatment of securitisa-
tions through the standards on the gain on
sale. These standards specify further the con-
cept and the treatment of a gain on sale, de-
fined as any increase (or part of an increase] in
equity under the applicable accounting frame-
work arising from future margin income in the
context of a securitisation transaction.

The CRR inherited from CRD Il the principle
of retention of net economic interest, aimed at
enhancing the safety and stability of the se-
curitisation business, and included new man-
dates for the EBA in that regulatory space.
On 22 May 2013 the EBA launched a 3-month
consultation on the draft RTS retention rules
and the draft ITS on the measures to be taken
in case of non-compliance with such rules. In
July 2013 a public hearing with market par-
ticipants was held to complement the consult-
ation and on 19 December 2013 the final draft
RTS and ITS were published. The RTS were
drafted to ensure an appropriate alignment
of interest and information between secu-
ritisation sponsors, originators and original
lenders, on one side of the transaction, and
investors on the other side of the securitisa-
tion transaction. In addition, provisions were
specified in order to facilitate the implemen-
tation of the requirements on the retention of
economic interest, as well as the disclosure
requirements on the sponsor, originator or
original lender and the due diligence require-
ments on investors. The ITS provide criteria
for the assessment of breaches of the reten-
tion requirements, as well as the implemen-
tation conditions and the calculation of add-
itional risk weights to be applied by competent
authorities. Both regulations ultimately aim at
re-establishing securitisation on a sustainable
basis, mainly by encouraging market partici-
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pants to develop a more transparent, safe and
uniform securitisation market and by enabling
more convergence of supervisory practices
across the EU with regard to the securitisation
retention rules and related requirements.

Finally on 17 December 2013, the EBA
launched a public consultation on its draft
guidelines on significant risk transfer for se-
curitisation transactions. A public hearing
was held in January 2014 and consultation
of stakeholders will last until 17 March 2014.
Securitisation can be used as an effective risk
management tool and the transferred credit
risk can be reflected in the computation of in-
stitutions” own-funds requirements, however
it is essential that the transfer of credit be
carefully assessed by both competent author-
ities and originator institutions. The guidelines
will be part of the EU’s single rulebook for the
banking sector and will ensure harmonised
assessment and treatment of significant risk
transfer across all EU Member States.

The EBA’s extended mandate in
recovery and resolution

Throughout 2013 the EBA increased its focus
on the area of recovery and resolution of EU
banking groups. In line with the G20's indi-
cations, cross-border convergence and co-
operation on recovery and resolution planning
is identified by the draft BRRD as the stepping
stone to repair the current retrenchment of
banking activity along national boundaries,
spurred by the crisis. Through the work car-
ried out so far, and foreseen in the upcoming
BRRD, the EBA aims to provide the necessary
legal and institutional underpinnings for cred-
ible and reliable cooperative solutions on re-
covery and resolution for cross-border banks,
thus facilitating capital and liquidity manage-
ment on a truly cross-border basis.

In January 2013 the EBA issued a formal rec-
ommendation on the development of recovery
plans. The recommendation highlighted the
need for group recovery plans to be drafted in
accordance with the international standards
agreed under the auspices of the Financial
Stability Board (FSB), and consistently with

templates drafted by the EBA. The latter cov-
ered in particular the following key elements
that should be addressed in a recovery plan:

= general but comprehensive information on
the institution, its governance structure, its
core functions and its critical functions;

= the list and description of recovery options
available in a crisis situation and an assess-
ment of their execution and impact;

= the measures that the institution plans to
implement to facilitate, in the future, the up-
date of the recovery plan or its implementa-
tion in crisis times.

The EBA has also worked in anticipation of the
final BRRD text, drafting a range of draft tech-
nical standards specifically focused on the re-
covery’ area. The final BRRD will specify nearly
40 mandates for the EBA to adopt guidelines,
and draft RTS and ITS to be endorsed by the
Commission by means of delegated acts.
These products cover recovery and resolution
planning (including questions of proportional-
ity in these contexts), resolvability assessment
and measures to overcome impediments to
resolvability, early intervention and resolution
triggers, intragroup financial support, condi-
tions for the use of resolution tools, the defin-
ition of bail-in mechanisms and the minimum
requirement for eligible liabilities, valuation
criteria for the use of the tools, notifications
and information exchanges, and the function-
ing of resolution colleges.

To allow the staggering of workloads and
consultation regarding delivery of the various
mandates, the EBA published a first set of
consultation papers in 2013:

= on 11 March 2013 the EBA published a con-
sultation paper on the contents of recovery
plans, receiving 22 responses;

= on 20 May 2013 the EBA published a con-
sultation paper on the matters that com-
petent supervisors must assess when re-
viewing individual and group recovery plans
developed by financial institutions, receiving
13 responses;
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= on 20 May 2013 the EBA also published a
consultation paper specifying the range of
scenarios to be designed by financial insti-
tutions when testing their recovery plans,
receiving 14 responses.

The proportionality principle ensures that rules are

effective, but at the same time targeted and proportionate
to the size, complexity, business model and risk profile of
institutions. In this respect, proportionality gives smaller

institutions and institutions with certain business models

Frontloading the work on these technical - : - -
and specific risk profiles some relief in the application

standards will allow the EBA to fast-track the

adoption of these standards in 2014 once the
BRRD is finalised.

Promoting the application of
proportionality in prudential regulation

The principle of proportionality is central
within the EU banking regulation, which rec-
ognises the importance of the diversity of the
EU banking system and explicitly refers to the
need to apply rules in such a way that this di-
versity is acknowledged and preserved.

Although always keeping in mind the basic
premise that a single EU market needs a sin-
gle EU rulebook, the EBA recognises the im-
portance of the proportionality principle and
assigns great importance at developing ef-
fective prudential regulation which is targeted
and proportional to the size, complexity, busi-
ness model and risk profile of institutions. The
EBA has made an effort to incorporate in its
technical standards and guidelines a range
of measures that would provide some types
of institutions with relief in the application of
rules, which would be otherwise undeservedly
strict. At the same time, the EBA believes that
there is a strong need to draft proportional-
ity in a way that is sufficiently precise, to avoid
opening the door for regulatory arbitrage and
creating loopholes.

Given that the active involvement of stakehold-
ers in providing the EBA with solid evidence on
the need to differentiate the regulatory treat-
ment of institutions is essential at all stages
of the process of regulatory development,
the EBA hosted a workshop on proportional-
ity measures for regulatory purposes on 22
October 2013. The main aim of the workshop
was to identify specific measures that the EBA
could use in the development of its technical
standards and guidelines to address a legit-
imate need for proportionality. As a concrete
outcome of the workshop the EBA confirmed
its commitment in considering the need for
the application of proportionality measures
in each of its regulatory instruments and, in
fact, this analysis is now part of the impact

of rules without stifling their ability to continue or grow

their business.

assessment which is conducted during the
development of these instruments. This work-
shop brought together key industry stakehold-
ers, representatives from NSAs and other EU
institutions, and EBA staff. The high number
of registrations for the workshop showed the
importance that both the industry and public
bodies attribute to the application of the pro-
portionality principle in prudential regulation.

Fostering a common supervisory
approach across the EU through
standards and practices

Technical standards and model changes on
credit risk and operational risk

The permission to use either the internal rat-
ings-based (IRB) approach or the advanced
measurement approaches (AMA] is valid only
for the approved approach. Regular adjust-
ments are needed to maintain the relevance
of all these approaches for the calculation of
own-funds requirements and for risk man-
agement purposes. The need for adjustments
may stem from changes in internal or external
factors, for example changes in the business
activity or organisational structure of the insti-
tution. Institutions are encouraged to further
develop their internal approaches.

In this context, the EBA has been mandated
in accordance with Article 143(5) and Article
312(4)(b) and [c] of the CRR to report to the
Commission on the conditions for assessing
the materiality of extensions and changes of
internal approaches when calculating own-
funds requirements for credit and operational
risk. Therefore, on 5 December the EBA pub-
lished its final draft RTS, which will be part of
the single rulebook aimed at enhancing regu-
latory harmonisation in the EU.
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According to the CRR, all institutions shall
apply for permission whenever they intend to
implement any material extension and change
to their internal approaches for credit and
operational risk. In this respect the proposed
RTS aim at harmonising the assessment of
the materiality of extensions and changes
to internal approaches, as well as at ensur-
ing that their approved internal approaches
comply with the regulatory requirements. Also
they specify the modalities of notification.

The key features of the proposed RTS include
the following.

The introduction of three categories of model
extensions and changes (which require
permission, ex ante notification and ex post
notification). Such an approach, which is al-
ready supervisory practice in several Mem-
ber States, would reduce the supervisory
burden for both the competent authorities
and the institutions.

= The introduction of a comprehensive list
of qualitative conditions, which is linked to
the minimum requirements for internal ap-
proaches, for classification of extensions and
changes to the internal approaches into one
of the three categories mentioned above.

= The design of the quantitative threshold as a
backstop regime when determining the ma-
teriality of an extension and change since it
may still alter the own-funds requirements
or, where applicable, the risk-weighted ex-
posure amounts.

= The inclusion of standardised documenta-
tion requirements, which enable competent
authorities to assess the compliance of in-
stitutions with the above rules.

The EBA has been mandated in accordance
with Article 502 of the CRR to report to the
Commission on how the methodologies of in-
stitutions under the IRB approach should con-
verge with a view to more comparable capital
requirements while mitigating pro-cyclicality.
This is a preparatory step before full bench-
marking exercises can be run in a recurrent
manner in the EU under Article 78 of the CRD.

Therefore, in 2013, the EBA undertook sub-
stantial work to analyse the issue of compar-
ability and published the following studies:

(i} interim top-down report on the consist-
ency of IRB capital requirements;

(i) report on low-default portfolio (LDP)
benchmarking exercise;

(iii) report on SMEs and residential mortgages;

(iv] reporton the comparability of supervisory
rules and practices.

Furthermore, the EBA also released its report
on the pro-cyclicality of banks’ capital require-
ments.

Finally, four reports relating to the consistency
of credit risk RWAs, together with the pro-
cyclicality report, were compiled in a summary
report which has been submitted to the Euro-
pean Commission in line with the EBA's man-
date in the CRR.

The studies, jointly conducted by the EBAs
Regulation and Oversight Department, sug-
gested that divergences in capital require-
ments are largely risk based, which implies
that the risk-sensitive approach of the regu-
latory framework is in general successful.
However, it suffers from several deficiencies,
as the modelling choices may at times have
been left too broad, thus resulting in diverging
practices across jurisdictions and banks. Also
it is very difficult to disentangle the extent to
which these divergences stem from differ-
ent reqgulatory frameworks in place across
countries, from supervisory practices or from
bank-specific modelling choices.

The EBA acknowledged that existing mandates
coming from the CRR and CRD IV, namely
RTS, ITS and guidelines, will cover many of
the observed differences in the regulatory im-
plementation as well as in bank and supervis-
ory practices. However, not all the drivers are
sufficiently covered by these mandates, and
therefore the summary report includes the
policy responses that the EBA considers as
important for addressing concerns about RWA
consistency. In this respect, the EBA will focus
its future work on the following aspects.



= Enhancing disclosure and transparency of
RWA-related information.

= Supporting competent authorities in prop-
erly implementing the single rulebook with
the delivery of existing mandates set out
in the CRR. These include the important
benchmarking work on RWA parameters
that supervisors can use to assess model
outcomes.

= Developing additional guidance that specific-
ally addresses and facilitates consistency
in supervisory and bank practices, which
includes for example uniform default defin-
itions and harmonised treatment of default-
ed assets under the IRB approach, clearer
guidance on probability of default (PD) and
loss-given default (LGD] estimations and
treatment of low-default assets.

The summary report leverages the following
pieces of empirical evidence from individual
studies:

Top-down report

This report contains a top-down (aggregated
data) assessment of the banking book. From
this exercise the EBA noticed that four drivers
— partial use [permanent and roll-out), stand-
ardised approach (SA) risk weights (RWs), IRB
portfolio mix, and the share and RWs of de-
faulted assets — can explain around 50 % of
differences in the global charge (GC). It also
appears that the differences in implementa-
tion of the IRB approach are linked to differ-
ent bank and supervisory practices. A residual
key component of the variation is due to the
inherent risk in the portfolios of the banks
and represents drivers of differences in cap-
ital requirements which are not intended to
be eradicated by the IRB approach regulatory
framework.

Report on low default portfolio

This report outlines the interim results of the
second stage of the EBA's work on banking
book exposures and focuses on sovereigns,
institutions, large corporate and other cor-
porate portfolios. The following differences
were identified: the scope of the application
of internal models to LDP counterparts; PD
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and LGD parameters for the same exposure
to a counterparty; the definition of default and
the computation of the default rate used for
the calibration of the internal models; the
computation of RWs and expected losses on
defaulted assets; the computation of maturity
and the credit conversion factor (CCF) para-
meters. Moreover, the report noted that banks’
choices or supervisory requests to apply min-
imum PDs, LGDs or add-ons to the RWs com-
puted with the internal models could create
challenges in comparing the outcomes.

Report on small and medium-sized enter-
prises and residential mortgages

This report outlines the interim results of the
third stage of the EBA's work on banking book
exposures and focuses on SMEs and residen-
tial mortgage portfolios. One key finding was
the importance of defaulted assets, which
account for over half of the variation in RWs
and expected losses. The underlying portfolio
mix represents around a third of the variation
in the overall GC and RW for non-defaulted
assets. The remaining two thirds of the dis-
persion for non-defaulted assets can be at-
tributed to other drivers such as differences in
underlying credit risk, use of credit risk miti-
gation, modelling and supervisory practices.
The geographical location of the exposures,
notably the different economic conditions and
other country-specific aspects, also play an
important role. Regarding SMEs, the size of
the enterprise influences variations in RWAs.
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Report on the comparability of supervisory
rules and practices

The EBA also issued a report on the impact
of supervisory rules and practices on com-
parability of capital requirements under the
IRB approach across the EU. On the basis of
data collected from EU supervisors, the EBA
noticed divergences in terms of how regula-
tory frameworks are implemented at national
level. Some aspects were identified that may
require additional work to ensure better har-
monisation of supervisory practices across
the EU. These relate to aspects such as
supervisory practices, roll-out plans, PD and
downturn LGD computation.

Report on pro-cyclicality of the IRB approach

As mandated by the European Commission,
the EBA also assessed whether the CRD
contributes to pro-cyclicality in the financial
system, i.e. whether the CRR exacerbates
business cycle fluctuations. The question
addressed in this report is whether the design
of the current CRR — risk-sensitive approach
in IRB models — is a cause of higher business
cycle fluctuations. On the basis of currently
available data, the EBA found limited evidence
for pro-cyclicality of capital requirements, and
could not establish a clear link between capital
requirements legislation and pro-cyclicality.

The single rulebook Q & A tool allows NSAs, institutions
and their associations, as well as other stakeholders,

to submit questions relating to the practical application
and consistent implementation of CRD IV and the CRR,
as well as related technical standards and guidelines
developed by the EBA.

This ensures the consistent and effective application of

the new regulatory framework across the single market,
and hence contributes to the building of the single rule-
book in banking regulation.

The process entails close and ongoing interaction be-
tween the EBA and the European Commission to ensure
that the answers are fully consistent with EU legislative
texts.
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Report on variability of RWAs for market risk
portfolios

To complement the work related to the credit
risk and IRB-related models, market risk
model comparability was also investigated in
a preliminary manner. This report outlines the
conclusions stemming from a market hypo-
thetical portfolio exercise (HPE] which the EBA
conducted in 2013 in parallel with a similar
exercise performed by the Basel Committee.
The report focuses on the level of variability in
banks’ internal models for market RWAs. This
study shows that, for banks applying histor-
ical simulation, around 30 % of the variability
observed for individual portfolios and 50 % for
aggregated ones may be driven by modelling
options explicitly provided for in the CRR. The
EBA has also conducted a profit and loss (P &
L) analysis, which is complementary to the as-
sessment of variability based solely on model
outcomes. This analysis provides, for each
individual portfolio, an assessment of the de-
gree of P & L volatility and correlation across
banks.

Developing the single rulebook Q & A process

The single rulebook Q & A tool was launched
by the EBA, in cooperation with the European
Commission, in July 2013 following the publi-
cation of the CRR and CRD in the OJEU. The
purpose of the Q & A tool (http://www.eba.
europa.eu/single-rule-book-qa#search) is to
ensure the consistent and effective application
of the new regulatory framework across the
single market and to contribute to the creation
of the single rulebook for banking regulation.

The tool offers a one-stop interface for NSAs,
institutions and their associations, as well as
other stakeholders, to submit questions re-
lating to the practical implementation of the
CRD IV, the CRR and the related technical
standards (RTS and ITS) developed by the EBA
and adopted by the European Commission, in
addition to the EBA guidelines.

The majority of questions submitted to date
relate to the provisions of the CRR — in par-
ticular in the areas of own funds, supervisory
reporting, market risk, credit risk and liquid-
ity risk. As of year-end 2013, the tool had re-
ceived just under 700 questions, around 60 %
of which had come from credit institutions
(and industry associations]) and 15 % from
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NSAs, primarily relating to the practical appli-
cation of the CRR, and to a lesser extent to the
CRD, though it is expected that this trend will
shift towards questions relating to RTS/ITS as
they are adopted throughout 2014 and 2015.
As such the Q & A tool has helped to provide
practical regulatory and supervisory guidance
to stakeholders, primarily NCAs and credit in-
stitutions.

The development of answers is highly re-
source intensive, and is carried out in close
cooperation with the European Commission.
Many of the questions received so far have
been of a highly technical nature, and have
taken longer to answer than originally envis-
aged. The EBA nevertheless remains com-
mitted to providing coherent and constructive
answers in as timely a manner as possible
and adapting resources to meet the scale of
the enterprise.

