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1.LYUNRPRdAzOUA2Y

1.1 Background

1. The EBA is required, in cooperation with the ESRB, to initiate and coordidatéde stress
tests to assess the resilience of financial institutions to adverse market developments.

2. The objective of the EMide stress test is tgrovide supervisors, banks and other market
participants with a common analytical framework tonsistently compare and assetfe
resilience of EU banks and the EU banking system to staoakso challenge the capital position
of EU banksThe exercise is based on a commoathodologynternally consistenandrelevant
scenari@, and a set of teplatesthat capture starting point data and stress test results to allow
a rigorous assessment of the banks in the sample.

3. In particular it is designed to inform theSRERarried out bycompetent authorities The
disclosure of granular data onbankby-bank level is meant to facilitate market discipline and
also serves as a common ground on which competent authorities base their assessments.

1.2 Objectives of this note

4. This documentescribes the common methodology that defines how banks should lagdcu
the stress impact of the common scenarios aatithe same timesets constraints for their
bottom-up calculatiors. In addition to setting these requirementi aimsto providebanks with
adequate guidance and support fperforming the Ebvide stres test. This guidance does not
cover the quality assurance process or possible supervisory medbatesouldbe put in place
following the outcome of the stress test.

5. The templates used for collecting data from the barks well as for publicly disciog the
outcome of the exercis@re an integral part of this documen addition this document should
be read in conjunction with any additional guidance provided by the EBA on templates
methodology scenaris and processs

6. The note also lists comp&ny' i & 2 F 0 | ¢fpraviich hdNkR &r& réqiiided ty provide
additional information in accompanying documerfesg. on the methods applig¢ds input to
the quality assurancerocess A summary othe minimum information requirements in this
respectis provided in the annex.

13
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1.3 Key aspects

1.3.1 Sample of banks

7. The EUwide stress test exercise is carried out on a sample of banks covering broadly th@% of
banking sector ithe euro aregeachnon-euro areaEU Member State and Norway, as expressed
in termsof total consolidated assets as of end 808ince the Elide stress test is run at the
highest level of consolidation, lower representativeness is accepted for countrieswiitte
presence of subsidiaries of nalmmestic EU banks.

8. To be included in tasample banks have to have a minimum of EBIFbn in assets

9. The criteria chosen are designed to keep the focus dmoadcoverageof EU banking assets
andto capture the largest bankén particular, the EUBO bn materiality threshold is consistent
with the criterion used for inclusion in the sample of banks reporsimgervisory reportinglata
to the EBAas well asvith the SSM definition of a significant institution.

10.Competent authoritiecould at their discreion, request to includeadditional institutions in
their jurisdiction provided that they have a minimum of ELORbn in assets.

11.Bankssubject to mandatoryestructuringplans agreed by the European Commissionld be
included in the sample lgompetentauthoritiesif theywereassessetb be nearthe completion
of the plansBanks under restructuring are subject to the same methodology and assumptions
as other banks in the sample.

12.Thelist of participating banks is givenAmnexl.

1.3.2 Scope ofconsolidation

13.The exercise is run at the highest level of consolidation. The scope of consolidation is the
perimeter of the banking group as defined by the CRR/CRD.

14.Insurance activitiearethereforeexcludedirom the balance sheethe P&Land OCIInstitutions
may be permittedo not deduct the holdings of own funds instruments of an insuracm@pany
if this has been previously agreed with their competent authydsased on Articld9 of the CRR
T however, this cannot be appliedolelyfor the purpose othe EUwide stress testin casehe
contributions of insurance activitiese included in the balance she@®&L or OCI, thayeed to
be projected in line with the baseline and adverse scenario.

15.In case of major events having affectedthe scope of canBot G A 2y | YRk 2NJ G KS
before the launch of the exercise, banks may be allowed to usdopnaa data toreflectthese
major eventsn the caps and floorprescribedn the methodological noteThis will be the case
only for those P&L itemaffected by caps or floors based on historical informatiom endof-
year 2019 or the years beforeffor such constraints, banks may be allowed to usefg@roa
data if the event is in line with the scope of this section.

14
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16. Proforma data may be introduced for the year in which the event happened and for any
precedng year, depending on the amount of years of data needed for the calculation of the
constraint The adjustmentvill only be allowed fosingleevents resulting imn impact of more
than 12.5% n total assets

17.Banksare permittedto use preforma data only for a selected list of events that aomsidered
I FFSOGAY Iscapek@ codsbligationh @nd/or bask & (i Nsozthét das Bnancial
statements are no lager showing a representative view of the bank. The list is included below:

1 Mergers;

1 Acqusitions;

1 Spinroff of relevant business units;
9 Divestments

I Transfer of assets/liabilitiés

18.Competent authorities will present to the EBA a list of the relevant cadesve the materiality
thresholdbefore the first submission dat®©nly the cases in line with the scope of this section

will be considered, so thahe bank would be allowed to adjust the historical datadafculation
of the specificconstraintsin its submissions

19.If the event isrecognisedthe bank may be asked to submit a set of relevant information to the
competent authorityfor the calculation of the adjustment

20.No adjustment to historical constraints will permitted for the cases notproposed or not
recognised

1.3.3 Macroeconomic scenarios and rigkpe specific shocks

21.The exercise assessthe resilience of EWanks under a common macroeconomic baseline
scenaricanda commonadverse scenario. The scenarios cover the peoic2i020-2022.

1 A transfer of assets/liabilities is a legally relevant event (transfer) between two parties (transfer parties) according to
which one party (transferee) replaces another countemarty (8fmor) as the counterparty to a contractor a group
of contracts where (i) there is an institution participating in the ST (participating |nst|tut|on) such that either the
transferor or the transferee but not both are included in the participatingingtitu2 y Q&4 a4 021JS 2F 02y azft A
for the ST and where (ii) the transfer is reflected in the balance sheet(i.e. derecognition or recognition according to
applicable accounting principles) of that participating institution as reported for the scopensfolidation relevant
for the ST

15
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22 Theapplication of the market risk methodology is based on a common set of stressed market
parameters, calibrated from the macroeconomic scenario.

23.The credit risk methodology includegprescribedincreasen REAor securitgation exposures
as well as presidyed shocks to credit risk losses for sovereign exposures

1.3.4 Time horizon and reference date

24.The exercise is carried out on the basis of yead 2QA.9 figures and the scenarios will be
applied over a period d years from en®020to end 2022.