As part of this commitment, in 2014 the EBA
will review the operation of the Q & A process
with the objective of improving the handling of
questions and increasing the efficiency of the
process.

At the same time the EBA is preparing to ex-
pand the scope of the tool — currently limited
to practical implementation of the CRR and
the interpretation of the CRD and associated
technical standards and guidelines — to cover
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other relevant legislation, most notably the
forthcoming BRRD.

[t is the ultimate intention that the outcome of
the Q & A tool will form part of an interactive
single rulebook, i.e. a single online resource
consisting of the various regulations and dir-
ectives relating to the supervision of credit in-
stitutions, with links to final draft ITS, RTS and
guidelines and to the final published Q & A.

In December 2013 the EBA published final
draft ITS which specify the format, structure,
contents list and annual publication date of
the supervisory information to be disclosed by
competent authorities in the banking sector.
These final draft ITS cover different areas, in-
cluding templates for competent authorities to
disclose local legislative documents, informa-
tion on exercising options and national discre-
tions, general criteria and methodologies used
for the supervisory review and evaluation pro-
cess [SREP] and aggregate statistical data on
key aspects of the implementation of the pru-
dential framework.

This final draft followed the conclusion of the
consultation process, which ended in October
2013. The finalised draft ITS took account of the
responses to the extent that they could be in-
corporated into the final standard.
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As part of its regulatory mission the EBA is
participating in the work of the BCBS. The EBA
currently has observer status, together with
the European Commission, at the BCBS and
actively participates in working groups, where
the regulatory initiatives are developed.

Towards the end of 2013 a review of the EU
implementation of Basel Il was initiated as
part of the so-called regulatory consistency
assessment programme (RCAP). The review
is to assess the extent of compliance of the
EU regulation with the Basel Il framework
as a part of the efforts of the BCBS to ensure
global implementation of the Basel standards.
The EU is being represented by the European
Commission, given their role in the EU legis-
lative framework, and the EBA is supporting
the European Commission in the RCAP as-
sessment, in particular as regards the more
technical regulations and the quantitative as-
sessment of the framework.

The EU implementation of the Basel Il frame-
work has predominantly been done through
the CRD/CRR proposal, and the RCAP assess-
ment includes the technical standards already
submitted by the EBA, with particular em-
phasis on those standards that specify in more
detail elements also covered by the BCBS rec-
ommendations.

The RCAP assessment includes a quantitative
assessment of the EU legislation’s compliance
with the BCBS recommendations. For this
purpose the EBA is drawing on existing data,
but has also involved 20 internationally active
banks, which are participating in the assess-
ment of preliminary findings. This exercise is
being coordinated by the EBA with the active
participation of a number of EU countries that
also are present at the BCBS table.

The RCAP process will run through 2014 and
will result in an assessment of the EU imple-
mentation of the BCBS recommendations. The
EBA is committed to implementing the Basel
Il framework, but also recognises that the
framework is aimed at internationally active
banks. Given that the EBA's technical stand-
ards will be binding on all banks in the EU,
including smaller, non-internationally active
banks, the framework may not be fully suitable
for all banks in the EU as the EU legislation
must be proportionate in its implementation.
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2013 regulatory products

Topic Regulatory products

Anti-money laundering Joint Committee’s report on the anti-money laundering and counter financing of terrorism
risk-based supervision

Basel IIl monitoring exercise Report on Basel Il monitoring exercise — Results based on data as of 30 June 2012

Report on Basel Ill monitoring exercise — Results based on data as of 31 December 2012

Benchmark setting Consultation on principles for benchmark-setting processes in the EU

Recommendations on supervisory oversight of activities related to banks" participation in the
Euribor panel

ESMA and EBA principles for benchmark-setting processes in the EU

College of supervisors Consultation on draft ITS on joint decisions on institution-specific prudential requirements

Final draft ITS on joint decisions on institution-specific prudential requirements

Consumer protection and financial Consultation on draft RTS on professional indemnity insurance (PI1) for mortgage credit
innovation intermediaries

ESMA and EBA consultation on complaints handling guidelines for the investment and
banking sectors

Opinion on good practices for ETF risk management

Opinion on good practices for the treatment of borrowers in mortgage payment difficulties

Opinion on good practices for responsible mortgage lending

Principles of the European supervisory authorities on manufacturers” product oversight and
governance processes

Investor warning on contracts for difference

Warning on virtual currencies

Report on consumer trends — Supervisory concerns regarding consumer protection issues
in 2012/13

Credit risk Consultation on draft RTS in relation to credit valuation adjustment risk

Consultation on draft RTS on the method for the identification of the geographical location
of the relevant credit exposures

EBA, EIOPA and ESMA consultation on removal of mechanistic references to credit ratings in
the ESAs” guidelines and recommendations

Final draft RTS on the calculation of credit risk adjustments

Final draft RTS on the method for the identification of the geographical location of the
relevant credit exposures

EU capital exercise Recommendation on the preservation of capital

Recommendations on asset quality reviews
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Topic

Financial conglomerates

Regulatory products

Final joint draft RTS on the uniform conditions of application of the calculation methods for
determining the amount of capital required at the level of the financial conglomerate

Large exposures

Consultation on draft RTS on the determination of the overall exposure to a client or a group
of connected clients in respect of transactions with underlying assets

Final draft RTS on the determination of the overall exposure to a client or a group of
connected clients in respect of transactions with underlying assets

Liquidity risk

Consultation on draft guidelines on retail deposits subject to different outflows for the
purpose of liquidity reporting

Consultation on draft ITS listing the currencies with an extremely narrow definition of central
bank eligibility

Consultation on draft ITS on additional liquidity monitoring metrics

Consultation on draft TS on currencies for which the justified demand for liquid assets
exceeds their availability

Consultation on draft RTS on additional liquidity outflows

Consultation on draft RTS on derogations for eligible currencies

Consultation on draft guidelines on harmonised definitions and templates for funding plans
of credit institutions

Consultation on the process to define highly liquid assets in the liquidity coverage ratio (LCR)

Discussion paper on guidelines on retail deposits subject to different outflows for the
purposes of liguidity reporting

Final draft ITS on additional monitoring metrics for liquidity

Final guidelines on retail deposits subject to different outflows for the purposes of liquidity
reporting

Report on appropriate uniform definitions of extremely HALA and HALA and on operational
requirements for liquid assets

Report on impact assessment for liquidity measures

Market infrastructure

Consultation on draft ITS on the hypothetical capital of a central counterparty (CCP)

Final draft ITS on the hypothetical capital of a central counterparty (CCP)

Market risk

Consultation on draft RTS on the definition of market

Consultation on draft RTS on non-delta risk of options in the standardised market risk
approach

Consultation on draft ITS on closely correlated currencies

Consultation on draft RTS on the definition of materiality thresholds for specific risk in the
trading book

Consultation on draft ITS on appropriately diversified indices

Consultation on draft RTS on prudent valuation
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Regulatory products

Final draft RTS on the definition of market

Final draft RTS on non-delta risk of options in the standardised market risk approach

Final draft ITS on closely correlated currencies

Final draft RTS on the definition of materiality threshold for specific risk in the trading book

Final draft ITS on appropriately diversified indices

Model validation

Consultation on draft RTS on the conditions for assessing the materiality of extensions and
changes of internal approaches for credit, market and operational risk

Final draft RTS on the conditions for assessing the materiality of extensions and changes of
internal approaches for credit, market and operational risk

Other topics

Consultation on draft ITS on the format, structure, contents list and annual publication date
of the supervisory information to be disclosed by competent authorities

Final draft ITS on the format, structure, contents list and annual publication date of the
supervisory information to be disclosed by competent authorities

Own funds

Consultation on draft RTS on own-funds requirements for investment firms

Consultation on draft RTS on own funds (part 3)

Consultation on draft RTS on own funds (part 4)

Consultation on draft technical standards and guidelines for the identification of global
systemically important institutions (6-Slls)

Discussion paper on technical advice to the Commission on possible treatments of
unrealised gains measured at fair value

Final draft TS on disclosure for own funds

Final draft RTS on own funds part 1)

Final draft RTS on own funds (part 2)

Final draft RTS on own funds part 3)

Final draft RTS on own funds gain on sale

Technical advice to the Commission on possible treatments of unrealised gains measured
at fair value

Passporting and supervision of branches

Consultation on draft RTS and ITS on passport natifications

Consultation on draft RTS and ITS on information exchange

Final draft RTS and ITS on passport notifications

Final draft RTS and ITS on information exchange

Recovery and resolution

Consultation on draft RTS on the content of recovery plans

Consultation on draft RTS on the assessment of recovery plans

Consultation on draft RTS specifying the range of scenarios to be used in recovery plans
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Topic Regulatory products

Remuneration Consultation on draft RTS for the definition of material risk takers for remuneration purposes

Consultation on draft guidelines on the applicable notional discount rate for variable
remuneration

Final draft RTS on the definition of material risk takers for remuneration purposes

Report on high earners (2010 and 2011 data)

Report on high earners (2012 data)

Risk-weighted assets Report on interim results of the EBA review of the consistency of risk-weighted assets in the
banking book

Report on interim results update of the EBA review of the consistency of risk-weighted
assets in the banking book

Third interim report on the consistency of risk-weighted assets — SMEs and residential
mortgages

Summary report on comparability and pro-cyclicality of the IRB approach

Report on variability of market RWA

Report on the pro-cyclicality of capital requirements under the IRB approach

Report on the comparability of supervisory rules and practices

Securitisation and covered bonds Consultation on draft RTS on close correspondence between the value of an institution's
covered bonds and the value of the institution’s assets relating to the institution’s own
credit risk

Consultation on draft ITS and RTS on securitisation retention rules

Consultation on draft guidelines on significant risk transfer (SRT) for securitisation
transactions

Final draft RTS on close correspondence between the value of an institution’s covered bonds
and the value of the institution’s assets relating to the institution’s own credit risk

Final draft RTS on the retention of net economic interest and other requirements relating to
exposures to transferred credit risk

Final draft ITS relating to the convergence of supervisory practices with regard to the
implementation of additional risk weights

Supervisory reporting Consultation on the data point model related to the technical standards on supervisory
reporting requirements for leverage ratio

Consultation on the data point model related to the technical standards on supervisory
reporting requirements for liquidity coverage and stable funding

Consultation on draft implementing technical standards (ITS) on asset encumbrance
reporting

Consultation on draft implementing technical standards (ITS) on supervisory reporting on
forbearance and non-performing exposures

Consultation on the draft XBRL taxonomy for second-level supervisory reporting

Consultation on a recommendation on the use of the legal entity identifier (LEI)
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Regulatory products

Final draft ITS on supervisory reporting requirements

Final draft ITS on supervisory reporting on forbearance and non-performing exposures

Final draft ITS on supervisory reporting on asset encumbrance

Supervisory review and evaluation process
(SREP) and Pillar 2

Consultation on draft guidelines on capital measures for foreign currency lending

Consultation on draft guidelines on technical aspects of the management of interest rate
risk arising from non-trading activities (IRRBB)

Discussion paper on draft quidelines on supervisory review and evaluation process (SREP)
and pillar 7

Final guidelines on capital measures for FX lending to unhedged barrowers under the SREP

Transparency and Pillar 3

Consultation on draft guidelines on disclosure of encumbered and unencumbered assets

Report on follow-up review of banks" transparency in their 2012 pillar 3 reports
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Oversight

The EBA continued its work of strengthening
supervisory convergence and cooperation in
2013, as well as ongoing work to monitor and
address risks in the banking sector. Oversight
delivered a number of RTS and ITS in 2013
which are fundamental to the single rulebook,
notably technical standards that created a sin-
gle EU regulatory reporting framework, as well
as standards on information exchange, joint
decisions and passporting. These were supple-
mented by guidelines on the EBA's first pillar
2 topic: capital measures for foreign currency
(FX) lending. The EBA also continued to use
the data that it collects more effectively with
the first publication of the EBA risk dashboard,
which presents aggregate data on the evolu-
tion of key risk indicators [KRIs) from 55 EU
banks, and the first individual risk dashboards
were presented to individual colleges in 2013,
allowing colleges to benchmark banks against
peers.

EBA oversight issued two recommendations
with the intention of restoring stability in the
EU banking sector, firstly on the preservation
of capital and secondly on AQRs. Both recom-
mendations are designed to maintain progress
in the repair of banks’ balance sheets and move
towards an effective stress test in 2014. Coord-
ination of this work through colleges of super-
visors shows increased cooperation, joint work
and information sharing, as well as the need to
avoid duplication of work.

Additionally, with regard to the work of the EBA's
colleges, there was an increase in the involve-
ment of EBA staff in colleges, particularly in the
work of the crisis management college through
increased EBA attendance and participation at
crisis management groups (CMGs), monitoring
of adherence to the EBA's recommendations on
recovery plans and the development of a report
comparing and analysing recovery plans.

In keeping with the EBA's position that trans-
parency and market discipline are important
elements for improving the resilience and sta-
bility of the banking system, the EBA carried
out its third transparency exercise in December
2013, which provided an unprecedented level of
detailed data for the largest EU banks.

Home-host coordination

Supporting and monitoring college activities

Colleges of supervisors continue to be of huge
importance in the supervision of EEA cross-
border banking groups, and the EBA has the
task of promoting and monitoring the efficient,
effective and consistent functioning of these
colleges.

The EBA's engagement with colleges is appro-
priate to the size and complexity of the bank-
ing groups for which they are established.
The list of established colleges and the EBA's
engagement with them is reviewed annually
through the mapping exercise conducted in
close cooperation with the NCAs, who provide
the necessary data to identify the number of
EEA colleges. As demonstrated in Figure 2,
altogether 105 colleges were identified by the
EBA in 2013, 43 of which were categorised as
‘closely monitored colleges’, a list which in-
cludes the largest cross-border banks with
EEA headquarters and a broader presence
across the internal market. For the ‘closely
monitored colleges’ the EBA seeks to play an
active role both in the college meetings and in
the ongoing college activities. As regards the
remaining 62 colleges, the EBA monitored and
engaged with them on an ad hoc basis. These
consist of 52 colleges for smaller EEA-based
groups and 10 colleges for banking groups
with a parent undertaking in a third country.



The EBA's engagement with colleges of super-
visors in 2013 can be defined as follows.

1. Monitoring information exchange and ac-
tively participating with college members,
undertaken through contributing to college
activities like presenting at college meet-
ings, adding relevant items to the agenda,
attending joint on-site inspections, etc.
For the ‘closely monitored colleges’, such
participation is demonstrated in Figure 2
below. An increased level of cooperation
within colleges was noted, including en-
hanced involvement of college members in
in-depth risk discussions, and many col-
leges have moved from one physical meet-
ing per year to more frequent interaction
and information exchange.

2. Ensuring adherence to relevant regula-
tions and guidelines and the annual EBA
action plan. In 2013 the focus was on the
quality of the joint risk assessment and
decision process, where improvements
in interaction, discussion and articulation
were noted, and also on their adherence to
the 2013 EBA recommendations on recov-
ery plans, AQRs and capital preservation.

Supervisory cooperation in crisis
management

In 2013 the EBA expanded its activities in
CMGs, attending almost all meetings for the
major EU banking groups, as well as a few
cross-border stability groups (CBSGs). In the
build-up to the directive establishing a frame-
work for the recovery and resolution of credit
institutions and investment firms (the BRRD),
the EBA sought to highlight the expanding
role of colleges of supervisors in the area of
crisis management. In particular, following
the publication of the EBA recommendation
addressed to NCAs that required 39 EU cross-
border banks to submit recovery plans to these
authorities by the end of 2013, which would
subsequently need to be discussed in colleges
of supervisors, the EBA endeavoured to give
guidance to competent authorities on both the
key topics for the assessment of group-wide
recovery plans and the development of crisis
management procedures in general.

In the CMGs for global systematically im-
portant financial institutions (G-SIFls), the
EBA started to contribute to the discussion
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Figure 2. Number of colleges identified by the EBA in 2013

Third-country colleges

Jher colleges

Closely monitored colleges

Figure 3: Number of colleges and CMG meetings attended by EBA staff

CMG meeting
Supervisory college Grand total

physical meeting 14

Supervisory college
teleconference

The EBA's comparison and
analysis of recovery plans

To aid the discussions on the review
and assessment of recovery plans,
the EBA compared and analysed
recovery plans of 10 major EU cross
border banking groups focusing

on four key themes; governance,
indicators, scenarios and recovery
options. The findings were com-
municated to competent authori-
ties to assist them in the review of
individual plans. In early 2014, the
exercise will be expanded to 20 EU
cross border banking groups, head-
quartered in 8 Member States and
which have aggregate assets in the
region of EUR 19 trillion.
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on resolution strategies and plans, while en-
couraging competent authorities to complete
the so-called institution-specific cooperation
agreements, as required by the FSB. Resolu-
tion strategies and plans, as well as resolv-
ability assessments, will be an area of in-
creasing attention over the coming year.

To assist colleges of supervisors in develop-
ing robust crisis management procedures,
EBA staff developed a template for emergency
plans based on the analysis of the emergency
plans of closely monitored colleges. This tem-
plate, which is in line with Article 112(1)(c) of
Directive 2013/36/EU [CRD IV), is an addition
to, and complements, the existing Template
for a multilateral cooperation and coordin-
ation agreement on the supervision of XY
Group'. It provides planning and coordination
procedures for the actions to be taken by a col-
lege of supervisors in the event of an emergency.