1.3.5 Regulatoryregimeand definition of capitd

25.Banks shall consideh¢ regulatory frameworkhat was brought into forceandapplicable as of
31 December2019. Thisincludes decisionsaken by competent authorities regarding the
application of the CRR/CRiiat were applicablebefore 1January2020. Banks are not required
to anticipate other changesto the regulatory framework.

26.The impact of the EMide stress test will be reported in terms of CET1 capitedddition, the
Tierl capital ratio and total capital rati@s well ashe leverage ratio, will be reported for every
year of the exercise.

27 Capital ratioshall be calculatedn a transitionabasis i.e.including transitional arrangements
according to the official schedyland on a fully loaded basi€apitalcomponents subject to
transitional arrangements are reported separately andl be publicly disclosed. National
discretionsincludedin the CRR/CRD applypless specified otherwise

28.The use of new internal models and modifications of existing internaletsds mandatory as
long as these are approvdyy the @mpetent authority by 31 December2019 In case banks
have implementedby 31 December 2018 new definition of defaulin application ofthe
Commission Delegated Regulation (EU) 2018/ant theEBAGuidelines on the application of
the definition of default under Article 17& the CRR the new definition should be used in the
stress test andan impact assessment of the new definition when compared to the previously

2 Commission Delegated Regulation (EU) 2018/171 of 19 October 2017 on supplementing Regulation (EU) No 575/2013
of the European Parliament and of the Council with regard to regulatory technical standards for the nitsiterial
threshold for credit obligations past due (OJ L 6.2.18,p.1)

3 EBA/GL/2016/07.

4 It should be noted that banks might implementthe new definition of deffariexposure classificaticimndependent of
its use in approved internal model§implementedfor exposure classification and used in the supervisory reporting
for the cutoff date, banks are expectedto use the new definition ofdefaultin the stagingofexposures inthe template
CSV_CR_SCEN and in the estimation of the respective credit risknmemt even if they have still not obtained
supervisory approval for the internal models used to calculate capital requirements.

16
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implemented shall be included ithhe explanatory notdi.e. change of each parameter due to
the implementation of the new definitiompon request by the competent authority

29 .Neither the rolfout of new internal models nomodificationsof existing internal modelafter
31DecembeR019,ortransitions between different regulatory treatmestiuring the stresgest
time horizon areto be consideredor the calculation othe REA

1.3.6 Hurdle rates

30.No hurdle ratesor capital thresholdsare defined for the purpose of the exerciddowever,
competent authorities will apply stress test results as an input toSRé&h line withthe EBA
Guidelines on common procedures and methodologies for the SRERupervisory stress
testing.®

1.3.7 Accountingand taxregime

31.All balance sheet and P&Lojections over the yeaiZ020-2022 shall be carried out on the basis
of the applicable accountinggimevalid on31 Decembe019.

32.Banks ar@ot required to anticipatetherchanges to the accounting and tax regimes that come
into effect after thelaunch of the exercise. The regimes that are valid as at the launch of the
exercise should be applied during every year of the time horizon of the stresstmseverfor
the purpose of the EWvide stress test, banks are asked to apply a common sintplifi® rate
of 30%.Historical values untiénd-2019 should be repdred based on the regimes that were
valid for the corresponding reporting dates, unless banks were required to restate their public
accounts.

1.3.8 Static balance sheet assumption

33.The Elwide stress test is conducted on the assumption of a static balance stsiet previous
exercisesThis assumption applies on a solo, -sobsolidated and consolidated basis for both
the baselineandthe adverse scenario. Assets and liabilities that maturamatise within the
time horizon of the exercise should be replaced with similar financial instruments in terms of
type, currency,credit quality at date of maturityand original maturity as at the start of the
exercise. No workout or cure @3assetsis asumed in the exercise. In particular, no capital
measures taken after the reference date Bécembef019 are to beassumed

34 Furthermore, in the exerciset is assumedhat banks maintain the same business mix and
model {n terms ofgeographicalange product strategies and operations) throughout the time

5 EBA/GL/2014/13
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horizon. With respect to the P&L reversiend coss, assumptions made by banks should be in
line with the constraints of zero growth and a stable business mix.

35.The static balance sheet assumption skiouklso be assumed for assets and liabilities
denominated in currencies other thattne domestic (reporting) currency i.e. assets and
liabilities remain fixed in the reporting currendythe euro is not the reporting currency, all
stock projections shodl be translated by applying the exchange rate a8ldbecembe019.
In particular FXeffects should not have an impact on the projectiorR&EAwith the exception
of the market risk methodologyConstraits regarding the impact oR&Litemsare definal in
section6.

36.There are noexemptions from the static balance sheet assumption. In particiilarso applies
to those institutions subject to mandatoryestructuring plans formally agreed with the
European Commission that are included in the sample at the request afdhgetentauthority
(see paragraphl). Similarlyany divestments, capital measures or othearisactions that were
not completed before 3DecembeR019, even if they were agreedpon before this date,
should not be taken into account in the projections.

37.Selectedcompleted capital measures, i.e. the raising, repayment or conversion of capital
instruments as well as significant lossealised between 1 January aBd March2020shallbe
reportedBelow the lin€bn a separate templateQSV_CAREAS and will be publicly disased.
Capital measures finalised duritigjs time may be includedn this template atny of the three
submission dates of the EBA stress téfsthe information provided by the bank has changed
after one of the first submissios, data in that template sbuld be amended in the next
submission as long as the issuance was fully completed B1tih¢archi2020 However, these
events will not have an impact on the stress tesfultin terms of capital ratios for the relevant

banks.

1.3.9 Approach

38.The approach of thexercise is a constrained botteap stress test i.e. banks are required to
project the impact of the defined scenarios lauesubject to strict constraintandto a thorough

review by competent authorities.

1.3.10 Risk coverage

39.The Elwide stress test iprimarily focused on the assessment of the impact of risk drivers on
the solvency of banks. Banks are required to stress the following common set of risks:

1 Credit riskincluding securitisations
1 Marketrisk CCRand CVA

1 Operatimal risk including condutrisk.
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40.In addition to the risks listed aboybanks areequiredto project the effect of the scenarios on
Nllandto stress P&L and capital items not coveredther risk types.