Single rulebook for supervisory cooperation

In 2013 the EBA finalised and delivered to the
European Commission five draft technical
standards in the area of home-host cooper-
ation and supervision of cross-border banking
groups. These technical standards contrib-
ute to the single rulebook for supervisory co-
operation, aiming to increase cooperation and
convergence of practices across colleges. In
particular, the following final draft BTS were
delivered.

BTS in the CRD and the CRR relating to home-host interaction

(i} Final draft RTS and ITS on passport noti-
fications, setting up provisions and elab-
orating on the level 1 text requirements
concerning credit institutions that wish
to provide their services across borders,
through the establishment of a branch or
the exercising of the freedom to provide
services. These technical standards also
cover home-host interaction on the basis
of responsibilities and tasks assigned to
the competent authorities in the level 1
text.

(i) Final draft RTS and ITS on information
exchange, covering collaboration require-
ments for the supervision of institutions
operating, through the establishment of a
branch or free provision of services, in one
or more Member States other than the one
in which they have their head office. These
technical standards set out the informa-
tion to be exchanged and the process of in-
teraction and cooperation between home
and host authorities.

(iii) Final draft ITS on joint decisions on insti-
tution-specific prudential requirements
elaborating both on the process for reach-
ing joint decisions and elements of fully
reasoned capital and liquidity joint deci-
sions, and on templates for communicat-
ing the outcome of the SREP performed by
each competent authority participating in
the joint decision process. Colleges have
been collaborating to reach joint decisions

HOME-HOST INTERACTION

Capital and liquidity
joint decisions
(ITS)

COLLEGES

Yellow boxes indicate draft binding technical standards which have been already delivered to the European Commission (Passport notifications, information exchange, capital and
liquidity joint decisions). Grey boxes indicate binding technical standards that are still being drafted.
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on capital since 2011, however CRD IV in-
troduces the requirement for colleges to
reach a joint decision on liquidity in 2014
for the first time.

Furthermore the development of the EU's
SREP framework by the end of 2014 (see be-
low) will increase consistency of national su-
pervisory outcomes that will inform the joint
work on capital and liquidity under pillar 2.

The year 2013 was an important one for the
EBA in shaping key principles for the forth-
coming common EU framework for the SREP
and for delivering a number of key papers in
this respect.

The Board of Supervisors reached agreement
on the key elements of the SREP, which will
be incorporated into forthcoming guidelines
for common procedures and methodologies
for the SREP being developed by the EBA in
accordance with Article 107(3) of the CRD.
Following this agreement, the purpose of the
future common SREP will be to assess an in-
stitution’s viability through the assessment of
four key elements:

= the viability and sustainability of its business
model in the current and changing business
environment;

= the suitability of its governance and institu-
tion-wide controls to manage and control
risks given its size and complexity;

= the risks to capital [credit, market, oper-
ational, concentration, etc.) to which it is
exposed after considering the controls it
has in place and the adequacy of capital re-
sources to mitigate these risks;

= the risks to liquidity to which it is exposed
after considering the controls it has in place
and the adequacy of its liquidity resources to
mitigate these risks.

The EBA also published a discussion paper on
the methodology for the assessment of liquid-
ity and funding risks, which is a preliminary
version of the methodology to be incorporated
later into the guidelines for common SREP
procedures and methodologies. The aim of
this discussion paper is to help supervisory
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authorities and colleges of supervisors in as-
sessing liquidity and funding risks and reach-
ing the joint decision on liquidity required by
the CRD as of 2014.

Additionally, the EBA published the guide-
lines on capital measures for FX lending to
unhedged borrowers under the SREP, which
were developed in line with the mandate from
the ESRB. Competent authorities are asked to
comply in 2014, although these guidelines are
subject to review in order to allow their inclu-
sion in the guidelines for common procedures
and methodologies for SREP.

In order to enhance the consistency and qual-
ity of joint decisions, EBA staff have devel-
oped a standard template for joint decisions
on capital which is available for consolidating
supervisors to use.

Risk analysis

The risk analysis team has been working to
develop a data infrastructure to accommodate
regulatory reporting data, as well as other
information that will enable the EBA to dis-
charge its responsibilities. In particular, such
data will aid in the provision of risk reports and
ad hoc analyses to the Board of Supervisors,
the ESRB, the Parliament, the Council and the
Commission, according to the EBA's regula-
tion.

The EBA is uniquely placed to look at banks
across the entire Union from a micro-pruden-
tial perspective, and we detail in the following
sections the data collection and the informa-
tion produced.

Additionally, the work undertaken by the risk
analysis team contributed to the EBA's role in
restoring confidence in the banking system
through its work on the capital preservation
recommendation, RWA consistency and the
transparency exercise.

The risk assessment report [RAR] is produced
twice a year and contains the EBA's assess-
ment of the risks and vulnerabilities of the
EU's banking system. It is a public report to
discharge our responsibility to highlight the
risks to the Parliament, the Council, the Com-
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mission and the ESRB, and it is available on the
EBA website. The report draws on the views of
banks and national supervisors to construct a
forward-looking view of risks that are of con-
cern to regulators and policymakers. For input
into this report, the EBA sent out risk assess-
ment questionnaires to banks and/or their
supervisors, as well as market analysts.

In a similar context, the EBA contributes to the
semi-annual cross-sectoral report on risks
and vulnerabilities of the EU financial system
that is produced by the Joint Committee of the
European Supervisory Authorities [EBA, ESMA
and EIOPA] and tabled at meetings of the Eco-
nomic and Financial Committee’s Financial
Stability Table, and the report is published on
the ESAs” websites.

The weekly overview of liquidity and funding
(WOLF) is a weekly newsletter which con-
tinued to be published through 2013, con-
taining summaries of pertinent research and
analysis. Uniquely, it also provides summar-
ies of supervisory calls between the EBA and
NSAs discussing conditions in their jurisdic-
tions. As a result, the circulation of this report
is restricted to the EBA Board of Supervisors.

In 2013 the market thermometer continued to
be produced as a weekly newsletter for EBA
staff and selected competent authorities’
personnel, providing up-to-date public data
from market movements and indicators for
selected banks, allowing colleagues to remain
informed of recent developments in market
indices and large banks.

Risk analysis reports

The EBA started publishing its risk dashboard
report in autumn 2013, with its first release
covering data from the second quarter of 2013.
The risk dashboard was used internally during
2012 and 2013 to provide an overview of the
main risks and vulnerabilities in the banking
sector of the EU, and from October 2013 it was
also used publicly in an aggregate form. The
dashboard is published every quarter and it
looks at the evolution of KRIs from 55 banks
across the EU that the EBA has been collect-
ing on a quarterly basis since 2009.

The quarterly report includes a colour-code
system, which facilitates the identification of
major sources of risks and trends in banks’
risk profiles, and a graphical overview of ag-
gregated KRI trends. With the publishing of
the report an interactive tool has also been
added for ease of analysis and transparency.

The EBA has also produced a firm-specific
dashboard that entered its operational phase
in 2013 and is now in use, with particular ap-
plication to colleges, providing well-defined
indicators on a harmonised basis for a specific
firm, as well as for its peer group in the Union,
facilitating the use of EU-wide supervisory in-
formation where it can be most valuable.
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Figure 5: Risk analysis dashboard
Levelof  Forward
Bank risk Risk drivers risk trend Contributing factors/interactions
Credit risk Asset quality Asset quality deterioration is still a major challenge, also in light of uneven
- > economic recovery in the EU. Calculation of banks' risk weighted assets remains
a shadow over seemingly healthy capital ratios. Upcoming review of assets
should boost clarity on problem loans and level of impairments/provisions.
—  Market risk Hightened volatility, hedge Geopolitical tensions have been eased (e.g. US budget, Middle East), though
= effectiveness some degree of uncertainty exists and banks may be succeptible to adverse
= =>  devlopments in some emerging markets. Some hightened market volatility could
= be observed as well. Diverse and adjusting monetary policy stances by central
banks over the world may impact EU banks activity.
Operational risk Cost cutting Cost cutting efforts can jeopardise internal controls efficiency or expose specific
= 0 areas of activity. Risks of fraud in a downturn environment persist and IT plus
= Internet-related risks (e.g. cyber-risks) are growing whilst redress costs increase.

Concentration risk, IRRBB  Interest rates Low interest rates help maintain asset quality and improve affordability of bank

and other = credit, but affects profitability by reduced interest income. Low interest rates

also provide incentives for loan forbearance.
= Reputational and legal LIBOR/Euribor Confidence in banks is affected due to shortcomings in some past business
%‘ investigations,mis-selling 0 practices. There are also exogenous pressures from the possibility of a bail-in of
= non-insured deposits. Fines/redress costs can also affect profitability.

Profitability Margins, asset quality, Aweak macroeconomic environment leads to rising non-performing loans and
provisions workout, > to reduced new lending and interest income generation opportunities. Interest
business model changes margins are low, cost cutting efforts and results are difficult to materialise, and

legal and redress costs are rising.

Access to funding and Market confidence, pricing The stock of funding still relies heavily on public funding but an increasing

= maturity distribution number of banks is returning to the market. Ring-fencing can be observed

= v and reliance on deposit is increasing. Unsecured funding markets continue

E to improve and average maturity profile in ‘peripheral’ countries seems to be

— recovering.

= Funding structure Geographical Business madel changes, macro-economic condition, some continued

= fragmentation of funding | =>  fragmentation and retrenchment to home markets, angoing de-risking, some
markets, leverage shrinking of balance sheet and of loan book (see also fragmentation).

Regulatory environment  Timing and scope of While more regulatory clarity has been achieved, significant implementation
implementing regulatory - > challenges nevertheless remain ahead, also in ensuring a convergent application
initiatives of the new rules, e.g. on bail in" The Basel Committee’s decision on the

definition of the leverage ratio brought light to an important topic.

Fragmentation Continued lack of For some banks, home bias and requirements to match assets and liabilities at

_ confidence, sovereign/ country level are being maintained: cross-border interbank markets are subdued.

= bank link, national-only Rates for comparable companies divergent in different countries. Reduced

= regulatory/policy initiatives | =>  cross-border lending and external bank funding. Despite some improvements,

= geographical fragmentation of funding conditions continues and dispersed

% funding condition between large cross-border banks and smaller banks in
‘peripheral’ countries continues (see also funding structure).

Sovereign risk Fiscal policy and Recent developments in sovereign spreads lead to increased confidence and
effectiveness, budgets concerned sovereigns benefited from falling yields, although risks of re-
imbalances | N7 alignments remain. Links between banks and sovereign persist but seem to be

less pronounced. In the balance sheet assessment for the SSM ex ante agreed
backstops need to be in place.
LEVEL TREND The level of risk summarises, in a judgmental fashion, the probability of the materialisation
| figh A Increasing of the risk factors and the likely impact on banks. The assessment takes into consideration
Medium > Stable the evolution of market and prudential indicators, NSAs and banks own assessments as well
B Ll WV Decreasing as analysts’ views.
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In July 2013 the EBA issued the recommen-
dation on the preservation of core tier 1 (CT1)
capital during the transition to the CRD/CRR
framework, that replaces the EBA Decem-
ber 2011 Recommendation on the creation
and supervisory oversight of temporary capi-
tal buffers to restore market confidence. Ac-
cording to the recommendation, which is ad-
dressed to NCAs, banks in the sample are
asked to maintain a nominal amount of CT1
capital (EBA definition of CT1 capital) above a
nominal floor that corresponds to the amount
of capital that was needed to comply with the
EBA's December 2011 recommendation, that
is, 9 % of the June 2012 RWA figure plus the
sovereign capital buffer. The December 2011
recommendation led to an improvement in
capital positions of EUR 115.7 billion in aggre-
gate terms. If we are to consider the recap-
italisation of banks in programme countries,
the injection of capital into the EU’s banking
system was over EUR 200 billion between De-
cember 2011 and June 2012.

To monitor the fulfilment of the recommenda-
tion, banks were asked to submit to their com-
petent authority a template for the monitoring
of the nominal floor recommendation and their
capital plan for the transition to the CRD IV/CRR
fullimplementation, together with the monitor-
ing template that includes the main figures of
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the plan. All this information was shared and
discussed by colleges of supervisors. For those
cases where a waiver was requested, waiv-
ers were discussed not only by the college of
supervisors but also by the EBA Management
Board, in order to provide feedback to the NCA
prior to the final granting of the waiver.

Compliance with the nominal floor recommen-
dation and the ongoing compliance of the waiv-
er requests, in those cases where a waiver was
requested, will be monitored on an ongoing basis
by NCAs. The templates for this monitoring will
be resubmitted on a semi-annual basis to the
EBA and to relevant colleges of supervisors.

Additionally, banks will be asked to provide
an updated version of their capital plans on
an annual basis. Monitoring templates for
the transition to the new regulatory regime of
full implementation and capital plans will be
shared and discussed with the EBA and col-
leges of supervisors, when relevant.

This recommendation ensures that there is
enough capital in the system to withstand
volatility and stress and to ensure a smooth
transition to the new, stricter requirements
under the CRD/CRR.

As part of its commitment to foster transpar-
ency and promote market discipline, the EBA
monitored banks" implementation of pillar 3
disclosures, identified best practices and rec-
ommended the adoption of corrective actions.
The EBA also continued to provide market
participants with consistent and comparable
data on banks’ risk exposures and risks, as it
believes transparency is essential in order to
combat uncertainty in financial markets and
restore confidence in banks (please also refer
to next section).

Firstly, the EBA has conducted its annual
assessment of the pillar 3 disclosures of
a sample of EU banks, as it has been doing
since 2008. This assessment focused on the
disclosure requirements for which needs for
improvements in terms of compliance with
the current disclosure requirements in Dir-
ective 2006/48/EC had been identified during
last year’s exercise. It therefore covered dis-
closures related to scope of application, own
funds, credit exposures under the IRB ap-
proach, securitisation activities, market risk
and remuneration. Special attention was also



given in this issue to regulatory disclosures
provided in interim periods.

The assessment noted that there had been
some improvements in the quality of disclo-
sures, but not necessarily in the compliance
of those disclosures with applicable disclo-
sure requirements, which remains generally
unchanged compared to last year. In addition,
in the absence of common disclosure formats
and definitions, the consistency and compara-
bility of disclosures between institutions and
across jurisdictions remain challenging, po-
tentially impairing market discipline.

To help institutions improve all these aspects,
the EBA has identified examples of best prac-
tices that credit institutions are encouraged to
follow. These best practices and findings were
presented to stakeholders during a dedicated
event in December and were well received.

Secondly, the EBA promoted enhancement of
the disclosure and transparency of RWA-relat-
ed information in the different reports on RWA
consistency and the IRB approach for credit
risk it issued throughout 2013 (see below).
This is because the EBA believes that better
disclosure could help to address the concerns
regarding reliability of RWAs that have ap-
peared over recent years. The EBA's analyses
have found that a large number of differences
could be easily explained by a small number of
identified drivers.

Thirdly, the EBA — in connection with the de-
cision to postpone the 2013 EU-wide stress
test — conducted a disclosure exercise in
December 2013 in order to address residual
uncertainty on EU banks’ exposures, after the
significant progress made on the capital side.

In this disclosure exercise, the EBA made pub-
licly available, in unprecedented detail, updated
information on 64 European banks from 21
countries in the European Economic Area (EEA).
The data covered the first half of 2013 and con-
sisted of approximately 730 000 data points (ap-
proximately 11 000 data points for each bank],
including a detailed update on composition of
capital, RWAs by risk type, sovereign exposures
(both direct and indirect) broken down by ma-
turity and country, credit risk exposures (both
defaulted and non-defaulted) and RWAs broken
down by asset class and country of the counter-
party, and also loan to value (LTV] per portfolio,
value adjustments and provisions, market risk
and securitisation exposures.
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Transparency relates to information that institutions
make public in accordance with their own communica-
tion policy, responding to market incentives, account-
ing or regulatory requirements. Transparency supports
financial stability as it helps to properly understand the

risk profiles of the different credit institutions and is

an essential tool for market discipline. The EBA has an
important role to play in ensuring adequate transpar-
ency and increasing the comparability and consistency of
disclosures.

Significant progress has also been made in
disclosing the data in a more user-friendly way
for ease of analysis. Therefore, not only has all
data been made available online in an editable
and user-friendly readable format, but also it
is accompanied by visual tools which further
enhance the data analysis possibilities.

Restoring confidence

The EBA finalised, in October 2013, draft ITS
containing definitions of non-performing ex-
posures and debt forbearance. These stand-
ards ensure EU-wide consistency and clarity
and have been strongly welcomed by market
participants who consider this a crucial part of
the credibility of the AQR process.

At the same time, the EBA published recom-
mendations on AQRs, requiring participating
competent authorities to undertake AQRs of
asset classes considered to be high risk, and
to use the EBA definitions for non-performing
exposures and forbearance. These recom-
mendations promote consistency in the pro-
cess and outcomes of AQRs at the EU level so
that remaining doubts about the quality of as-
sets across the EU may be alleviated.

The recommendations were designed to work
with existing and/or planned work on AQRs,
and in particular to support the work of the
SSM and its plans for a balance sheet assess-
ment.

Colleges have played a crucial role in the ini-
tiative to restore confidence in the EU bank-
ing sector. Since mid 2013, in anticipation of
the publication of an EBA recommendation on
AQRs, the EBA has been working closely with
colleges to ensure information sharing and
planning for possible joint work.
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Financial pricing benchmarks

In another strand of work, the EBA, in close
cooperation with ESMA, has been working
to enhance cooperation between competent
authorities on investigation and enforcement
regarding Euribor panel banks. The EBA is-
sued recommendations in 2013 identifying
harmonised supervisory practices for the
oversight of the Euribor submission process.
Harmonised supervisory oversight of all panel
banks will increase the reliability of Euribor by
setting standards for supervision of submis-
sion processes. The recommendations focus on
requests to strengthen Euribor panel banks’
internal governance arrangements, including
a code of conduct with emphasis on identifying
and managing internal conflicts, internal con-
trol arrangements (including audits), record
keeping and comparison with actual trans-
actions. To ensure a representative panel, it
is recommended that competent authorities
encourage all banks active in euro money
markets to participate in the Euribor panel. In
addition to the recommendations, the EBA
and ESMA provided feedback to Euribor-EBF,
as benchmark administrator of Euribor, based
on the findings of the joint review that EBA and
ESMA conducted in order to fully understand
the Euribor rate-setting process and its sus-
ceptibility to the risk of manipulation.