41.The risks arising from sovereign exposures are covered in aiskiand in market risk
depending on their accounting treatment

1.3.11 Process

42 The process for running the Bldde stress test involves close cooperation between the EBA,
the nationalcompetent authoritiesand the ECRas well as the ESRB

1 The adversenacroeconomicscenario and any risk type specificocks linked to the
scenario araleveloped by the ESRiBdthe ECB in close cooperation with competent
authorities, the EBAnd national central bankdn particular, the EBsupplies the
macroeconomic baseline scenari

1 The EBA coordinates thexercisg defines the common methodology as well the
minimum quality assurance guidanéer competent authoritiesand hosts a central
question and answefacility. The EBA acts as a data hub for the final dissemination of
the common exense. The EBA also provide®mmon descriptive statisticsto
competent authoritiesfor the purpose of consistency checksl 8 SR 2y
submissions

1 Competent authoritisare responsible for conveyirtg banksthe instructions orhow
to completethe exercise anébr receinng information directly from banksCompetent
authorities arealsoresponsible for the quality assurance proces®.g. for validating
0l y1 & @nd8&ress test results based on botteap calculatios, as well as for
reviewing the models applied by banks for this purpdSempetent authorities,inder
their responsibilies may also run the EWide stress test on samples beyond thee
usedfor the EUwide stress test, and may alsarry outadditional national stress tests.
They are also responsibldor the supervisory reaction functiorand for the
incorporation of the findings from the EWide exercise into the SREP

43.The esults of the Elvide stressteston a bankby-bank basis and ithe form of aggregated
analyses and reportgrepublished by the EBdsingcommon disclosure templates
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1.3.12 Overview of the methodology by risk type

Tablel: Overview otthe methodology by risk type

Section Scope Impact on P&L and OCI Impact onREA Key constraints

Credit risk P&L: amortised cost; sovereign positons . I Y1 4Q AYGSNY I f séd2 CRR requirements based on stressed PL Norelease of accumulated provisions for
included; CCR and fair value positior point-in-time  PD and LGD parameter: and LGD parameters S3 exposurepermitted
excluded and grade migration reflecting the

losses ofnitially performing Prescribed stressed risk weights applied The coverage ratio fd8lassets cannot

REA: CRR_ scope for credit risk _including exposuresentering into S3as well as to securitisation positions decrease
Sic.l:.';t :]sat.lr?;sae%CR and fair value the losses linked to initially S1 No cures fromS3assetsi.e. no transitions
positions  Inclu exposuresthat enter into 2 and from S31to0 S2 or S1

become subject to lifetime ECL
REA floorecht 2019 value (separately by

Additionalimpactt for initially S3 regulatory approach)
defaulted assets based on worsening
LGD REA for securitisations flooreat restated
2019 valueseparately foreach
Additional impactt for initially S2assets securitisation approach
based on worsening LGD and lifetime
PD

Prescribed loss parameters for sovereigr
exposures
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Section

Market risk, CCR and
CVA

Scope

P&L: FVPL, FVOCI, FVO, hedgeunting
portfolios; sovereign  positions
included; CCR exposures, positiol
subject to CVA accounting

REA: CRR scope for market risk and CV

Impact on P&L and OCI

L hy1aQ 2 g yiorcibidre 8nleds ;
for their positions held with a trading
intent

CA banks:full revaluation to all asset
categories withfull or partial fair value
measurement under |FRS

TE banksrevaluation of all assets and
liabilities with a full or partial fair value
behaviour except items held with ¢
trading intent and their related
hedges

Special treatment for L2 and L
instumens to take into account
modelling uncertainty

Default of the two most vulnerable of the
10 largest stressed CCR exposures
of stressed collateral.

Impact onREA

Constant for STA approaches

VaR constant in the baseline and replace
by SVaR in the adverse

Stressed IR&nd CVA capital
requirements

APR constant in the baseline and scaled
the adverse

EUROPEAN
BANKING

AUTHORITY

Key constraints

No impact for the baseline scenario

Prescribed simplified approach folE
banks: 0.20% of the sum of the FV
assets and liabilities (net of economi
hedges)

Simplified @proach serves as floor for the
impact of the comprehensive
approach

NTI baseline values prescribed as t
minimum of the averages across th
last 2, 3, and 5 years (the-y&ar
average floored at 0)

CAbylaQ 26y LINGHeBtS
revenues cappedt the larger of75%
of client revenues and 75% loéseline
NTI

REA for IRC and CVA flooetdhe
increase for IRB REA
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Section Scope Impact on P&L and OCI

NIl P&LallA y i SNBaAGmSE NYAY . Iy 1Nl Qrojectons based on the NA
paying positions across all accountin repricing replacement  of
categories portfolio

Separate projections for margin and

reference rates

Impact onREA

EUROPEAN
BANKING

AUTHORITY

Key constraints

NIl cannot increase under the adver:
scenario

Under the adverse scenario, assumptiol
cannot lead (at group level) to a
AYONBIF &S Ay GKS
with  the 2019 value before
considering the impact of the increas
of provisions for nofperforming
exposures on interest income

Under the adverse scenario, banks a
required to project income on nen
performing exposures net o0
provisions, subject to a cap on th
applicabé EIR

Under the baseline scenario, banks a
required at a minimum to reflect &
proportion of the changes in the
sovereign bond spread of the countr
of exposure in the margin componen
of the ER of their repriced liabilities

Under the adverse smario, the margin
paid on liabilities cannot increase le:
than the highest amount between
proportion of the increase in the
sovereign spread and thaof an
idiosyncratic component

The increase of the margin on repriced
assets is cappedta proportion of
the increase in sovereign spreads
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Section Scope Impact on P&L and OCI Impact onREA Key constraints
Conduct risk and other P&L:impactof potential future losses .lhyl1aQ 26y SadAYld. . |yl aQ @aieny forthdBNAS basic Losses from new conduct risk events are
operational risks arising from conduct risk and other approach and standard approach subject to a floor, computed in the

Specific approach based gualitative

operational risks . - .
guidance and additional reporting

baseline scenario as the average of
the historical conduct risk losses

REA: CRR scope for operational risk requirements for material conduct reported by the bank during the
events 2015-2019 period for nonmaterial
Losses calculated as a function of gross events only. A more consewative
eamings (the relevant indicator) as a floor in the adverse scenario is
fal-back approach in case banks are achieved by applying a stress
unable to provide historical data multiplier to the average

Other operational risk losses are subject
to a floor computed in the baseline
scenario as the average of the
historical lossesluring the2015-2019
period times a multiplier. A more
conservative floor in the adverse
scenario is achieved by applying a
stress multiplier to the average

Capital requirements for operational risk
cannot fall below the 208 value
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Section

Nortinterest income,
expenses and
capital

Scope Impact on P&L and OCI Impact onREA
P&L and capital items not in scope ofrisk . | y1aQ 26y SaiGAYl I NA
types or NIl constraints for specific P&L items

Market risk methodology and
macroeconomic shocks applied for
nonfinancial assets and deéd
benefit pension plans

EUROPEAN
BANKING

AUTHORITY

Key constraints

Dividend incomeNFChlnd theshareof the
profit of investments in subsidiaries
joint ventures and associates outsid
the scope of consolidation cannc
exceed the 209 levelin the baseline,
while a minimum reduction of net
income from each item compare(
with 2019 is prescribed for the
cumulative projections in the advers
scenario

Other remaining administrative expense
remaining other operating expense:
depreciation and other provisions or
reversals of provisionscannot fall
below the 20D value, unless ar
adjustment for oneoffs is permitted.
Oneoff adjustments are subject to ¢
threshold of S5bps 02019 REA

Common tax rate of 30% applied

No P&L contribution for redised gains or
losses, derecognition, goodwill, F
effects

Other operating income capped at th
2019 value Operating leasing income
is subject to aminimum reduction of
10% compared with 2019in the
adverse scenario

For dividends paichay-out ratio based on
publicly declared dividend policies. I
no policy is available, the payut
ratio in the baseline is the maximum
of 30% and the median of the payt
ratios in profitable years 2@2019;
in the adverse, the same paput
ratio as in the baselinecenario shall
be assumed (0 accepted years in
which a bank isnaking losses
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2.1 Overview

44 Banks are required to translate the credit risk impact of the macroeconomic scenarios on both
the capital availabla i.e. via impairments and thus the P&L and the REA for positions
exposed to riskstemming from the default of counterparties. Banks are rieggito make use
of their models considering a number of conservative constraints.

45.The estimation of credit impairments requires the use of statistical methods and includes the
following main steps(i) estimating starting values of the risk parameters, (ii) estimating the
impact of the scenarios on the risk parameters, and (iii) computing changes in the stock of
provisions that will drive the P&L impact.

46.Banks argequiredto forecast credit impaiments resulting from the materialisation of two
separate scenarios (baseline and adverse) on the basis of91RRSprescribed in the
methodology laid down in this sectiamless they are subject to nGAAEonsidering the wide
range of practices used byabks for the implementation of IFRSBox1 below lists a number
of key assumptions to be used in the context of the stress test exercise.

Box1: Summary of key assumptions for projection under #FRS

A The projecion of provisions is based on a single scenario in each macroeconomic sg
(baseline and adversg)dragraphl29).

A Perfect foresight on macroeoomic projections is assumed, i.e. banks should assumg
subsequent path of a variable to be known in line with the scenario for the remaining lifg
and possible workout period of the exposure (paragrapg.

A For S1 and S2 exposures, and for the purpose of estimating the respective ECL after th
the scenario horizon, the adverse scenario credit risk parameters (i.e. stage tra
probabilities and the corresponding loss rates across stages) are assamsyert to the 2022

6 |n this casethe requirements stated under AnnaA shall be adhered to.
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baseline credit risk parameters. A lineayé&ar reversion is assumed. For S1 and S2 expoq
the baseline credit risk parameters are assumed to stay flat d@fierend of the scenari
horizon(paragrapt24).

A For S3 exposures, both the adverse and the baseline credit risk parameters assum
profile for the macroeconomic variables after the end of the scenario horizoagpaphl23).

A A common definition of S3 assets asfu@rforming exposuresapplied for the starting poin
and for the projections (paragraf®).

47 For the estimation of REA, bark® required toadhere to regulatory requirements based on
stressed regulatory risk parameters (sectiab).

48.For securitisation exposures, banks are rieggito project specific credit risk adjustments based
on the risk parameters of the underlying pool. For the estimation of RERed risk weight
increase will be applied to the different credit quality steps (sec#0p.

49. I y1a4Q LINB2SOGA2ya | NB adzoBo0i (2 GKS 02yaidNt

Box2Y {dzYYI NB 2F GKS O2yaidNI}AyiGa 2y olylaQ LNRe2S

A No cures from S3 exposures agermitted (paragrapi®0), i.e. the only acceptable transitio
are from stagd. to stage?, stage2 tostagel, stagel tostage3 orstage? tostages.

A No release of accumulated provisions for any giveax@®sure is permitted over the scena
horizon (paragrapth4?2).

A The coverage ratio for S1 exposurése. ratio of provisions to exposure) cannot dease ovel
the time horizon of the exercise (paragralBi).

A The end2019 level of REA serves as a floor for the total REA fedefamlted and dedulted
exposures in the baseline and adverse scenarios. This if@plied separately to overg
aggregate IRB and STA portfolios (parag i)

A For securitisation exposures, thestatedend-2019 level of REA serves as a floor for the t
risk exposures separately for SIRBA, SEEA, SEERBA and SHEA (paragraph85).

7 For banks not subject to IFBShis applies to all performing exposures.

26



) AUTHORITY

%
2020 EUWIDE STRESS TESIETHODOLOGICAL NOTE jﬁ P
I

2.2 Scope

50.For the estimation of the P&L impact, the scope of this section covers all counterparties (e.g.
sovereigns, institutions, financial and ninancial firms, and households) and all positions
(including orbalance ad offbalance positions) exposed to risks stemming from the default of
a counterparty, except for exposures subject to CCR and fair value positions (FVOCI and FVPL)
which are subject to the market risk approach for the estimation of the P&L effect @ughr
capital, via OCI, for FVOCI) as stated in se&idtor the avoidance of doubt, FVOCI and FVPL
positions are excluded from the estimation of credit risk losses.

51.Hedgeaccounting hedges related to positions within the scope of this section can bhidewts
only to the extent that they are already reflected in CRM or substitution effects as of the
reference dae. Additionally, they should also be treated as explained in se@&i@n

52.Conversely, the estimation of REA follows the CRR/CRD definition of credit risk. Therefore,
exposures subject to CCR and fair value positions (FVOCI and FVPL) are to be included.

53.Specific requirements for securitisation positions separately covered in sectich7.

54.The methodology described in this section also applies to the capital charge for IRC (see
section3.7).

2.3 Highlevel assumptions and definitions
55.The credit risk methodology for the 2020 exercise takes the following approach at a high level:

1 The exposure transitions between tkieree impairment stages defined in IFR8eed
to be projected for each year.

1 For exposures in S2 and S3, banks are expected to provide stressed lifetime expected
loss rates.

9 The ECL calculation for &&d S2 is performed based on the impairment stage veher
the exposures are at the end of each year, incorporating forweoking risk
parameters (i.e. parameters estimated for the next year).