During 2013 the EBA worked on and, after
public consultation, finalised draft ITS on
regulatory reporting that were sent to the
Commission for enactment.

The standards set out reporting requirements
related to own-funds requirements (currently
under the COREP guidelines), financial in-
formation [currently under the Finrep guide-
lines), losses stemming from lending collater-
alised by immovable property, large exposures
(currently under the COREP large exposures
guidelines), leverage ratios and liquidity ratios.

Further standards, which include additional
elements related to asset encumbrance, were
finalised in 2013 and published on the EBA
website.

These ITS will be part of the single rulebook
aimed at enhancing regulatory harmonisation
in the banking sector in the EU and facilitating
the proper functioning of cross-border super-
vision.

Uniform reporting requirements are neces-
sary to ensure fair conditions of competition
between comparable groups of credit institu-
tions and investment firms. In this respect,
these ITS on reporting requirements will lead
to greater efficiency for institutions, but also
to greater convergence of supervisory prac-
tices across Member States, allowing super-
visors to identify and assess risks consistently
across the EU and to compare EU banks in an
effective manner.

Prior to the finalisation of the standards, sig-
nificant work was conducted to provide pre-
cise definitions compliant with the CRD IV
legislation. These definitions were then for-
mally modelled in a data point model and a set
of validation formulae that will support a data
dictionary and an XBRL typology to enable a
robust automated infrastructure to be devel-
oped for banks and regulators.

Work has also started on addressing ques-
tions from stakeholders on the interpretation
and implementation of the requirements in-
cluded in the ITS, using the Q & A tool avail-
able on the EBA website.

In order to complete this work, the EBA has
been planning, preparing and upgrading its
data infrastructure through launching a pro-
ject to collect test data from competent au-
thorities on a voluntary basis, and has used
this flow to test and validate the data infra-
structure that operates on the EBA's own SAS
server-based platform. This solid foundation
provides for robust governance rules for data
sharing within and outside the organisation
and also allows exploration of the dataset
held, such as the Finrep (financial informa-
tion, such as balance sheet) and COREP (cap-
ital adequacy and liquidity information) suites
of reports that will go live in 2014.

In December 2013 the EBA published a con-
sultation paper on harmonised templates
and definitions for funding plans. This was
the culmination of work carried out during
2013 in response to ESRB recommendation
2012/02 on the funding of credit institutions,
and in particular the recommendation that the
EBA develop harmonised templates and defi-
nitions for the reporting of funding plans by
credit institutions to national authorities. This
harmonisation will allow a common language
of funding plans for discussion in colleges
and, importantly, will allow assessment of the
feasibility, consistency and coherence of fund-
ing plans at national and Union level.



Consumer protection and
financial Innovation

In Article 9 of its regulation, the EBA is tasked
with promoting the transparency, simplicity
and fairness of the market for consumer fi-
nancial products or services across the in-
ternal market, and with monitoring new and
existing financial activities with a view to pro-
moting the safety and soundness of markets
and the convergence of regulatory practice.
Accordingly, the EBA's work is separated into
protecting consumers on the one hand and
monitoring financial innovation on the other.

Protecting consumers

The EBA's consumer protection remit ex-
tends to mortgages, personal loans, credit/
debit cards, savings products, current ac-
counts and payment services. Of these prod-
ucts, the EBA's work focused on mortgages.
In June an EBA opinion was published on good
practices for responsible mortgage lending,
including provisions relating to the verifica-
tion of information provided by the mortgage
applicant, reasonable debt service coverage,
appropriate loan-to-value ratios, and lending
and supervisory processes. An opinion was
also published on good practices for the treat-
ment of borrowers in mortgage payment dif-
ficulties, covering general principles, policies
and procedures, provision of information and
assistance to the borrower and resolution pro-
cesses.

Furthermore, the mortgage credit directive
(MCD) introduced requirements relating to the
professionalism and admission of mortgage
credit intermediaries. To that end, the EBA ful-
filled the first consumer protection mandate it
had received from the EU institutions, which
was provided for in Article 29 of the MCD. To
that end the EBA published a consultation pa-
per on a draft RTS on the minimum monetary
amount of professional indemnity insurance
or comparable guarantees for mortgage credit
intermediaries. Professional indemnity insur-
ance is liability insurance aimed at covering,
either entirely or in part, sums to be paid by
professionals to third parties as compensation
for losses arising from acts committed by the
professional during the conduct of their busi-
ness activities. The minimum cover proposed,
of EUR 460 000 per claim and EUR 750 000
per year, will provide greater confidence to
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consumers that a potential and valid compen-
sation claim they may have for mis-selling,
maladministration and/or fraud is more likely
to be met. The EBA envisages production of
a feedback statement and transmission of the

final draft RTS to the European Commission
in June 2014.

The EBA publishedits annual consumertrends
report, which identifies key issues in the area
of consumer protection and highlights the new
trends and the key areas for concern in 2013.
The report focuses on a revised set of issues,
trends and products for 2013 following a sur-
vey conducted with the 28 national authorities.
The report identified some major consumer
issues that the EBA shall start addressing in
2014:

= transparency and levels of charges;

= scope of mis-selling of financial products
resulting from a combination of pressures
on institutions and the continuing challen-
ges for consumers in understanding the
suitability of products for them;

= specific issues concerning certain products,
notably foreign currency loans, payment
protection insurance and complex products;

= security of new technologies used for bank-
ing services;

= emerging new forms of liquidity raising,
such as crowdfunding.
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In the framework of the Joint Committee of
the European Supervisory Authorities, and as
outlined in more detail further on in this re-
port, the EBA published, jointly with ESMA,
a consultation paper on guidelines for com-
plaints handling for the securities and bank-
ing sectors. The EBA and ESMA proposed to
build upon the existing EIOPA guidelines for
the insurance sector. The objective is to pro-
vide EU consumers with a single set of com-
plaints-handling arrangements, irrespective
of the type of product or service and of the
geographical location of the firm in question.
This will also allow firms to streamline and
standardise their complaints-handling ar-
rangements and national regulators to super-
vise the same requirements across all sectors
of financial services. The proposed guidelines
contain provisions requiring firms to have a
complaints management policy in place, to
set up a complaints management function,
to register complaints, to report complaints
to ombudsmen, to analyse and follow up on
complaints, to provide information to com-
plainants and to respond to complainants. A
feedback statement and the final guidelines
are envisaged for April 2014.

Finally, the EBA, ESMA and EIOPA also pub-
lished a joint position on product oversight
and governance processes. The joint posi-
tion consists of eight principles applicable to
manufacturers in setting up processes, func-
tions and strategies for designing and mar-
keting financial products, as well as reviewing
the products’ life cycles. The joint position is
not directly addressed at market participants
and competent authorities but will provide a
high-level, consistent basis for the subse-
quent development of more detailed principles
addressed at manufacturers by each of the
ESAs in their respective sectors.

Monitoring financial innovation

In March the EBA issued an opinion addressed
to NSAs on good practices for the risk man-
agement of exchange-traded funds (ETFs).
ETFs are securities that track a commodity, an
index or a basket of assets like an index fund,
but trade like a stock on an exchange and
therefore experience price changes through-
out the day. The good practices attempt to en-
sure that potential risks associated with ETFs
are managed adequately from the perspective

of the credit institution — and indirectly from
the perspective of its customers.

In the same month the EBA also published,
jointly with ESMA, a warning to retail investors
about the dangers of investing in contracts for
difference (CFDs). The two authorities were
concerned that, during the current period of
low investment returns, inexperienced retail
investors across the EU are being tempted
to invest in complex financial products which
they may not fully understand and which can
end up costing them money they cannot afford
to lose.

In December the EBA issued a warning on a
series of risks deriving from buying, holding
or trading virtual currencies such as bitcoins.
The warning made consumers aware that, un-
like using traditional payment systems, they
are not protected through regulation when
using virtual currencies as a means of pay-
ment and may be at risk of losing their
money. There is also no guarantee that cur-
rency values will remain stable. The warning
was issued while the EBA investigated further
all relevant aspects associated with virtual
currencies in order to assess whether virtual
currencies can and should be regulated and
supervised.

Miscellaneous activities

The EBA responded to two consultation
papers, to the European Parliament on enhan-
cing the coherence of EU financial services
legislation and to the European Commission
on exploring the added value of potential EU
action on crowdfunding.

Jointly with EIOPA and ESMA, the EBA also
co-organised the first Joint Consumer Day of
the ESAs, which was held in Paris in June [(1).
The aim of the event was to provide a forum
for exchanges and discussions on important
and current cross-sectoral consumer issues. It
attracted around 250 consumer representa-
tives, academics, legal and financial consult-
ants, national supervisors and experts from
the EU institutions and the financial services
industry.

(') See http://www.eba.europa.eu/-/joint-committee-
of-esas-holds-its-first-consumer-protection-day
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Policy analysis and
coordination

A separate horizontal unit, Policy Analysis and
Coordination, has been entrusted with con-
ducting the following tasks:

= conducting internal legal analysis of the
EBA's policy, regulatory and supervisory
oversight products;

= provision of support and quality assurance
onimpact assessment of the EBA's products

= supporting the EBA's Review Panel and its
peer reviews of activities of NCAs, and the
EBA's BSG;

= internal and external coordination of the
EBA's policy, regulatory and supervisory
oversight work between the EU institutions,
including the European Parliament (and its
ECON Committee), the Council of the Euro-
pean Union (and its EFC and FSC) and the
European Commission, other external bod-
ies, such as the BCBS and the IMF, and
other members of the European System of
Financial Supervision (ESMA, EIOPA, ESRB],
as well as between the EBA's departments/
units;

= coordination of the sectoral and cross-sec-
toral supervisory training activities offered
to NCAs;

= supporting the Joint Committee of the
ESAs, and providing operational and secre-
tarial support to the Joint Board of Appeal
of the ESAs;

= supporting and coordinating other cross-
sectoral and horizontal tasks and projects,
e.g. the review of the European System of
Financial Supervision under Article 81 of the
ESA's regulations, crisis performance audits
by the European Court of Auditors and the
EBA assessment programme of the IMF.

Impact assessment support

Besides the legal work, the EBA's coordina-
tion activities have included the provision of
guidance and support on impact assessment
methodology. The aim was to ensure that the
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EBA's policy decisions are informed by high-
quality data analysis, objective reasoning,
rationale and evidence, and that the impact
assessment in the preparation of the EBAs
policy, regulatory and supervisory oversight
products, which includes cost-benefit ana-
lysis, is duly performed.

In the context of impact assessment support,
further quality assurance is provided by the
ESAs" Impact Assessment Network, which
comprises impact assessment experts from
the NSAs, ESAs and other EU entities relating
to the financial sector.

Also, the EBA has supported the coordination
of the Impact Study Group (ISG), a joint ESCB/
EBA group, which is responsible for conduct-
ing and presenting a voluntary QIS on the
implementation of Basel III/CRR-CRD IV by
around 170 EU banks from 18 Member States.

Legal assurance and analysis of the
EBA's regulatory work

In the context of the EBA's policy analysis
and coordination activities, the EBA has es-
tablished processes of internal legal analysis
and quality control of EBA policy, regulatory
and supervisory oversight products (includ-
ing technical standards, guidelines, opin-
ions, supervisory recommendations, dispute
resolution, peer reviews, etc.). This has been
carried out in two ways: first, by providing
legal support and advice surrounding the legal
mandates and legislative drafting; and sec-
ond, by providing guidance on impact assess-
ment methodology applied in the preparation
of these products.

Figure 7: List of EBA products for which legal support was provided

by the Policy Analysis and Coordination Unit

Consultation papers 48
Discussion papers 4
Draft implementing technical standards A
Draft regulatory technical standards 36
Guidelines .
Opinions, responses to calls for advice 0
Recommendations 4
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The EBA's legal work has included the provi-
sion of legal support and advice on mandates,
as well as on procedures, drafting and con-
sultation matters regarding the development
of technical standards, guidelines and recom-
mendations; the provision of legal advice on
an ad hoc basis, in relation to other super-
visory actions and legal issues arising within
the activities of the EBA; and the development
of processes and internal rules of procedure
for other areas of the EBA regulation, such as
in relation to possible EBA investigations into
breaches of EU law and cases of EBA binding
and non-binding mediation.

Peer review of national competent
authorities

Another key aspect of the EBA's work relates
to peer reviews of NCAs, which the EBA views
as important in order to further strengthen
consistency in supervisory outcomes; as set
out in Article 30 of the EBA regulation. These
peer reviews address the adequacy of compe-
tent authorities’ resources, their governance
arrangements, the degree of convergence in
the application of EU laws and supervisory
practices, as well as the identification of pos-
sible best practices. The peer review work is
carried out by the EBA's Review Panel using a
peer-review methodology agreed by the EBA's
Board of Supervisors in June 2012.

In 2013 all NCAs underwent a peer review
in relation to their adherence to specific as-
pects of the EBA's guidelines on stress test-
ing (GL32) ?). The peer review consisted of a
self-assessment undertaken by competent
authorities, followed up by the review by peers.
The EBA further conducted six on-site visits
to NCAs based on the outcomes of the desk-
based peer review of GL32 to supplement its
final assessment. The final report, listing all
findings from the peer review and from the
on-site visits, was published on 12 November
2013 [°). The finding of the peer review sug-

(?) http://www.eba.europa.eu/docu-
ments/10180/16094/ST_Guidelines.pdf

[3

For findings of the peer review and the on-site
visits, please refer to ‘Report on the peer review of
the EBA stress testing guidelines (GL32)’
(http://www.eba.europa.eu/docu-
ments/10180/482428/EBA+2013+Report+ %28Re
port+on+the+Peer+Review+of+the+Stress+Testin
g+Guidelines %29.pdf/2dfa9d40-a2a7-4006-9c49-
f883a4aas9cc).

gested that both centralised resources and
dispersed models have benefits: NCAs often
focus on the (few] largest banks in their juris-
dictions; the incorporation of stress testing
into the SREP and the joint decision process is
handled differently across NCAs; many of the
NCAs where an on-site visit was conducted
did a substantial amount of work on top-down
stress testing; and very few NCAs require re-
verse stress testing. Given the developments
in this rapidly changing field, the EBA recom-
mended a review of the guidelines themselves.

Furthermore, the EBA Board of Supervisors
has agreed to conduct a review of EBA guide-
lines on concentration risk (GL31) (4. This
peer review started at the end of 2013 and is
expected to be finished by mid 2014.

Involvement of stakeholders in the
EBA’'s work

Consultation with stakeholders in areas relevant
to the tasks of the EBA is being facilitated and
is taking place through the BSG. In particular,
the group is consulted on actions concerning
RTS and ITS, guidelines and recommenda-
tions, to the extent that these do not concern
individual financial institutions. The group may
also submit opinions and advice on any issue
related to the tasks of the EBA, with a par-
ticular focus on common supervisory culture,
peer reviews of competent authorities and as-
sessment of market developments. The BSG
may also submit a request to the EBA, as ap-
propriate, to investigate the alleged breach or
non-application of Union law.

The BSG provides key inputs into the EBA work
and is considered of major importance. The
BSG has provided its input through responding
to the EBA's public consultations, as well as
through its informal feedback and contribu-
tions to the EBA's work on technical standards
and guidelines. In 2013 the BSG provided opin-
ions on 11 consultation papers, in relation to,
among others: the data point model regard-
ing supervisory reporting requirements for the
LCR-NSFR and the leverage ratio; conditions
for assessing the materiality of extensions
and changes to internal approaches when cal-
culating own-funds requirements for credit,

(4} http://www.eba.europa.eu/docu-
ments/10180/16094/Concentration.pdf
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market and operational risk; supervisory re-
porting on forbearance and non-performing
exposures; own funds; additional liquidity
monitoring metrics; the definition of mater-
ial risk takers for remuneration purposes;
and currencies with constrained availability of
liquid assets. In addition the BSG advised on
three discussion papers on prudent valuation,
the definition of liquid assets in the LCR and
retail deposits subject to higher outflows for
the purposes of liquidity reporting. Further-
more, the BSG provided informal input into
the EBA's preliminary thinking regarding the
BRRD: the bail-in tool design and interplay.

In the consumer protection area, the BSG also
provided contributions to the EBA's report on
consumer trends 2012/13 and the EBA’s opin-
ion addressed to NCAs on good practices for
the risk management of ETFs. Furthermore,
with respect to product oversight, the BSG
contributed to the joint position of the ESAs on
manufacturers’ product oversight and govern-
ance processes. The BSG's advice was also
sought on a data template relating to struc-
tured products.

Given that the term of office of the initially se-
lected BSG members expired in September
2013 [°), a call for expressions of interest was
launched in May 2013 in order to prepare for its
renewal. The EBA carried out a selection pro-
cess ensuring an adequate balance between
EU Member States and represented entities,
and with regard to the gender of members. Of
the 30 members of the BSG, 10 are delegates
from credit and investment institutions, three
of whom represent savings or cooperative
banks, 10 are representatives of consumers
and users, six are academics, two represent
SMEs and two are employees’ representatives.
The EBA announced the new composition of
the BSG on 18 October 2013 (¢).

5}

The initial composition of the BSG was appointed
on 12 March 2011, as the EBA Regulation states

in Article 37 (4] that members shall serve on the
BSG for a period of 2Y2 years, the term of office
expired on 11 September 2013. In order to enable
the BSG to carry out its tasks for the time between
the official expiration of the initial BSG's terms of
office until the official appointment of new BSG
members, old BSG members acted as ‘caretaker’
BSG for this period of time.

>

See http://www.eba.europa.eu/-/eba-appoints-
new-stakeholder-group
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The BSG re-elected Mr David Llewellyn as its
chairperson. The election took place during
the first meeting of the newly appointed EBA's
BSG on 30 October 2013. David Llewellyn, Pro-
fessor of Money and Banking at Loughborough
University, UK, had served as chairperson of
the BSG in its former configuration until the
expiry of its mandate in September 2013. The
BSG group also elected Mr Andrea Resti as its
vice-chairperson. Andrea Resti is Professor of
Banking and Finance at Bocconi University in
Milan, Italy, and previously served on the BSG
as coordinator of its technical working group
on bank liquidity.

With the aim of streamlining the functioning of
the BSG, the newly composed BSG established
three standing technical working groups,
namely the Capital and Risk Analysis Group,
the Recovery, Resolution and Systemic Issues
Group and the Consumer Issues and Financial
Innovation Group. In 2013 the BSG held five
regular meetings and two joint meetings with
the EBA's Board of Supervisors. Also, some
BSG members were actively involved in other
activities of the EBA, e.g. as speakers at the
Joint ESA Consumer Protection Day in June
2013, as contributors at the EBA's workshop
on proportionality measures for regulatory
purposes in October 2013 and as presenters at
the EBA's research workshop on how to regu-
late and resolve systemically important banks
in November 2013.

The EBA has endeavoured to ensure the full
transparency of the BSG’s activities. In this
context, the EBA website contains a specific
section on the BSG, which includes informa-
tion on the BSG members, its meeting dates

< Mr David Llewellyn

Chairperson BSG
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and minutes, membership of BSG standing
technical working groups, its rules of proced-
ure and all the opinions the BSG has provided
to the EBA. Also, meeting dates and the list of
BSG members, including their CVs, have been
published online. On 3 October 2013 the EBA
published a final report disclosing the activity
and achievements of the first BSG [7).

With the aim of ensuring that stakeholders
outside the BSG are also appropriately in-
formed and engaged in the EBA's work, the
EBA has established the practice of regular
public hearings and bilateral meetings with
representatives of some industry trade as-
sociations, consumers and employees. In
addition, the EBA, in line with its obligation
to follow due process, has organised open
consultations on all technical standards and
guidelines that are being drafted to ensure
that input and comments are gathered from
all interested parties.

External coordination of the EBA’s work

The EBA has engaged in regular contacts with
third countries’ regulatory and supervisory
authorities, think tanks and international fi-
nancial standard setters.

The EBA has been participating on a regular
basis in the European Commission’s financial
markets regulatory dialogues, providing tech-
nical advice and support to the Commission,
including dialogues with Japan, Russia and
the United States. The EBA has held bilateral
supervisory and regulatory discussions with
relevant authorities in Hong Kong (the Finan-
cial Services and the Treasury Bureau as well
as the Hong Kong Monetary Authority), Japan
(the Financial Services Agency and the Bank
of Japan] and the United States (the Federal
Reserve Board, the Federal Reserve Bank, the
Office of the Comptroller of the Currency, the
Federal Deposit Insurance Corporation and
the Institute of International Finance).

(") The report was titled ‘End of term of office report
of the Banking Stakeholder Group (BSG) of
the EBA". See http://www.eba.europa.eu/docu-
ments/10180/17417/BSG+2013+Final+Report.pdf

The EBA has been cooperating closely with
Croatia, which joined the EU in July 2013, as
well as with the EEA countries (Iceland, Liech-
tenstein and Norway) and Switzerland. Rep-
resentatives of the EEA countries are invited
to the EBA Board of Supervisors” meetings as
observers, and are also part of selected EBA
groups and institutional substructures.

The EBA has been directly involved in work of
several international bodies. It has been par-
ticipating as an observer at the meetings of
the BCBS, some of its expert subcommittees
(the Policy Development Group and the Super-
vision and Implementation Group) and in a
number of their working groups specialising
in various topics [such as capital, risk meas-
urement, trading books, securitisation, liquid-
ity, large exposures, operational risk, colleges,
pillar 2, etc.). The EBA has been contributing
to the Basel Committee’'s RCAP, and has also
participated in the meetings of the Group of
Governors and Heads of Supervision, the over-
sight body of the committee.

The EBA has been participating in some of
the work streams of the FSB, including its
Data Gaps Implementation Group, develop-
ing a common data template for global sys-
temically important banks; its Cross-Border
Crisis Management Group, dealing with the
implementation of the FSB’s key attributes
of effective resolution regimes for financial
institutions; and its Official Sector Steering
Group, focusing on the reform of interest rate
benchmarks, including Euribor. In the context
of cooperation with the IMF, the EBA has held
bilateral dialogues with the IMF and, together
with other ESAs, was subject to the IMF "s EU-
wide financial sector assessment programme.
The results of the assessment were published
in March 2013 and focused on the issues of
EBA governance, regulatory and supervisory
actions, consumer protection and the stress
testing of banks.
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Strengthening common supervisory
culture through training programmes

The EBA's objectives include developing a
common supervisory culture, enhancing su-
pervisory convergence and building common
supervisory skills shared by EU supervisors.
One of ways through which the EBA has been
fulfilling this objective is by providing training
seminars, conferences and roadshows which
disseminate sound supervisory standards,
guidance and practices in the EU, assist su-
pervisors in their implementation and keep

Figure 8: EBA sectoral training in 2013
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them updated with the latest information on
market products, practices and techniques.
The EBA organised 12 such training and work-
shop events in 2013, a detailed list of which is
provided in the table below.

The feedback from the attendees has confirmed
that most training events received very good or
excellent ratings on programme structure and
content of materials. Going forward, the EBA
shall consider to the extent possible repeating
training events that are successful, focusing on
critical areas suggested by NSAs and encour-
aging candidates from the hosting countries to
share their knowledge and expertise.

Number of

Name of training activity Date Location participants
Understanding banking models and business risks (EBA hosted using 11-13 February London 3
procured trainer PwC)
Regulatory impact assessment 27-18 February Frankfurt 3
Liquidity risk management 13-15 March ESE/BuBa, Eltville 77
EBA-FSI joint training on implementation of Basel I1I-CRD IV 9-11 April EBA/Financial Stability 37

Institute, London
Training on functioning of colleges — workshops for consolidated 3 June EBA. London 15
Supervisors
Training on functioning of colleges — workshops for consolidated 5 June EBA, London 15
Supervisors
Good practices in [T supervision for financial institutions 23-15 October ONB, Amsterdam 42
Workshop on identification of 0-Slls 30 October EBA 26
Model validation and review of internal models 11-13 November ~ EBA/ESE, Frankfurt 19
Implementation of Basel lI-CRD IV 3 December EBA. London 26
Update on stress testing b December EBA. London 61
Drafting technical standards and impact assessments 10 December EBA London 10
Total 341
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Cross-sector training sultation with NCAs, the ESAs identified prior-
ity topics on which a training programme for

With the objective of further developing a 2013 was developed. The cross-sectoral train-

common supervisory culture the ESAs offered  ing programme delivered in 2013 included the

cross-sectoral training courses and facilitated  following training activities.

personnel exchanges throughout 2013. In con-

Figure 9: Cross-sectoral technical training in 2013

TECHNICAL TRAINING

No Name of training activity Date Location Leading ESA Host phzlalrJtTc ti];;r?tfs
1 Regulatory impact assessment 17-18 February Frankfurt EIOPA EIOPA 48
‘:’e‘]v;kl‘e”;s“f:ﬁvimmj PHs ol andporesnte gy Paris ESMA ESMA P
Workshop on_developing technical standards and 30-31 May London (B (A %
undertaking impact assessments
4 Supervisory review process 75-26 June Frankfurt EIOPA EIOPA 38
5 Workshop on XBRL implementation 1-2 October Warsaw £BA PFSA (KNF) 105
6 General course on IFRS 21 November Brussels ESMA ESMA 4
7 Colleges of supervisors 28-29 November Berlin EIOPA BaFIN — b3
ESE
8 Discussion and seminar on the CRA supervision 11 December Paris ESMA ESMA P
and reduction of the reliance on ratings
Total: 377
Figure 10: Soft-skill courses in 2013
SOFT-SKILL COURSES
No Name of training activity Date Location Host Number of participants
T ESMA — presenting with impact 6-7 February Paris ESMA 12
7 ESMA on-site supervision beginner's course 26-27 March Paris ESMA 14
3 English of the European law 19 April Bratislava NBS 15
4 ESMA train-the-trainer for training organisers 22 April Paris ESMA 1
5 Seminar on English of the Furopean law 16 May Paris ESMA 15
6 ESMA train-the-trainer for occasional organisers 24 May Paris ESMA ]
7 Advanced on-site supervision 79-30 May Paris ESMA 12
§  On-site beginner 10 September Paris ESMA 12
9 On-site advanced 17 September Paris ESMA 13
10 Effective meeting skills 7 October Rome IVASS 14
11 On-site beginner 16 October Paris ESMA il
Total: 136
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Figure 11: Number of cross-sectoral sem-
inars in 2013 compared to 2012

20

Technical training
W Soft-skill training

2013 ANNUAL REPORT

Figure 12: Number of participants in cross-
sectoral seminars in 2013 compared to 2012
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Figures 11 and 12 compare the number of
training activities provided and the total num-
ber of participants.

In certain cases financial support was provided
to NCAs where they, for reasons of budgetary
constraints, might otherwise not have been able
to attend. This ensured more equal representa-
tion at the ESA training courses, and such sup-
port, including reimbursement of travel and ac-
commodation expenses, will continue in 2014.

2012 2013

The ESA sector and cross-sectoral training
programme 2014 was developed based on
NCA responses to the training needs assess-
ment questionnaire 2013. This online survey
was circulated to all NCAs in July 2013 and
captured their responses to a number of pro-
posed topics. All training programmes were
first circulated to the joint committee for in-
formation and then to the ESAs’ boards of
supervisors in November and December 2013.
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Joint Committee

The year 2013 was an important one for the
joint committee, which stepped up the pace as
a forum for cross-sectoral coordination and
exchange of information. Under the chairman-
ship of EIOPA it focused in particular on cross-
sectoral risk monitoring, consumer protection
and the ESFS review exercise.

As a key forum for sharing information and
data on risks between ESAs, the joint com-
mittee developed joint cross-sectoral reports
on risks and vulnerabilities in the EU financial
system, thus contributing to a cross-sectoral
approach to risk analysis and anticipation, as
well as financial stability. Two such reports
were published on the websites of the ESAs
in 2013 and shared with the EU institutions,
in March and September respectively. In add-
ition, information was regularly exchanged on
specific topics, including cyber risks, risks as
a consequence of criminal acts and bad busi-
ness conduct.

Consumer protection is high on the agendas
of the three ESAs, and is a topic where coord-
ination is essential. To reach out to consum-
ers of financial services, retail investors and
other stakeholders, the ESAs organised their
first Joint Consumer Protection Day, which
was held on 25 June 2013 in Paris. This Joint
Consumer Protection Day was intended as a
forum for exchanges and discussions on im-
portant consumer issues, as well as on con-
sumer protection supervisory practices. The
Joint Consumer Protection Day attracted
around 250 consumer representatives, aca-
demics, legal and financial consultants, na-
tional supervisors and experts from the EU
institutions and the financial services industry.

Furthermore, in order to increase the market
confidence of all participants, and in particu-
lar to ensure the adequate protection of com-
plainants, ESMA and the EBA published, on 6
November 2013, a consultation paper on draft
guidelines for complaints handling for the se-
curities and banking sectors, building on the
existing complaints-handling guidelines es-
tablished by EIOPA for the insurance sector.
The objective is to enable EU consumers to
refer to a single set of complaints-handling ar-
rangements, irrespective of the type of product
or service or the geographical location of the
firm in question. This in turn will also enable
firms to streamline and standardise their com-

plaints-handling arrangements and national
regulators to supervise the same requirements
across all sectors of financial services across
the EU. The final guidelines are expected to be
published in the first half of 2014.

On 28 November 2013 a joint position was
published detailing eight principles applicable
to the oversight and governance processes of
financial products. These principles cover the
responsibilities of manufacturers and produ-
cers in setting up processes, functions and
strategies for designing and marketing finan-
cial products, as well as reviewing the prod-
ucts’ life cycles. They stress the importance of
the controls that manufacturers should put in
place before launching their products, thereby
discouraging products and services that may
be detrimental to consumers from entering
the market and, ultimately, enhancing con-
sumer confidence in financial markets.

As part of its work on financial conglomer-
ates, the joint committee submitted its first
joint draft RTS on the uniform conditions of
application of the calculation methods for
determining the amount of capital required
at the level of the financial conglomerate un-
der Article 6.2 of the financial conglomerates
directive (Directive 2002/87/EC — FICOD] to
the European Commission on 26 July 2013.
Their underlying principles are to eliminate
multiple gearing and the intra-group creation
of own funds, to ensure the transferability and
availability of own funds and to cover deficits
at financial conglomerate level with regard to
the definition of cross-sector capital.

The annual update of the list of identified fi-
nancial conglomerates was published on 8 Oc-
tober 2013. The identification process has now
been expanded in line with the enlarged scope
of the FICOD so as to include reinsurance
undertakings, asset management companies
and alternative investment fund managers for
the identification of financial conglomerates.

With regard to anti-money laundering and
counter financing of terrorism, a report was
published on the websites of the three ESAs
on 8 November 2013. In addition, the joint
committee considered matters related to, in-
ter alia, cost recovery of agent inspections of
cross-border payment institutions and dis-
tance customer due diligence, and started
discussions on its work as envisaged under
the upcoming fourth money laundering direc-
tive (4MLD).



Following the publication of the EBA and ESMA
final report and principles for benchmark-
setting processes in the EU in June 2013, the
joint committee continued its discussions on
benchmark-related issues, in particular on
contingency matters and on the development
of more robust models for benchmarks.

In November 2013 the ESAs jointly ran a pub-
lic consultation on mechanistic references
to credit ratings in the ESAs’ guidelines and
recommendations, as envisaged by the CRA
regulation. The ESAs also initiated the joint
work on draft ITS for mapping the credit assess-
ment of external credit assessment institu-
tions (ECAIs), for submission to the European
Commission by 1 July 2014.

In addition, the joint committee started con-
siderations on how to coordinate EU initiatives
relating to the transparency of securitisation
products, aiming at potentially limiting over-
lapping requirements for issuers and possibly
identifying positive and negative patterns of
securitisation.

Finally, with the European System of Finan-
cial Supervision (ESFS]) under review by the
European Commission after 3 years of ex-
istence, the ESAs actively cooperated in the
review process by providing quantitative and
qualitative data submissions on the activities
of the ESAs to the European Commission,
submitting a joint report on the achievements
and challenges of the ESAs to the Council
of the EU and participating in the European
Commission’s public hearing on ‘Financial
Supervision in the EU’, on 24 May 2013 (8). The
ESAs also jointly responded to the European
Parliament's ECON set of common questions
for their regular annual public hearing, which
took place on 24 September 2013, and pro-
vided their joint opinion on the functioning of
the European Systemic Risk Board on 17 De-
cember 2013.

Through the joint committee the ESAs con-
tinued to provide operational and secretarial
support to the Board of Appeal. The Board of
Appeal worked on two appeal cases in 2013,
publishing its first decision in an appeal
brought by an Estonian company against a de-
cision of the EBA on 24 June 2013.

() http://ec.europa.eu/internal_market/
conferences/2013/0524-financial-supervision/in-
dex_en.htm
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Operations

Financial management

In the area of financial management, the EBA
implemented a number of improvements to
ensure better management and control of
financial resources, resulting in improved
budget execution for the current year budget
and a significant reduction in carry-forward to
next year.

The budget execution (total funds commit-
ted/total budget) in 2013 was 90 % for com-
mitments (2012: 89 %) and 75 % for payments
(2012: 57 %), which represents an important
improvement compared to the previous year.
The carry-forward at the end of 2013 repre-
sented 17 % of the funds committed, com-
pared to 36 % at the end of 2012. See the an-
nex for more information on the 2013 budget
execution and out-turn.

The quality of the work in the financial man-
agement area was also confirmed by audits
performed in 2013. Compared to previous
audits there were no major findings identified,
which was mainly due to the diligent following
up of previously raised recommendations and
the continuous improvement of existing pro-
cesses in the EBA.

Human resources

Recruitment and the provision of required re-
sources to all areas of the activities of the EBA
were the key priorities of human resources
activities in 2013. By recruiting 25 temporary
agents and 10 seconded national experts the
total number of staff increased to 124 by the
end of 2013.

In 2013 the EBA received 1 624 applications
and interviewed 153 candidates. The geo-
graphical diversity and the gender balance
of previous year were maintained. The EBA's
staff members come from 24 countries of the
EU, and 43 % are female and 57 % are male.

The total staff turnover in 2013 represented
8.87 % due to resignation, contract expiry or
termination.
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Information technology

In addition to maintaining and supporting pro-
duction systems for data collection and gener-
al infrastructure, the Information Technology
Unit has implemented a number of projects in
line with the approved IT strategy.

The EBA's IT functions and tasks can be clus-
tered into three core domains; the harmon-
isation of banking supervision on the single
market, the execution of banking supervision
of systemic banks in the EU and the admin-
istration of the organisation. The fourth do-
main covers common IT services and provides
a foundation for IT services required for the
three core domains.