T ¢KS 9/ OFLtOdA L GAZ2Yy F2N) {o SELR&dANBE Aa
parameters.

1 A perfect foresighapproach is adopted for the calculation of LGD/LR and lifetime ECL,
whereby the full macroeconomic scenarios should be treated as known when

calculating expected credit losses.

27



EUROPEAN
2020EUWIDE STRESS TESTETHODOLOGICAL NOTE ; BANKING

AUTHORITY

2.3.1 Definitions

56.Banksare required toprovide starting point values as 8f Decenber2019 and projected
figures, split between S1, S2 and S3 exposures, as per th@ tEgBation:

1 Silexposures are, as stated in IFR&5.5, those whose credit risk has not increased
significantly since initial recognition at the reporting date d&mdwhich an entityshall
measure the loss allowance at an amount equal tarighth expected credit losses.

1 S2exposures are those whose credit risk has increased significantly since initial
recognition at the reporting date and for which the ent#lyallmeasure loss allowance
at an amount equal to the lifetime expected credit losses while the exposure does not
meet the definition of S3. Bankse required toproject significant increase in credit
risk in line with their accounting approaches, i.e. appé/ 82 classification criteria used
in their IFRS models. However, for the purpose of the stress test projections banks
are alsorequired toassume, without prejudice to other triggers, that S1 exposures
which experience a threefold increa%eof lifetime PD (as defined under IFRS
compared with the corresponding value at initial recognition undergo an SICR and
hence become S2. If lifetime PDs for an exposure are unavailable, banks may apply a 1
year PD as a proxy, e.g. a threefold increasé'B- (as definedin paragrapt84)
comparedwith the corresponding value of forwaildoking!® TR-2at initial recognition
could instead be usedsaa backstop for S2. For the purpose of the stress test, an
instrument may be considered to be of low credit risk in a particular tyeathe stress
test if the instrument's TRE(t) for that year is less than 0.30%. Instruments which are
of low credit isk may be exempted from the classification as S2. For the avoidance of
doubt, banks should in general use their own accounting practices where these lead to
more conservative results for SICR in the stress test. Baakequired toprovide in

8 These definitions are applicable for the reportlng ofexposures during the period from be gi2@2@jto end2022.For
the historical information listed iffable4, i KS o6 y1a4Q AYyUiSNYyl+t RSFAYyAGAZYya 27
practice, this means that the template should be filled in with a different split of exposure by IFRS 9 stage at the end
2T H n mdgintérdal définiiicRs based on accounting practices) and at the beginning of 2020 (stress test
definitions).However, if the bank@nternal definitionsare more conservative thathe stress test definitionshe
bankLinternal definitions applalso at the beginning of 2020 and during the projectidn any case, the total
exposure and breakdown by country and asset class shall remain the same in both periods.

9 Increase of 200%, i.e. (1+200%) * initial PD.
10 Forwardlooking in this case is meantto accdtor expected movements of TRduring the lifetime of an exposure
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the explaratory notea description of their internally applied S2 definition and of how
the low credit risk exemption was implementéal the stress testln this note, banks
arealsorequired tocomment on how the definitions applied for the stress test differ
from internally used criteria for the SICR and in particular the low credit risk exemption.

T S3SELR&dzNBA | NB (K2aS F2N) 6KAOK SEAaGAy3a S
0KS SadAYl G§SR Tdzi d2NB Ol aK -iffaiedfidadal asset LIS NJ (0 K
in AppendixA of the IFRS regulation. For the avoidance of doubt, all uerforming
exposures as per EBA Implementing Technical Staridldedaulted exposures as per
Article178 of the CRR, or impaired exposures as per the applicable accaostatioigrd
shall be classified as $8 1 January 2020 and fdhe stress test horizon. In the
explanatory note, bankare required tocomment on how this definition differs from
their internally applied criteria for S3 exposure.

1 For the remainder of the document, performing exposure refers to the sum of S1 and
S2 exposures, and ngrerforming exposure refers to S3. For the avoidance of doubt,
non-performing exposures should not be reported as S1 ocorS2 January 2020 and
for the projected periods

57 Performing exposure (Expg the performingexposure calculated for exposures in the scope of
the credit risk stress test impairment framework according to parag&pand to which the
stage 1 and 2 definitions of paragrapb are applicablet? This exposure shall be the one
relevant for the calculation of accounting credit risk impairment in the template CSV_CR_SCEN,
but shall be reporteavith the same logic as COREHM.he exposurshall be reported afteCRM
substitution effect$® andaccounting CC&nd shall be allocated in line with COREP exposure
classes? As a reference for the exposure definition, a link to COREP is provided below. However,
some differences to the COREP figures are expected dtieetllowing (i) different scope
(paragraphbQ); and (ii)different exposureamount due to a differentCCRused by banksfor
accounting purposégs If materially different from the COREP figures, Ksaare required to
explain the differences in the explanatory note.

1 For IRB portfolios, banks should consider, as a reference, the definition of caltnn
6 WSELR A&adINB @I f dzS ORBL, il remifveNdogeiowrng exposutes. S/ w

11 https:/iwww.eba.europa.eu/documents/10180/449824/EBAS2013
03+Final+draft+ITS+on+Forbearance+and+prforming+exposures.pdf

12 Nonperforming exposures shall be reported separately.
13 see paragraphb.
14 The exposure shall be netof writfs for the historical periods.
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1 For STA portfas, banks should consider, as a reference, a-g& equivalent of
coumnmmn oWy Si SELRAINSE I FIiORY DS AR K8 & F A O dzd
per COREP table CR SA. Since provisions have already been deducted3@au@R
SA), they need tbe added to the exposure.

58.Expis further split intoof which: S1 (Exp Sand of which: S2 (Exp SBPased on classification
T as either S1 or 2 of the exposure adefined inparagraphb6. Expshould equal the sum of
S1 (Exp SBndS2 (Exp S2).

59.51S2 flow (S4S2 Flow)measures the amount of exposures trate S2 at the end of a given
year out of those that were S1 at the beging of the year

60.S3 flow (SXS3 Flowd® measures the amount of exposures that entered into S3 during a given
year out of those that were performing (S1 or S2) athkginningof the year. It includes all S3
events that occur during a yedfor both thehistorical and projected periodsxposures that
enter into S3 several times &ngiven yeaare tobe reported once. The projected values will be
computed based on the methodology stated in this section.