To enhance the comparability of regulatory
information and to harmonise the regulatory
standards in the EU, EBA has released the
financial and common regulatory framework
(COREP and Finrep version 2.0], which trig-
gered the implementation of the ITS in Janu-
ary 2014. This version includes significant
improvements in terms of data-exchange
standards in XBRL taxonomies, namely the
data point model, which makes the format
more transparent and reusable in a multina-
tional environment.

In the execution domain the IT unit enhanced,
maintained and operated a technical platform
during the year for gathering supervisory in-
formation. At the end of the year the platform
was insourced to the EBA data centre and de-
ployed on a more flexible architecture. This
will allow the EBA to execute independent risk
assessments of credit institutions without the
dependency on an external provider. The plat-
form will support regular and ad hoc exercises
and include functionalities for data acquisi-
tion, dissemination and storage, and an ana-
lytical platform for executing detailed analysis
by the EBA.

Another achievement in the execution domain
was the implementation of the near real-time-
based Credit Institutions Register. The Credit
Institution Register project delivered a plat-
form to receive, aggregate, sort and disclose
the data of all credit institutions and branches
of credit institutions registered in the EEA.
This list is now updated and published on a
near real-time basis on the EBA website.

In the common IT services domain the EBA
successfully completed a major IT infrastruc-
ture project that delivered a fully resilient
hosted data centre which forms the foundation
for current and future IT services. To leverage
synergies between supervisory authorities,
the project was done with the participation of
EIOPA, which followed the EBA's approach in
deploying a new IT infrastructure platform.

The IT unit enhances, maintains and operates
the common IT services in accordance with the
applicable IT policies of the European Com-
mission and internal service requirements.

Communication

The EBA's press and communication activ-
ities continued to provide stakeholders and the
media with easily accessible information in a
timely and effective manner, with the objective
of promoting clarity and understanding of the
authority’s role, objectives and tools, as well as
fostering interaction among all interested par-
ties.

One of the main achievements was the launch
of a completely redesigned website in June
2013, which featured more user-friendly navi-
gation and easier access to information and
essential resources. A number of technical
improvements were completed too, with sec-
tions added, reorganised and enhanced on the
basis of users’ feedback.

With a view to guaranteeing that the EBA's
work remains equally accessible to as many
EU stakeholders and citizens as possible, the
EBA's guidelines and recommendations were
made available in all the EU official languages.
Moreover, a multilingual overview of the EBA,
its structure and main activities was also in-
cluded on the new website.

In parallel, the communications team con-
tinued to support a series of risk analysis ac-
tivities, such as the EBA risk dashboard and
the EU-wide transparency exercise.

Moreover, the EBA organised a series of regu-
lar events aiming at promoting exchanges
with and gathering feedback from stakehold-
ers, for example:



= a policy research workshop to discuss
measures on how to regulate and resolve
systemically important institutions, which
brought together leading economists from
supervisory authorities and top academics;

= a workshop on stress testing, where high-
level speakers from commercial banks and
from regulatory and supervisory authorities
gathered to discuss the most recent issues
regarding stress testing in banks, stress
tests as a risk management tool and stress
testing from a regulatory perspective;

= a workshop on how the proportionality prin-
ciple should be applied to the EBA's regu-
latory work within the context of the CRR/
CRD IV.

Finally, on 19 November 2013, the EBA led a
panel discussion at the Risk Management
Conference organised in the context of 16th
EuroFinance week in Frankfurt. During the
discussion under the title ‘Repairing the Euro-
pean banking sector — from recapitalisation
to restructuring’, the EBA illustrated the pro-
gress made in restoring market confidence in
the EU banking system, as well as the remain-
ing challenges.
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Internal control standards

Since the start of its activities, and keeping
pace with the growth of the authority, EBA has
progressively developed and implemented a
series of internal measures to ensure that its
activities are subject to control and to provide
reasonable assurance to management of the
achievement of the authority’s objectives.

These internal control measures help to en-
sure that the EBA's operational activities are
effective and efficient, while also certifying
that all legal and regulatory requirements are
met, that financial and management reporting
is reliable and that assets and information are
safeguarded. In order to formalise the inter-
nal control system, the EBA has implemented
a set of internal control standards (ICS) and
minimum requirements which were also
adopted by the Management Board. These ICS
are based on, and fully in line with, equivalent
standards established by the European Com-
mission.

In early 2013 the European Commission In-
ternal Audit Service conducted a limited re-
view of the implementation of internal control
standards in the EBA. In general, the review
concluded that the EBA has made significant
progress in implementing the ICS, as evi-
denced by the many examples of policies and
procedures already in place to maintain an ef-
fective internal control system and plans for
further improvement of the control environ-
ment. The EBA has put in place an action plan
to address the areas where the review made
recommendations for improvement.
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Outlook

Regulation

A focus on credit risk for the technical
standards in 2014

The EBA faces a challenging regulatory work-
load put forward by the CRD and the CRR. In
2014 the major focus will be on the area of
credit risk, with 19 RTS to be submitted to the
European Commission by 31 December 2014.
In addition to this, the report on comparabil-
ity and pro-cyclicality, which was issued by the
EBAin December, highlighted a number of de-
ficiencies in regulatory provisions to support

Figure 13: Overview of credit risk deliverables and time work plan

sufficient comparability of internal models out-
puts for regulatory purposes across the EU.
The large number of issues to be resolved in
the credit risk area set a very ambitious work
programme for the EBA in this area.

Two types of deliverables have been included
in the work plan for 2014 and onwards in the
area of credit risk. Existing mandates under
the CRR will need to be fulfilled, but also the
findings of the Article 502 report on com-
parability and pro-cyclicality identified a num-
ber of important topics, which should also be
considered in this aspect. Figure 13 presents a
complete overview of the deliverables and the
prioritisation embedded in the time plan.

Topic CRR mandate/Article 502 mandate Deadline

Grandfathering of equity exposures under IRB CRR Article 495(3) June 2014
Eligibility of collateral CRR Article 194(10) Sept. 2014
Assessment methodology of the IRB approach CRR Articles 144(2), 173(3) and 180(3b) Dec. 2014
Guidelines on PD computation Dec. 2015

Permanent partial use and roll-out plan CRR Articles 148(6), 150(3) and 152(5) Dec. 2014
Guidelines on length and supervisory practices on roll-out plan Dec. 2015

Mortgage risk weight/LGD floors CRR Articles 124(4) and 164(5) Dec. 2014
Data waiver for IRB calculation CRR Articles 160(3)(a), 181(3)(b) and 182(4)(b) Dec. 2014
Default definition CRR Article 178(6) Dec. 2014
Guidelines on Article 178(7) June 2015

Treatment of defaulted assets Sept. 2014

Disclosure of countercyclical buffer CRR Article 440 Dec. 2014
Downturn LGD/CCF CRR Articles 181(3a) and 182(4a) June 2015
Guidelines on downturn LGD calculation Dec. 2015

Guidelines on LGD in default and ELBE calculation Dec. 2015

IRB specialised lending CRR Article 153(9) June 2015
Recognition of conditional guarantees CRR Article 183(6) June 2015
Treatment of LOPs Treatment of LOP exposures Dec. 2015
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The CRR and the Article 502 mandates have
been grouped on the basis of the homogene-
ity of the topics covered. From a prudential
perspective, based on the materiality of the
topics — these have been identified as major
drivers of differences in capital requirements
across banks in accordance with the Article
502 report — and the date of submission to the
European Commission, the mandates will be
prioritised (as shown in Figure 13).

With the exception of the treatment of de-
faulted assets, which the comparability report
identified as a significant driver, the work plan
prioritises the existing standards given under
the CRR. The existing mandates for techni-
cal standards, however, also to a large extent
overlap with identified divergences in the com-
parability reports.

The work for 2014 in the credit risk area will
focus on the regulatory provisions that should
contribute to a higher degree of harmonisa-
tion of capital requirements across EU institu-
tions. The main piece of work will be the three
RTS on the assessment methodology of IRB
models. The significant divergent supervisory
practices regarding the validation of IRB models
has significantly affected the comparability of
RWAs across EU countries, as already high-
lighted in the work carried out by the EBA in
2013. Therefore, these three RTS should con-
tribute to the future harmonisation of valid-
ation practices and subsequently to a higher
comparability of capital requirements across
IRB institutions.

A second related set of RTS will deal with the
permanent partial use of the standardised
approach and the roll-out plans of IRB insti-
tutions. These RTS should also significantly
contribute to the objectives of the single EU
rulebook and will bring common criteria into
two areas that have also been identified as
relevant drivers of the lack of comparability of
capital requirements within the EU.

Finally, the treatment of defaulted assets will
also be addressed during 2014. In particu-
lar, early work on the computation of the IRB
shortfall will be published in the second half
of 2014, RTS on the materiality threshold will
be submitted to the Commission by the end of
2014 and guidelines on the application of the
default definition will be ready in 2015.
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The EBA will also conduct very relevant work
in the area of the new macro-prudential re-
quirements embedded in the CRR. In particu-
lar, RTS will be prepared on the tightening of
capital requirements for mortgages under
both the IRB and standardised approaches
that may take place, e.g. in light of financial
stability concerns.

Despite its high impact on capital require-
ments, but due to the complexity of this issue,
the work on downturn conditions for the cal-
culation of LGDs and conversion factors (CF)
will be initiated in 2014 but delivered to the
Commission only in June 2015. The work on
accompanying guidelines — which will also be
needed to cover quite complex issues not en-
visaged in the legal mandate but still identified
as detrimental from a supervisory perspec-
tive, such as the methodology of downturn
LGD calibration — will start at the end of 2014
and will result in guidelines by the end of 2015.

Finally, the work planned on the LDP expo-
sures, such as exposures to sovereigns, insti-
tutions and larger corporates, is also expected
to represent a significant contribution to the
harmonisation of the calculation of capital re-
quirements. However, it will only be initiated in
the second half of 2014 and finalised in 2015.
This work may however have significant over-
laps with work undertaken elsewhere and may
therefore be subject to change.

Recovery and resolution areas to be
regulated in a harmonised manner for
the first time in the EU

Following the final publication of the BRRD the
regulatory work of the EBA will decisively en-
hance the EU’s recovery and resolution frame-
work. The range of deliverables show the
willingness of EU policymakers to enshrine a
cooperative and harmonised approach to bank
recovery and resolution measures and to try
and mend the fractured cross-jurisdictional
landscape of the single market.

In the BRRD, most EBA mandates have a
delivery date of 12 months from finalisation
of the directive, meaning a large number of
consultations in this area will be launched in
2014. Overall, the BRRD specifies nearly 40
mandates to issue guidelines and draft RTS
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and ITS to be endorsed by the Commission
by means of delegated acts. These products
cover recovery and resolution planning (in-
cluding questions of proportionality in these
areas), resolvability assessment and meas-
ures to overcome impediments to resolvability,
early intervention and resolution triggers, in-
tragroup financial support, conditions for the
use of resolution tools, the definition of bail-in
mechanisms and the minimum requirement
for eligible liabilities, valuations serving as the
basis for the use of the tools, notifications and
information exchanges, and the functioning of
resolution colleges.

In addition, the BRRD requires the EBA to
draft four reports (on proportionality, on the
implementation of the minimum requirement
of eligible liabilities for bail-in, on the target
level for resolution and on the publication of
penalties) with a wider time horizon. For this
purpose a monitoring activity will be set up
and started by the end of 2014.

Contributions to the European
Commission’s delegated legislation

In December 2013 the EBA was invited to pro-
vide technical advice to the European Com-
mission regarding several subjects within its
remit. The EBA's technical advice, which will
mostly be developed during the first half of
2014, will cover issues like: the preferential
treatment of covered bonds in the prudential
regulation across the EU; the development of
a sound securitisation market, including an
analysis of the characteristics available for the
identification of ‘high-quality’ securitisations
and requirements for institutions that invest
in securitisations, as well as for the sponsor
and originator institutions; the review of the
scope of application and exemption of pillar
1 requirements; and the review of the imple-
mentation of the internal capital adequacy
assessment process (ICAAP] and pillar 2 re-
quirements. This technical advice will assist
the European Commission in the prepara-
tion of reports and potential corresponding
legislative acts to be presented to the Euro-
pean Parliament and the Council of the Euro-
pean Union on the appropriateness of various
provisions in Regulation (EU) No 575/2013 (the
CRRJ and Directive 2013/36/EU (the CRD).

Ensuring future robust securitisations
and covered bonds markets

The financial markets experienced significant
turmoil in relation to securitisation markets,
especially linked to the United States sub-
prime market. The EU markets also experi-
enced problems, although to a much lesser
extent than the United States markets. The
EU covered bond market experienced fewer
problems, although at least one covered bond
issuer was taken under national ownership.
The experiences highlighted that the market
for secured issuance should be reviewed.

Covered bonds

The EBA is preparing technical advice related
to banks’ activities on covered bonds issu-
ance. The first request stems from the Euro-
pean Commission and is related to the appro-
priateness of the conditions under which the
CRR grants certain covered bonds preferential
risk-weight treatment. The EBA is expected to
review such conditions by taking into account
several factors such as the credit quality of
the underlying assets, their collateralisation
mechanism, the special public supervision for
the protection of bondholders and the trans-
parency to investors. The EBA is also going
to provide advice on the appropriateness of
granting preferential risk-weight treatment to
covered bonds backed by specific underlying
asset classes, including aircraft loans, loans
secured by a financial guarantee but not by a
mortgage and assets backed by either resi-
dential mortgages or commercial mortgages.

The analysis of the EBA on this topic is going to
contribute to maintaining the favourable pru-
dential treatment of the covered bond funding
tool, which is very relevant to banks’ lending
activities in the EU, while ensuring that all the
prudential conditions necessary for the safety
and stability of the covered bond framework
are in place.

The second request, published at the end of
2012 and stemming from the ESRB’s recom-
mendations on the funding of credit institu-
tions, requires the EBA to identify best prac-
tices in the area of covered bonds. The EBA
is assessing best practices with a particular
focus on credit quality, collateral segregation,
covered bonds’ bankruptcy remoteness, risk
management and transparency of the covered
bond issuance.



The work of the EBA stemming from the
ESRB recommendation goes in the direction
of enhancing the harmonisation in the EU of
national covered bond systems that, to date,
remain substantially heterogeneous.

Securitisations

Following the publication of the EBA's RTS and
ITS on, respectively, the securitisation reten-
tion rules and the convergence of supervisory
practices in the application of additional risk-
weights on transactions which do not com-
ply with those rules, the European Commis-
sion requested that the EBA provide advice
on the effectiveness of the requirements on
both investor institutions becoming exposed
to securitisation positions and sponsor and
originator institutions. In carrying out such an
assessment the EBA will take into account the
main global developments in the regulation
of securitisation so as to ensure that the EU’s
financial industry is competitive in the global
securitisation markets.

Following the publication in March 2013 by the
European Commission of the Green Paper on
the long-term financing of the EU economy,
focusing on measures to foster economic
growth via the improvement of long-term fi-
nancing systems and the diversification of
financial intermediation for long-term invest-
ment in the EU, the EBA was asked to provide
advice on the merits of, and the potential ways
of, promoting a safe and stable securitisation
market for banks’ funding purposes. The EBA
is, in particular, expected to elaborate on the
appropriateness of promoting safe and stable
securitisation markets through the prudential
treatment of securitisation exposures, and to
indicate whether, as well as on what grounds,
a specific segment of the securitisation mar-
ket should be granted preferential prudential
treatment.

The contribution of the EBA to promoting a
safe and stable securitisation market aims
at reviving such markets, following the dis-
ruptions caused by the financial crisis, and in
doing so will help enhance banks’ funding op-
portunities with a view to increasing lending to
the real economy.

Reform of the over-the-counter derivatives
markets

The global comprehensive reform of the over-
the-counter (OTC) derivatives market is based
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on three main goals: improve transparency
in these markets, mitigate systemic risk and
protect against market abuse. To achieve
these objectives within the Union, the Euro-
pean market infrastructure regulation (EMIR)
establishes provisions introducing legal obli-
gations to centrally clear certain types of OTC
derivatives and to apply robust risk-mitigation
techniques to the remaining non-centrally
cleared transactions.

Following the publication by the EBA and
ESMA of a number of EMIR-related technical
standards in the field of central clearing, work
is currently being undertaken to ensure robust
risk-mitigation techniques in the field of non-
centrally cleared transactions. Given the wide-
ranging importance of non-centrally cleared
transactions across financial markets, the
three ESAs are required to jointly develop the
corresponding draft technical standards that
detail the financial regulation that will cover
all non-centrally cleared derivatives.

Given the characteristics of these markets,
and in order to avoid any possibility of regu-
latory arbitrage, the ESAs are currently work-
ing to a proposal that is aimed at harmonising
the implementation within the EU and that is,
at the same time, consistent with the inter-
national standards set by the BCBS and the
International Organisation of Securities Com-
missions (I0SCOJ. After the consultation of
industry stakeholders in the first half of 2014,
the final framework will be submitted for the
endorsement of the European Commission by
year end.

Shadow banking activities

Beyond the mandates under the CRD IV/CRR
and the BRRD, the EBA has also been tasked
to provide the Commission with advice on the
credit institution perimeter in the EU, which
includes identifying divergences in the def-
inition of credit institutions across Member
States on the basis of the CRR definition, iden-
tifying and quantifying bank-like activities tak-
ing place outside the banking perimeter and
highlighting relevant regulatory provisions.
To that end, the EBA issued a questionnaire
at the end of 2013 to competent authorities
and has engaged with relevant stakeholders
(ESMA, EIOPA, ESRB, FSBJ. An interim report
to the Commission is expected to be finalised
by the first quarter of 2014, with a final report
due by the end of June 2014.
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Oversight

Home-host coordination

Towards supervisory cooperation

In 2014 the EBA will continue its policy work
with the development of the draft BTS on col-
leges of supervisors and the draft ITS on joint
decisions on approval of internal models for
the purpose of calculating risk-weighted ex-
posure amounts and own fund requirements
in line with the CRR. The EBA will submit
these technical standards to the European
Commission by end 2014.