61.S3 flow (63 Flow)s further split intoS3 flowS1to S3 (S$3 FlowndS3 flow S2 to S3 (S2
S3 Flowhased on classification as either S1 or S2 of the exposure at the beginning of the
year. S3 flow (S%63 Flow) equalthe sum of S3 flow from S1 (SB Flow) and S3 flow from S2
(S2S3 Flow).

62.52851 flow (S2S1 flow)measures the amount of exposures tleate Slat the end ofa given year
out of those that were S2 at theeginningof the year.

63.Non-performing exposure (Exp S@fers to S3 exposure aft€@RM andubstitution effects and
after accouning CCFExp S3 definition is analogous to paragragland has to be applied to
exposures in the scope of the credit risk stress test impairment fraonke according to
paragraph50 and the stage 3 definition according to paragraph S3 exposures shall be
allocated to each asset class in line with Article aflthe CRR S

15 The memorandum &m PD PiT (%) in the CSV_CR_SCEN templats tieo83 flows as a percentage of the beginning
of-year performing exposure stock.

6g9ELIRAadzNE Ay RSTl dzf 16 dzy RSNJ G KS {¢! akKlFff 68 NBLRNISR |

Q(
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64.Exp S3sfurther split into:

1 Existing S3 exposures at the beginning of the exerEigp QOld SB this is the initial
stock of S3 exposures at the beginning of the exercise, i.e. as of 1 January 2020.

1 Cumulative New S3 exposursigicethe beginning of the stress test horizo@ymul
New Exp SR this is the sum of SX3 flows since the beginning thfe stress test
horizon, i.e. 1 January 2020).

65C2NJ SEIl YL S & OdmNBa FNRY {o IINB y28G G2 0
Cumulative New S3 exposuré&aufmul New Exp §at the end of 2021 should be the sum of the
SXS3 flow during 2020 and th&XxS3 flow during 2021. The total stock of S3 exposures at the
end of 2021lis therefore the sum of the existing S3 exposures at the beginning of the exercise
(Exp OIld SBand the Cumulative New S3 exposur@ariul New Exp Jat the end of 2021.

66.Funded cdlateral (capped)overs all funded collateral, including real estate property, that is
available to cover the performing exposure (Exp) or-performing exposure (Exp S3) as
RSTAYSR | 020S®d hyté /[/wwk/ w5 SftAIAolatSal @2fF € G S
collateral is assigned to several debtors) is to be reported. No regulatory haircuts should be
applied, but the value of collateral should be adjusted by haircuts applied for accounting
purposesh Y G KS ol y1aQ AydSNFang). Colatérad ks to bexapped & T LINE
the exposure level, which means that, at the exposure level, collateral cannot be higher than
the corresponding exposure. All CRR/CRD eligible collateedisbe reported regardless of the
credit risk mitigationapproach or regulatory own funds requirement calculation approach.
Banks are required to provide in the explanatory note detailed information on how the collateral
values have been determined and how often appraisals are refreshed. Provisions on IFRS 9
exposures should be calculated based on internal definitions of the collateral available while
REA should be calculated taking into account the regulatory treatment of collateral.

67.Banks are required to reporhe LTV ratiofor selected real estate related eagure classés
(see templateCSV_ CR_SAEN I & (G KS SELRadNBngSAIKIESR | gSNI 3
The LTV ratio at loan level is givendxposure divided by real estate collateral value. Exposure

7Lw. a{ SOdzNBIRG $ eLINBLIENIB&EE | yR {¢! a{SOdzNBR o6& Y2NI3IFIASa 2y
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follows the definitions given in paragraph7 and 63. Real estate collateral values follawe
definition in paragrapl68.

68.Real estate collateral (available) covers all funded real estate collateral that is available to cover
S1 exposures ¥p S1), S2 exposures (Exp S2) or-paoforming exposures (Exp S3). Only
CRR/CRD eligibteal estateO2 f f G SN} f | yR 2yfé& GKS olyl1Qa a
assigned to several debtors) is to be reported. No regulatory haircuts should beda it the
collateral value should reflect the evolution of real estate prices in the respective
macroeconomiscenaricandhaircuts applied for accounting purposes (if aty)

69.Thehistorical values of th&tock of provisiongProv Stockare the stock figures as of the end
of the year in accordance with the accounting framework to which the reporting entity is
subject. This value should be in line withe closing balances of allowances frdfiINREP
template12column 1000 Wa 2 S Y S wwad yxO5al ff YR LINPQ@AAAZ2Y A F2NJ
by Of which: nonperforming assets (Prov Stock S8)d Of which: performing assets (Prov
Stock Perf)which is also further split int®f which: S1 (Prov Stock SAnd Of which: S2 (Prov
Stock S2)

70.Prov StockS3is the sum ofProv SXS3andProv old S3n each historical period and the sum of
CumulProv SXS3andProv old S3n the projection horizon

71.Provisions new S3 (Prov $53)are the accounting stock figureghich are allocatedht the end
of the year to the S3 exposures that were S1 or &2he beginning of the yeaand are S3 at
the end of the yearProvisions new SPfov SXS3arethe sum of Provisions S1 to $3dqv S1
S3 and Provision S2 to SBrév S253. The historical values &frov SXS3shall be net of write
offs and shall include the provisions allocated to exposurewly originatedduring the year
which are S3 at the end of the year.

72.Cumulative provisions new SBrév Cumul S63 arethe sum of Provisions new S3 (Prov SX
S3 since the beginning of the exercise (i.e. since 1 January 2020).

73.Provisions S1to SProv S1S] reflects the S1 provisions for assets thaginand end theyear
in S1. It reflects, for example, changes in ECL due to macroeconomic scenario chaatjeg or r
migrations. Like for the other provisions of performing exposures that stay within the same stage
during theyeart (Prov S2Z52), provisions are calculated based on an underlying exposure that is
already adjusted for exposures that transition to otlséages.

18 The denominatomofthe LTV ratidliffers from the definition of funded collateral froparagraph66as the LTV shall
include only real estate collateral
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74 Provisions S1to S2 (Prov-S2)reflects the S2 provisions on exposures that beginyieras
S1 assets and migrate to $2thus becoming subject to a lifetime ECL with perfect foresight.

75.Provisions S1to S3 (Prov-SB)reflects the S3 provishs on exposures that begin tiyearas
S1 assets and migrate to $3thus becoming subject to a lifetime ECL with perfect foresight.

76.Cumulative provisions S1to S3 (Prov CumwSR)reflects the sum of Provisions S1 to S3 (Prov
S1S3) since the beginnirgf the exercise.

77 Provisions S2to S1 (Prov-S2)reflects the S1 provisions on exposures that beginyieras
S2 and migrate to S1.

78.Provisions S2to S3 (Prov-S3)reflects the S3 provisions on exposures that beginyidwras
S2 and migrate to S3.

79.Cumulative provisions S2 to S3 (Prov CumwuiSreflects the sum of Provisions S2 to S3 (Prov
S2S3) since the beginning of the exercise.

80.Provisions S2 to S2 (Prov-S2)reflects the S2 provisions on exposures thaginand end the
yearin S2 (regardiss of the stage they end up eventually during their lifetime). As such,
provisions for exposures transitioning to another stage withinytbart are reflected in other
Gt NB@é¢ AGSY&a |yR GKS dzyRSNI éAy3 -S8islbieriodzNSE  F 2 N
adjusted for those exposures. In line wigaragraphl23 banks are required to reflect the full
impact of the scenario (with perfect foresight) on the calculatblifetime ECL on S2 exposures.
ECL on S2 assatsay change afterward®nly if, during the stress test horizorexposures
mature, amortise or migrate to S3 or S1.

81.The projectedProvisions old S3 (Prov old S8jlects the provisions on S3 assets already existing
at the beginning of the stress test exercise (i.e. related to Exp Old S3). The historical values of
Prov old S@orrespond to the accounting stock figureet of writeoffst®, which are allocated,
atthe end of the yegtto the S3 exposures that were already&3he beginning of the year.

82.Cure ratesare not observed values but forecast values affecting LGD estimation in 2019 and in
the projected periodacross both scenario¥Vhile the impact of cure®r reducing projected S3
exposuresare not considered for the purpose of this exercise, assumed cure rates are an
important component of the LGD estimations. In doing so, banks are required to model cure
rates when estimating PDs and LGDs, and report timettme template CSV_CR_SCEN according

191n case of partial or total writeff reducing the stock of provisions that were existing at the beginning of the historical
year, the stock of provisions at the end of the historical year dteatieduced for the respective writeff amount
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to the definitions below in a manner that is consistent with the prescribed definitions of each of
the stages and LGD. This applies for projections, as well as actual and historical data. If a bank
does not explicitlgalculate cure rates because of its methodological approach,dbegt need

to be reportedin the template but the bank is required to outline its calculations of each LGD in
more detail in the explanatory not&€ure Ratet] is the component of the LGL) calculation

that corresponds to the assumptions made for the cumulative proportion of existing or
projected S3 exposures that cure (through repayments) with zero loss in all years following year
t. This depends on the characteristics of the loansragti.

83.Cure Rate(t) isthe average cure rate during a determined period of time (workout period), for
Si exposures reaching S3 within yéafFhe cure rate should be calculated over a determined
period of time (workout period) during which the 88posures may return to performing status,
which may vary per asset class. For example, Curé-Rgteefers to the cure rate of exposures
that were in S1 at the beginning of the yeand reached S®ithin yeart.

84 .Point-in-time risk parametersare the forwardlooking projections of the thonth transitions
between each of the three stages and the associated loss rates. Transition rates (TR) denote the
probability of moving between the stages (S1, S2 or S3) within 12 months. LGD refers to
projected losses associated with possible S3 events. For the lifetime horizon (denoted by a
subscript LT), loss rates (LR) have to be reportedtaydefer to the expected credit losses due
to stage 3 events expected over the lifetime of the exposures. For gheathe total exposure
in S2 multiplied by UR2-2should give the lifetime expected credit losses required. Superscripts
indicate the applicable transition in that year (e.g3 indicates that the parameter refers to S1
to S3 transitions in yed):

1 TR-3referstothe probability of an exposure starting the year in S1 and transitioning at
some point in time during the year to S3. The loss rate associated with the exposure
that transitions from S1 to S3LU&GD-3.

1 TR-3referstothe probability of an gosure starting the yearin S2 and transitioning at
some point in time during the year to S3. The loss rate associated with the exposure
that transitions from S2 to S3LUGE2.

1 TR-2refersto the probability of an exposure starting the year in S1 awthgnn S2.
1 TR-refersto the probability of an exposure starting the year in S2 and ending in S1.

1 LRLT?refersto the lifetime expected loss rate of those exposures biegiinthe year
in S1 and end it in SZhis parameter shall apply to the exposwat the end of the year

(i.e. after transitions) and shall be forwalabking (i.e. consider macroeconomic
conditions from the end of the year until the lifetime of underlying exposures).
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1 LRL¥?referstothe lifetime expected loss rate for all exposures tieginand end the
year in S2 regardless tie stage they end up eventually during their lifetimehis
parameter shall apply to the exposure atthe end of the year (i.e. after transitmms)
shall be forwardooking (i.e. consider macroeconomic conditions from the end of the
year until the lifetime of underlying exposures).

1 LRL¥3refersto the lifetime expected loss associated with all exposures that are in S3
at the beginning of the exXDA &S 6 G2t R {ob0U® C2NJ G§KS | @24
this loss ratésapplied to the same amount of S3 exposure, i.e. to the stock of S3 in the
beginning of the exercise (1 January 2020). Note that S3 exposures cannot transition to
anotherstag®d SOl dz&aS 2F G KS Wy2 OdzNBQ O2yaid NI Ay«

85.The following requirements apply to TR, LGD and LR used for the projection of impairments:

1 Since they are reported at a portfolio levehchTRis anexposureweighted average,
andeachLGD and LRaTR * exposuraveighted average. The aggregation of the LGD
for impairment purposes in the template CSV_CR_SCEN will therefore be different from
the aggregation of LGDreg in the template CSV_CR_REA as the lattetfal@OREP
instructions (i.e. weighted only by the gosure at default).

1 Al TR, LGD and LR used for forecasting impairnae{oint in time (pit) parameters
which capture current trends in the business cycle. In contrast to the regulatory PD and
LGD parameters, they are required for all portfolios, incigdSTA and-FRB. They may
include portfolio improvement effects where banks calculate risk parameters at a rating
class level. Banks for which projected credit risk parameters are affected by portfolio
improvement effects may be asked by the competerttexityto report the exposures
and default probability per rating class.

1 LGDsand LRBouldtake collateral into account. The developmenithese parameters
is affected by grade migrations and such an efégettobe addressed in the estimation.

20 Exposuralefined in paragraph?.
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1 Although TR, LGD and LR are reported together with-penforming and expected
credit loss amounts within the projected year, thegfer to exposures as of the

beginning of the year.