Towards supervisory convergence

The year 2014 will be a pivotal one for the EBA
in enhancing the convergence of supervisory
practices as a number of products are planned
to be finalised. Firstly, the draft guidelines for
common procedures and methodologies for
SREP are planned for public consultation and
their subsequent publication will be a mile-
stone for improving quality and consistency of
supervision in the EU.

The single supervisory handbook

The SSH is a modular-based product developed by

the EBA in consultation with competent authorities to
promote best practices in supervisory processes and
methodologies across the Union. Each module covers

a different area of supervisory practice, as identified by
a steering committee under the guidance of the Board
of Supervisors. While not legally binding, competent
authorities are expected to apply the handbook. Applica-
tion of the handbook will be considered as a significant
element in the assessment of the convergence of super-
visory practices conducted by the EBA, and for the EBA
pEeer review process.
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Secondly, the work of the EBA on developing
the single supervisory handbook (SSH), intro-
duced by the revised EBA regulation, will see
its first deliverables.

In 2014 the EBA will finalise the first module
of the SSH, focusing on the business model
analysis, which is one of the core elements of
the common European SREP framework. The
second module will look into the assessment
of recovery plans by competent authorities
and colleges of supervisors. Given the nature
of the document and the level of supervisory
detail, the modules of the SHH will not be pub-
lished externally and will remain in the super-
visory domain.

Additionally, the Commission has sent a num-
ber of calls for advice deriving from the CRD
to the EBA, which the EBA will aim to address
in the time frame requested. The Commission
is seeking technical advice so that it can re-
port back to the Parliament and the Council on
the specific topic and propose changes where
necessary. Oversight will be working on a call
for advice on the use of waivers under pillar 1,
ICAAP and SREP.

Implementation of the new recovery and
resolution framework

The EBA will continue to seek to assist col-
leges of supervisors in their discussions on
the content of the cross-border banking group
recovery plans, which should be in line with in-
ternational FSB standards and consistent with
the template included in the recommendation.

To further guide and assist the competent au-
thorities in their discussions and in order to
raise overall standards in the development
and assessment of recovery plans, in 2014
the EBA intends to repeat the comparison ex-
ercise and to perform it in a more compre-
hensive manner. New plans received will be
included and ‘deep dives’ on key topics will be
undertaken, e.g. on the approach to critical
economic functions and the expected level of
funds that might be raised.

The EBA will hold a workshop in spring 2014
to actively engage competent authorities in
the assessment of recovery plans, to help
streamline the discussions in colleges on this



topic and to share the findings of the analysis
of the recovery plans presented to the Board of
Supervisors in February 2014.

Furthermore, the EBA will be required to draft
technical standards specifying the operational
functioning of resolution colleges, which have
to be established after the BRRD enters into
force. This will include the cooperation be-
tween colleges of supervisors and resolution
colleges.

Re-establishment of colleges under the
Single Supervisory Mechanism

In 2014 the EBA will work closely with the SSM
and the colleges of those banks to be included
under the SSM to ensure the smooth transition
of responsibilities. It is important that colleges
continue to meet their legal requirements in
this period; therefore the EBA stands ready to
provide assistance where necessary. The SSM
will take on the role of both home and host
competent authority. From a policy perspec-
tive, coordination between the EBA and the
SSM is essential, particularly for driving con-
sistency in practices in the new supervisory
architecture, namely the SREP guidelines, the
SSH and the SSM supervisory manual (with
which competent authorities under the SSM
will need to comply).

The role of colleges in strengthening the EU
banking sector

The year 2014 will also see colleges engaging
heavily for the purpose of information sharing
and possible examples of joint work in order
to fulfil the EBA's recommendations on AQRs
and capital preservation. Together with the
EU-wide stress test, the three exercises form
an important part of the work that colleges
will undertake in 2014. They will require a sig-
nificant cooperative effort and the EBA will be
working closely with colleges to ensure that
both home and host supervisors are kept well
informed.
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Enhanced engagement with colleges

One of the key aims of the EBA in 2014 on
college cooperation is to provide training to
relevant supervisors to ensure they are well
equipped to meet the new requirements of
the BTS and guidelines recently published and
those in the CRD/CRR. The EBA will therefore
organise a series of seminars and workshops
focusing on the areas in Figure 14. These train-
ing sessions will aim to help supervisors from
EEA competent authorities apply the technical
standards submitted to the Commission at the
end of 2013.

The EBA is also developing new communica-
tion tools to ensure close contact with super-
visors of all colleges regardless of their size.
Such tools will include news on policy docu-
ments, requirements for supervisors and other
helpful updates.

Figure 14: Key topics where the EBA is focusing supervisory training

Business
model
analysis

Capital
and liquidity
JDs

Colleges

Review of
recovery
plans

European
SREP

Recovery and
resolution
framework

65



EUROPEAN BANKING AUTHORITY

66

Risk analysis

During 2014, regulatory reporting will go live
after enactment of the ITS on reporting. In
early 2014 the EBA will publish its decision on
the submission of data from competent au-
thorities and its collection by the EBA, specify-
ing what is to be collected, which institutions
will be covered by the data collection (applying
proportionality — there will be about 200 in-
stitutions) and reference and collection dates.
In this manner, high-quality, up-to-date and
comparable data, on a harmonised calendar,
will be available to the EU supervisory com-
munity. Technical details will be specified by
decisions of the executive director of the EBA
in accordance with EBA procedures. It is ex-
pected that COREP collection will start in July
2014, and Finrep in December 2014.

Additionally, it is expected that in July 2014 the
guidelines on funding plan reporting will enter
into force, and this will be another data col-
lection stream to be implemented during the
second half of 2014 in order to be operational
in 2015.

The EBA will continue to increase its capacity
in collecting data and dealing with information
from public and supervisory sources, and will
provide detailed technical guidance to facili-
tate reporting by banks through automation.

The EBA will continue its work on RWAs along
the lines of the policy recommendations
and in cooperation with other international
bodies that are researching this area, such as
the BCBS.

In particular, the analysis on mortgage risk
parameters will be finalised and the con-
clusions on outliers and peer groups will be
shared with competent authorities in order
to promote good supervisory outcomes. The
EBA will conduct a benchmarking exercise in
2014, which should provide supervisors with
an essential tool to assess whether observed
differences in RWAs stemming from banks’ in-
ternal models are legitimate. The results will
be shared between competent authorities and
with the EBA. This, in turn, will promote con-
sistency in the supervisory assessments.

The EBA will provide draft technical standards
to the Commission that will stipulate that this
benchmarking exercise should be repeated
regularly.

The EBA, in cooperation with CAs, will fol-
low up on the implementation of the recom-
mendation by assessing the capital plans that
firms will be submitting to their respective
supervisors. Where applicable, this assess-
ment will be done in a college setting. The EBA
will be carrying out a review of the recommen-
dation in the course of 2014.



The 2014 EU-wide stress test is designed
to provide supervisors, market participants
and institutions with consistent data to
contrast and compare EU banks’ resilience
under adverse market conditions. To this
end, the EBA has been working on, and will
provide competent authorities with, a con-
sistent and comparable methodology and
scenarios which will allow them to under-
take a rigorous assessment of banks’ resil-
ience under stress.

The exercise has been designed in coordin-
ation with the ECB, which in preparation
for the SSM is conducting a comprehensive
assessment comprising a risk assessment,
an AQR and a stress test.

The EU-wide stress test will be conducted
on a sample of 124 EU banks, which cov-
er at least 50 % of each national banking
sector, and will be run at the highest level
of consolidation. Given its objectives, the
2014 EU-wide stress test will be conducted
under the assumption of a static balance
sheet which implies no new growth and a
constant business mix and model through-
out the time horizon of the exercise.

The resilience of EU banks will be assessed
over a period of 3 years (2014-16).

Banks will be required to stress a common
set of risks, including credit risk, market
risk, sovereign risk, securitisation and cost

The regulatory role of the EBA is focused on
delivering good micro-prudential policies,
but in some cases the EBA has also received
some mandates that were linked to macro-
prudential matters. For instance, competent
authorities are asked to notify the EBA of the
activation of some of the macro-prudential in-
struments provided for in the CRR/CRD IV, and
the EBA has the obligation, in some cases, to
issue an opinion. The EBA is also mandated
to report to the European Commission by 30
June 2014 on whether the existing macro-pru-
dential toolkit is sufficient to mitigate systemic
risks in sectors, regions and Member States.
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of funding. Both trading and banking book
assets will be subject to stress, including
off-balance-sheet exposures. Competent
authorities may include additional risks
and country-specific sensitivities beyond
this common set, but the published results
should allow for an understanding of the
impact of the common set of risks in isola-
tion.

In terms of capital thresholds, 8 % CET1
will be the capital hurdle rate set for the
baseline scenario and 5.5 % CET1 for the
adverse scenario. The relevant competent
authorities may set higher hurdle rates and
formally commit to take specific actions on
the basis of those higher requirements.

The running of the exercise will involve
close cooperation between the EBA and the
competent authorities, including the ECB.
In particular, the EBA will be responsible
for coordinating the exercise in cooperation
with the ECB (in case of SSM countries) and
ensuring effective cooperation between
home and host supervisors. Furthermore,
the EBA will provide pan-EU benchmarks
and will act as a data hub for the final dis-
semination of the common exercise. On the
other hand, competent authorities will bear
responsibility for overseeing the exercise
with the banks and checking the quality of
the results.

In April 2014 the final methodology and
scenarios will be published, with final re-
sults publication scheduled for October 2014,

In performing these tasks, the EBA will aim at
ensuring consistency in the development and
implementation of the macro-prudential tools
and that macro-prudential tools are not used
to undermine the single rulebook.

67



EUROPEAN BANKING AUTHORITY

68

Consumer protection and
financial innovation

In 2014 the EBA will embark on a wide range
of activities to protect consumers and moni-
tor the risks arising from financial innovation,
with a focus on mortgages, consumer credit,
savings products, current accounts, credit/
debit cards and payment services.

Consumer protection

In order to address various forms of consumer
detriment and mis-selling, the EBA will con-
tinue work on product oversight and govern-
ance processes as one of the potential causal
drivers for these phenomena. The design of
financial products and services poses risks
to consumers when the target market is not
correctly identified and/or when the objectives
and characteristics of the target market are
not duly taken into account in the marketing
of products.

The first phase of the work was completed in
November 2013 by the joint committee of the
three ESAs. The joint committee developed
eight high-level principles that stress the im-
portance of the controls that manufacturers
need to have in place before launching their
products and published them on 28 November
2013 in the form of a joint position.

In 2014 the EBA will continue with the second
phase of this work and develop more detailed

requirements that build on the eight principles
but are specific to the oversight and govern-
ance of banking products such as mortgages,
personal loans, credit cards and savings prod-
ucts, as well as, to a lesser extent, payment
services. The work is envisaged to be com-
pleted in the second quarter of 2014.

In order to address consumer protection is-
sues arising from over-indebtedness and irre-
sponsible mortgage lending, the EBA will as-
sess the effectiveness of the two opinions that
it published in June 2013 on good practices
for responsible mortgage lending and for the
treatment of borrowers in mortgage payment
difficulties. The two opinions complemented,
and provided suggestions on how to give effect
to, the related provisions set out in the MCD.

The EBA will assess whether issues in the
markets remain that require the opinions to be
upgraded to more binding legal instruments.
The EBA will also be publishing the final ver-
sion of the RTS on the minimum coverage
level for professional indemnity insurance for
mortgage credit intermediaries following the
end of the consultation period in March 2014.

With regard to bank accounts, the EBA will
be preparing for the pending adoption of the
proposed directive on the transparency and
comparability of payment account fees, pay-
ment account switching and access to a basic
payment account [commonly referred to as
the payment accounts directive]. The proposed
directive is anticipated to give mandates to the
EBA to develop guidelines to assist competent
authorities with regard to the reasonable fee
for payment accounts with basic features, and
in identifying the most relevant services pro-
vided by banks on payment accounts.

As regards payment services, the EBA an-
ticipates that the proposed revision of the
payment services directive (PSD] will provide
mandates to the EBA, particularly with regard
to technical and security aspects. The EBA
will be preparing the implementation of these
directives, and will also assess whether pay-
ment services in general, and non-traditional
forms of payment in particular, give rise to
any consumer protection risks that are not yet
mitigated by the PSD, the PSD2 or any other
directive, and that therefore require additional
regulatory mitigation.



Finally, the EBA will embark on work relating
to staff remuneration and sales incentives for
banking products, as another causal driver
of potential mis-selling. It will also prepare
its next annual consumer trends report, the
fourth edition of which is scheduled for publi-
cation in January 2015.

Following the publication of its consumer
warning, the EBA decided to issue, in Decem-
ber 2013, a warning regarding the risks to
consumers arising from using virtual curren-
cies as a means to pay for goods and services.
In order to address the question of whether
virtual currencies can and ought to be regulat-
ed, the EBA will establish a taskforce that will
identify risks more widely and assess what, if
any, form of mitigation should be put in place.

Of the many new forms of fundraising that
have emerged in recent years, crowdfunding
has been the most widespread. Crowdfund-
ing connects directly those who can give, lend
or invest money with those who need finan-
cing for a specific project. This is usually done
through online portals, also referred to as
crowdfunding platforms.

To its proponents, crowdfunding offers an al-
ternative source of funding to banks, many of
which have restricted their credit provision-
ing across Member States in the wake of the
financial crisis. However, crowdfunding can
also give rise to risks for both fund seekers
and fund givers, and participants in the crowd-
funding market may lack the confidence to en-
gage if such risks are known to materialise.

Jointly with ESMA, the EBA will be assessing
the scale of the phenomenon to identify any
risks that may arise and what, if any, regula-
tory and/or supervisory actions may need to
be taken, and will form a view on whether an
EU regulatory framework is required and, if
so, what form that framework should take.

Finally, the EBA will continue to monitor finan-
cial innovations, including phenomena such
as longevity risk transfer and credit institu-
tions” reliance on structured products as a
source of funding, and take appropriate action
where required.

2013 ANNUAL REPORT

The EBA will, jointly with ESMA and EIOPA,
co-organise Consumer Protection Day 2014,
which will be held in London in June 2014.

Policy analysis and
coordination

In 2014 the Policy Analysis and Coordination
Unit will continue to provide guidance and
support on impact assessments of the policy,
regulatory and supervisory products of the
EBA. It will provide support to the main gov-
erning bodies — the Board of Supervisors
and the Management Board — including the
planning, preparation and following up of ac-
tion agreed at their meetings, as well as to
the EBA’'s executive director in the planning,
prioritising, monitoring, execution and follow-
ing up of the deliverables stemming from the
EBA's work programme. The unit will ensure
the internal and external coordination of the
EBA's policy, regulatory and supervisory work
between departments or units, as well as with
EU institutions, other members of the ESFS
and external bodies, such as the BCBS and
IMF. The unit will provide coordination and
support in relation to EBA's chairmanship of
the Joint Committee of the ESAs in 2014. It will
continue to coordinate the supervisory train-
ing activities the EBA offers to NSAs and to
provide support to the ESAs’ board of appeal, a
new BSG was appointed in October 2013, and
the EBA's review panel, which will in 2014 fo-
cus on executing the review of EBA guidelines
on concentration risk (GL31). With a view to
enhancing the efficiency of the legal analysis
of the EBA's products, a separate Legal Unit
will specifically focus on the provision of legal
support on the EBA's legal mandates and the
legislative drafting of EBA products, and the
provision of legal advice pertaining to fields
across the EBA's departments in general.

69



EUROPEAN BANKING AUTHORITY

70

Joint committee

In 2014 the ESAs will continue to ensure
through the joint committee that consumer
protection and cross-sectoral risk analysis
and assessment will continue to be the two
main areas to focus on. The joint commit-
tee will publish in 2014 two reports on risks
and vulnerabilities, and will present them to
the Council's Economic and Financial Com-
mittee’s Financial Stability Table. It will carry
out analysis of interactions and possible un-
intended consequences between the CRD 1V/
CRR, solvency Il and bank recovery and resolu-

tion legislative frameworks. It will finalise the
guidelines on complaints handling to provide
EU consumers with a single set of complaints-
handling arrangements, and will organise
a second Joint Consumer Protection Day to
take place in London. The joint committee will
also work on the development of draft RTS on
definitions, risk concentration and intra-group
transactions for financial conglomerates,
as well as on the development of guidelines
on coordination arrangements for financial
conglomerates, on prudential assessment of
acquisitions and increases in holdings in the
financial sector and on anti-money laundering
risk-based supervision.
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Declaration of assurance from the authorising officer

[, the undersigned, Adam Farkas, Executive Director of the European Banking Authority, in my
capacity as authorising officer,

= Declare that the information contained in this report gives a true and fair view (°).

= State that | have reasonable assurance that the resources assigned to the activities described
in this report have been used for their intended purpose and in accordance with the principle of
sound financial management, and that the control procedures put in place give the necessary
guarantees concerning the legality and regularity of the underlying transactions.

This reasonable assurance is based on my own judgement and on the information at my dis-
posal such as the results of the self-assessment, ex ante verifications and ex post controls
performed during the year, or the reports of the Internal Audit Service and of the European
Court of Auditors.

Confirm that | am not aware of anything not reported which could harm the interests of the
European Banking Authority.

London, 20 May 2014

Adam Farkas,

Executive Director of the European Banking Authority

(°) True and fair view in this context means a reliable, complete and correct picture of the state of affairs.



Financial report

The EBA's financial performance
in 2013

The annual accounts of the EBA have been
established in accordance with the EBA's fi-
nancial regulation adopted by the EBA's Board
of Supervisors, as well as with the framework
financial regulation [Commission Delegated
Regulation (EU) No 1271/2013 of 30 Septem-
ber 2013 on the framework financial regula-
tion for the bodies referred to in Article 208 of
Regulation (EU, Euratom) No 966/2012 of the
European Parliament and of the Council] (%)

(') The report from the European Court of Auditors on
the EBA 2013 accounts is expected to be received in
June 2014. The EBA's full annual accounts will be
published on the EBA website by 1 July 2014.

Figure 15: Budget result
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The accounting rules, methods and guidelines
are those adopted and provided by the ac-
counting officer of the European Commission.

Budget result

The budgetary accounts below give a detailed
picture of the implementation of the budget in
2012 and 2013. They are based on the modi-
fied cash accounting principle. In 2013 the
EBA used only non-differentiated appropria-
tions. The total consumption of commitment
appropriations reached EUR 23 498 099, of
which EUR 19 562 535 has been paid and
EUR 3 935 564 was carried over as per Article
14 of the EBA's financial regulation.

(EUR)
2013 2012
REVENUE
Balancing Commission subsidy + 8 955 000 7561538
Surplus from 2011 + 3579 860 -
Fee income + - -
Contributions from NSAs 13 056 162 11065 491
Contributions from observers 376 338 296 513
Uther income + 13 642 295 651
TOTAL REVENUE (a) 25981002 19199193
EXPENDITURE
Title I:Staff
Payments - 12985 761 8 953 661
Appropriations carried over - 749 850 206 048
Title II: Administrative expenses
Payments - 3675753 2029 498
Appropriations carried over - 2034 511 1643 93b
Title III: Operating expenditure
Payments - 2901001 849 375
Appropriations carried over - 1651203 4697 825
TOTAL EXPENDITURE (b) 23 498099 18 380 342
BUDGET RESULT FOR THE FINANCIAL YEAR (a - b) 2 482 903 818 851
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2013 2012

Cancellation of unused payment appropriations carried over from previous year 828 736 364 530
Adjustment for carry-over from the previous year of appropriations available at 31 December — -
arising from assigned revenue
Exchange differences for the year (gain +/loss -) +- 297 079 (83 318)
BALANCE OF THE BUDGET RESULT ACCOUNT FOR THE FINANCIAL YEAR 3608718 1100 063
Balance year n - 1 +/- 1100 062 3579 861
Positive balance from year n - 1 reimbursed in year n to the Commission (1100 062) (3579 861)
Result used for determining amounts in general accounting 3608718 1100063
Commission subsidy — agency registers accrued revenue and Commission accrued expense 8926142 6 461 476
Pre-financing remaining open to be reimbursed by agency to Commission in year n + 1 3608718 1100062
Not included in the budget result:

Interest generated by 31 December of year n on the Commission balancing subsidy 17636 63 004

funds and to be reimbursed to the Commission (iability)

Th

Budgetary execution in 2013

The table below shows the status of commit-
ments and payments as of 31 December 2013,
together with the amounts carried over to the
2014 financial year.

At the end of 2013 the EBA had a budget execu-
tion rate of 90.3 % for commitments and 75.3 %
for payments.

In title I, in spite of the fact that the recruitment
plan was fully achieved, the commitment rate
was negatively impacted by the non-payment
of the salary adjustments for 2011/12 proposed
by the Commission, disputed by the Council
and finally rejected by the Court of Justice on
19 November 2013. The provision made in the
financial statements as at 31 December 2013,
on the basis of the final agreement reached by

the Parliament, the Council and the Commis-
sion, amounts to EUR 1692 631, i.e. 11 % of title
I or 6.5 % of the overall EBA budget.

In title II, while 98.3 % of the 2013 appropria-
tions were used, the payment execution rate
of 63.9 % was significantly lower. This relates
to commitments made in the last quarter of
the year for which invoices will be provided in
2014, especially related to the budget lines for
[T, communications and office management.

In title Il the commitment execution rate was
92.1 %, although the payment execution rate
was significantly lower at 58.7 %. The reason is
thata number of large IT contracts that were in-
itially signed at the end of 2012 came up for re-
newal at the end of 2013. The payments will be
made in 2014, when the services are delivered.



Figure 16: Budgetary execution
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[EUR)
Percentage Appropriations

Appropriations Committed committed Paid Percentage paid  Carried forward cancelled
Title (1 (2) (2)/01) (3) (3)/01) (2)-(3) M-
el BUTS 137369 Bo% 12985781 0% 250 850 2040776
Staff expenditure
fel: -~ 5748 289 5 650 265 %3 % 3475 753 639% 1974511 98 025
Administrative expenditure
It Hl.: . 4941 663 4552 204 921 % 2901 001 587 % 1651203 389 459
Operational expenditure
TOTAL 25967 360 23439100 90.3 % 19562535 75.3 % 2528 260

Statement of financial performance

The financial statements below show all in-
come and charges for the financial year based
on accrual accounting rules complying with
the European Commission’s accounting rules.

The high positive amount of the economic re-
sult in 2012 was explained by the high level

Figure 17: Statements of financial performance

of carry-forward to 2013, arising mainly from
services financed from the 2012 budget but to
be received in 2013.

Conversely, the negative economic result for
2013 essentially stems from those same ser-
vices, received in 2013 but financed from the

2012 result.

[EUR)
2013 2012
OPERATING REVENUE

Contribution from the Member States 13056 163 11046 491

Contribution from EFTA countries 376 338 296 613

EU subsidy 8926142 0 461 476

Foreign currency conversion gains 703 659 168 686

Other administrative revenue ol 71318
TOTAL OPERATING REVENUE 23062 873 18 144 484
OPERATING EXPENSES

Staff expenses 12182 262 8979 990

Building and related expenses 1932416 1230740

Other expenses (including operational expenses) 8781953 3 459 4bo

Depreciation 760 381 Nk 415

Foreign currency conversion losses 406 580 352 004
TOTAL OPERATING EXPENSES 24063 581 14236 605
SURPLUS (DEFICIT) FROM OPERATING ACTIVITIES (1000 709) 3907879
NON-OPERATING REVENUES (EXPENSES)

Financial expenses (3.067) (6 870)
SURPLUS/(DEFICIT) FROM NON-OPERATING ACTIVITIES (3 067) (6 870)
SURPLUS/(DEFICIT) FROM ORDINARY ACTIVITIES (1003776) 3901009
SURPLUS/(DEFICIT) FROM EXTRAORDINARY ITEMS - -
ECONOMIC OUT-TURN FOR THE YEAR (1003776) 3901009
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Balance sheet

The balance sheet provides the financial pos-
ition of the EBAas at 31.12.2013 and 31.12.2012.

Figure 18: Balance sheet

(EUR)

ASSETS 31.12.2013 31.12.2012
NON-CURRENT ASSETS
Intangible fixed assets

Computer software 1231737 28186
Tangible fixed assets

Computer hardware 190 283 89220

Furniture 183 931 71755

Other fixture and fittings 1302 483 346 388
Total 2908 434 b3b 049
CURRENT ASSETS

Current receivables 1325331 172537

Sundry receivables 125 621 19 264

Prepaid expenses 704 305 191 924

Cash and cash equivalents 6091 340 8 945787
Total 8 246597 9429512
TOTAL ASSETS 11155031 9964 561
LIABILITIES
NON-CURRENT LIABILITIES

Provision for risks and charges 2576631 1403 155
Total 2576 631 1403155
CURRENT LIABILITIES

Current payables 1300183 1 824 557

Sundry payables 95926 29070

EU entities 3631 354 1153 066
Total 5027 463 4006693
TOTAL LIABILITIES 7604 094 5 409 848
NET ASSETS

Accumulated surplus/(deficit) 4554713 653 704

Economic out-turn for the year — profit/(loss) (1003 778) 3901009
TOTAL NET ASSETS 3560 937 4554713




Legal Counsel

2013 key achievements

The key deliverables provided by the Legal
Counsel Unit in 2013 mainly related to the
drafting of the authority’s legal framework
and the provision of legal advice pertaining to
fields across the EBA departments and units.
The unit also managed and oversaw the or-
ganisation and functioning of the two main
governing bodies, i.e. the Board of Supervisors
and the Management Board. The unit operates
both on its own initiative and after requests,
and has a mandatory function vis-a-vis the
implementation of the governing bodies” deci-
sion-making process.

Resources in the unit were also allocated to
the provision of legal advice relating to the
EBA's founding regulation and the drafting and
interpretation of implementing rules, rules of
procedure and codes of conduct, together with
the drafting of numerous decisions taken by
the Board of Supervisors, the Management
Board, the chairperson and the executive
director, all of which were required for the
authority to fulfil its duties as intended by its
founding regulation.

Numerous other legal responsibilities were
derived from the EBA's institutional setting,
such as, inter alia, the negotiation and draft-
ing of agreements and other undertakings;
advisory support; the conclusion of contracts,
service level agreements, framework agree-
ments and MoUs; and the completion of all
related formalities.

The unit oversaw requests relating to transpar-
ency and public access to documents pursu-
ant to Regulation (EC) No 1049/2001, provided
interpretation of the staff regulations and the
conditions of employment of other servants
(CEOS]) and dealt with complaints received
directly from individuals and also those re-
ceived via the European Ombudsman’s office.

Furthermore, the unit was also responsible for
issues relating to intellectual property rights
and professional secrecy, and also to data pro-
tection in light of Regulation (EC) No 45/2001,
whereby the unit liaised with the office of the
European Data Protection Supervisor (EDPS)
and submitted to the EDPS numerous notifi-
cations on processed operations.
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The unit is the main contact point with the
European Anti-Fraud Office (OLAF). Maintain-
ing high ethical standards is a key priority for
the EBA. It is important in retaining the legiti-
macy of the authority’s role and in protecting
the authority’s interests and reputation. Main-
taining appropriate standards of behaviour
lends credibility to the EBA's work. Within
this context, apart from the ethics guidelines
which are already in force and applicable to all
EBA staff, regardless of grade or category, the
unit also commenced the development of fur-
ther policies in relation to independence and
decision-making processes regarding declar-
ations of interests.

The unit also dealt with protocol and matters
arising in connection with the authority’s re-
lations with EU Member States, EU accession
or candidate countries, third countries, inter-
national organisations and relations with the
host state. Regarding the latter, the unit over-
saw the notion of privileges and immunities
and the interpretation and operational imple-
mentation of aspects of the revised adminis-
trative agreement and headquarters agree-
ment with the host state.

One of the key challenges in 2013 was re-
lated to the proactive contribution to the fur-
ther overall development of the EBA's legal
framework, as the unit advises on any internal
issues which could potentially give rise to liti-
gation, providing legal advice, managing cases
of litigation at both administrative and judicial
level and representing the EBA in legal dis-
putes before the ESA’'s Joint Board of Appeal,
the Court of Justice, the General Court and the
Civil Service Tribunal.

Due to the entry into force of Regulation (EU)
No 1022/2013 amending Regulation (EU] No
1093/2010, the Board of Supervisors' rules
of procedure were amended and updated ac-
cordingly. Elections for positions within the
EBA's structures were conducted and over-
seen, such as for members of the EBA Man-
agement Board, the EBA Mediation Panel and
the EBA's BSC.

Apart from preparing legal instruments the
unit also addressed questions relating to
the interpretation of the Treaty on European
Union and the Treaty on the Functioning of the
European Union, and contributed to the EBA's
legal position vis-a-vis the EU's institutions
and bodies.
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Throughout 2013 the unit continued to provide
legal assistance pertaining to fields across the
remit of the EBA in order to ensure a legally
sound environment for the authority, whereby
it identified possible legal problems associat-
ed with the EBA's activities. The unit provided
constant monitoring and implementation of
laws applicable to the authority to prevent it
from incurring legal risks and developed solu-
tions for them.

The unit also ensured the proper interpretation
and implementation of primary and secondary
legislation applicable or pertaining to the EBA
and its activities, and ensured the regularity
and legality of the authority's measures.

Governing bodies

According to the EBA's founding regulation, the
Board of Supervisors is the main decision-mak-
ing body and gives guidance to the work of au-
thority. It is composed of the EBA's chairperson
and the heads of the 28 NSAs, where applicable
accompanied by a representative of the national
central bank, with observers from the Euro-
pean Commission, the ESRB, the ESMA and the
EIOPA, and one representative nominated by
the Supervisory Board of the ECB, (who is non-
voting). Iceland, Liechtenstein and Norway also
attending the Board of Supervisors’ meetings
as observers, representing non-EU countries of
the EEA.

During 2013 the Board of Supervisors met 10
times. Six of these meetings were physical
meetings (including the Board of Supervisors’
away day meeting) and four of them took place
via conference call.

Throughout 2013 the Board of Supervisors
adopted a significant number of decisions re-
quired by the EBA's founding regulation. As of
13 October 2013, and pursuant to the amended
Article 44 of the EBA regulation, the different
decisions entrusted to the Board of Supervi-
sors were adopted under the new voting modal-
ities, and a new IT voting tool was put in place to
assist with this development.

The conclusions of all Board of Supervisors’
meetings [physical meetings and conference
calls) were minuted and published on the EBA
webpage.

The election of the alternate chairperson took
place during the physical Board of Supervisors’
meeting of 1 July 2013. Mr Pedro Neves Duarte
was elected as alternate chairperson.

This year, the away day meeting took place on 11
and 12 July 2013 in Lisbon, and was hosted by
the Banco de Portugal.

Pursuant to the EBA's founding regulation, the
Management Board ensures that the EBA car-
ries out its mission and performs the tasks
assigned to it.

The Management Board is composed of six
members elected from the Board of Super-
visors by and from its members. The execu-
tive director and a representative of the Euro-
pean Commission participate in meetings of the
Management Board without the right to vote.

An election for the Management Board mem-
bers took place at the Board of Supervisors’
meeting of 1 July 2013 pursuant to the revised
Board of Supervisors’ rules of procedure. This
election took place by simple majority voting,
factoring in the new Board of Supervisors’ rules
of procedure amendments vis-a-vis the elec-
tion/composition of the Management Board
and ensuring that at least two non-participating
SSM Member States were represented on the
Management Board.

During 2013 the Management Board met seven
times. Five of these meetings were physical
meetings and two of them took place via confer-
ence call. The conclusions of the Management
Board meetings are minuted and published on
the EBA website.

Throughout 2013 the Management Board
adopted a significant number of decisions re-
quired by the EBA founding regulation.



Regulatory compliance
of guidelines and
recommendations

A reduction in the level of compliance by NCAs
with EBA guidelines and recommendations
was noted in 2013. Specifically, the following
were noted.

= With regard to EBA/GL/2013/01 on retail de-
posits subject to different outflows, the EBA
did not receive notification on compliance
from the Bwnrapcka HapogHa banka (Bul-
garian National Bank].

= With regard to EBA/GL/2013/02 on FX lend-
ing, the EBA did not receive notification on
compliance from the following NCAs: Bul-
garian National Bank; Kevrpwkn Tpaneza
tng Kunpou (Central Bank of Cyprus), Cy-
prus; Bundesanstalt fiir Finanzdienstleis-
tungsaufsicht (Federal Financial Super-
visory Authority), Germany; Finanssivalvonta
(Finnish Financial Supervisory Authority),
Finland; Autorité de Contréle Prudentiel et
de Résolution (Prudential Supervisory and
Resolution Authority), France; Tpaneza ng
EMadoc (Bank of Greece), Greece; Banca
d'ltalia (Bank of Italy), Italy; Lietuvos Bankas
(Bank of Lithuania), Lithuania; De Neder-
landsche Bank (National Bank of the Neth-
erlands), the Netherlands; Komisja Nadzoru
Finansowego (Polish Financial Supervision
Authority), Poland; and Banco de Portugal
(Bank of Portugal), Portugal.

Statistics on disclosure

In 2013 four formal requests for public access to
documents were lodged at the EBA pursuant to
Regulation (EC) No 1049/2001.

2013 ANNUAL REPORT

= With regard to EBA/REC/2013/01 on super-
visory oversight of activities related to banks’
participation in the Euribor panel, the Na-
tional Bank of the Netherlands has par-
tially complied, notifying the EBA that it will
not apply Article 10 of the recommendation,
which provides that NCAs should encourage
banks to be part of the Euribor panel.

= With regard to EBA/REC/2013/02 on the de-
velopment of recovery plans, the EBA did not
receive notification on compliance from the
following NCAs: the Bank of Italy; the Central
Bank of Cyprus; and the Bank of Portugal.
The Bank of Greece has partially complied,
notifying the EBA that the content of the re-
covery plans to be submitted initially by the
Greek banks is expected to be less detailed.
The Bank of Greece intends, however, to fully
comply in the future.

= With regard to EBA/REC/2013/03 on preser-
vation of core tier 1 capital, the Central Bank
of Cyprus has notified the EBA that it will not
comply, arguing that the objectives of the rec-
ommendation are achieved for Cypriot banks
with other measures.

= With regard to EBA/REC/2013/04 on AQGR,
the EBA did not receive notification on com-
pliance from the following NCAs: Hrvatska
Narodna Banka (Croatian National Bank],
Croatia; Central Bank of Cyprus; Finnish
Financial Supervisory Authority; Prudential
Supervisory and Resolution Authority; Bank
of Greece; Bank of Portugal; and Narodna
Banka Slovenska (National Bank of Slovakia),
Slovakia.
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