86.Average maturity refers to the performing exposuraeighted residual maturity fothe
exposures included in the asset class reported. This field gedeihe remaining contractual
period until the expiration date of the exposure,ostid be the same maturity used in the IFRS
9 projections and stuld not be confused with the period dime until the loan is repriced. The
calculation of this field shuld not consider assets that do not have a defined matutitif.a
ALISOATFTAO FaasSid Oflaa Aa SyGaANBfe O2YLRAaSR
YI GdzNR G &é FA Jdd id forthogedrss® clagsedifor @h&h rib &redit risk benchmarks
are availablé2 and should be calculated on a best effort basis for the remaining. See
section2.3.2for further detail on the treatment of residual maturity under a static balance sheet
assumption.

87.Exposure valueefers tothe exposure serving as the basis for computation of REA, accdoding
COREP definitions, as set out in Artidié of the CRR (for the STA portfolio) and Artit&&

168 of the CRR (for the IRB portfolio).

88.Regulatory risk parameters (PDreg and LGDregfer to those parameters used for the
calculation of capital requiraents for defaulted and nedefaulted assets as prescribed by the

CRR (i.e. LGDreg should be reported exposauighted).

89.ELregs the EL based on regulatory risk parameters following the prescriptions of the CRR/CRD
for defaulted and nordefaulted IRB exgsures.

21 |fanassetclassincludesproductswithout contractual maturity, the aearegurity shall be calculated without taking
into consideration the assets that do not have defined maturity

22 No credit risk benchmarks are availaldethe IRB portfolio2 ¥ W/ Sy (i EiuityQBetuyitisatidiand Wher
non-credit obligationl & & S (i #or&thelSYARportfolioonf W/ Sy (i NI Publiclsgtlorbe fifie® Wultilateral
Development Bank@4hternational Organisatior@4tems associated with particularly high ridiovered bond®
ElaimQEIWEquityQBecuritisatiodand ®ther exposureQ ¢
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2.3.2 Static balance sheet assumption

90.According to the static balance sheet assumption, banks are not permitted to replace S3
exposures. New S3 exposures are moved into the stock of S3 exposures, reducing the stock of
S1 and/or S2 and keeping the totalmsure at a constant level. Furthermore, for the purpose
of calculating exposures, it is assumed that no cures from S3, ch#sger write-offs should
take place within the ear horizon of the exerciss.

91.Within the credit risk framework, and for theurpose of calculating the credit REA, the initial
residual maturity is kept constant for all assets. For example,-ge&0 bond with residual
maturity of 5 years at the start of the exercise is supposed to keep the same residual maturity
of 5 years throghout the exercise if it matures or amortises during the stress test horizon it
has to be replaced with a bond having the same residual maturity and credit risk characteristics.
It should be noted that the constant residual maturity applies, in particuta the maturity
factor used in ARB, but alsthe favourable risk weights for sheterm exposuresn STA

92 For the purposes of calculating impairments over the 3 years of the scenario, the assumption of
a constant balance sheet is also hdltlus, ifassets mature or amortise during the stress horizon
they have to be replaced with assets with the same credit risk characteristics (includirgy IFRS
or NnGAAP stage classification) and residual maturity to keep the balance sheet stable.

93.Consistent with thestatic balance sheet assumption, credit exposure changes result only from
yearly S1, S2 or S3 exposure flows. Market value fluctuations have no impact on the exposure
and, in particular, cannot decrease the exposure. In addition, fair value effects alallno
impact on exposure and REA. This includes changes in the FX rate.

2.3.3 Asset classes

94 For the purpose of this stress test, banks are required to report their exposures using the asset
classespecified inTable2 andTable3, which are based on the exposure classes for IRB and STA
exposures in the CRR (see Artidl@2 and 147 of the CRR) reported in COREP. Competent
authorities can require participating banksreport additional breakdowns for exposures where
they see significant risk3.able2 and Table3 show inbold textthe original COREP categories.

95.The initial segmentation should consider tin@nsfer of exposures to other asset classes through
credit risk mitigation techniques (substitution apprddcThis transfer has to be performed in

23 This is not to be confused with the inclusion of assumptions on future cure rates andaffdta the generation of
LGD parameters, which are implicitly assumed, where applicable.
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line with the asset classes givenTiable2 and Table3 and the exposure should be reported in
asset classes after substitution. For the remainder of se@j@ny definitions and calculations
need tobe consistent with this approach. For instance, default and loss rates, aswell as TR, LGD
and LR estimationsare required tobe calculated and estimated taking into account the
substitution of the risk to different counterparty.

96.The initial segmentation shall not change for the reporting of the projections (e.g. changes in
the value of collateral or the increase of collateral when an exposure becomegsenfarming
shall not lead to reporting exposures,krigxposures or provisions in asset classes different than
the initial one). However, the REA shall always reflect changes that, according to the CRR, would
lead to different risk weights (e.g. a decrease in the value of the collateral shall lead to an
increase of REA for STA banks driven by a lower amount of exposure under the preferential
treatment of secured by immovable property).

97.The following tables contain the asset classebe used for both credit risk impairments and
REAThe breakdown of guaraneal retail loans secured by real estate propergyg( Préts

cautionné3 have tobe reported only by banksith relevant exposures to this asset classper
paragraphL04.

Table2: Overview of IRB asset classes

IRB asset classes
Central banks
Central governments
Institutions
Corporates
Corporatest Specialised lending
Corporates Specialisedlending Secured by real estate property
Corporates Specialised lendirmg Not secured by real estate property
Corporatess SME
Corporates SME Secured by real estate property
Corporates SME Not secured by real estate property
Corporatest Others
Corporates Otherst Secured by real estate property
Corporates Otherst Notsecured by real estate property
Retail
Retailt Secured by real estate property
Retailt Secured by real estate property SME
Retailt Secured by real estate property Non-SME
of which: Residential guaranteed loans (Préts cautionnés) insured by an eligible residential prop:
guarantor
of which: other tharResidential guaranteed loans (Préts cautionnés) insured by an eligible resi
property loan guarantor
Retailt Qualifying revolving
Retailt Other retall
Retailt Other retailt SME
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IRB asset classes
Retailt Other retailt NonSME
Equity
Securitisation
Other non-credit obligation assets

Table3: Overview of STA asset classes

STA asset classes
Central banks
Central governments
Regional governments or local authorities
Public sector entities
Multilateral development banks
International organisations
Institutions
Corporates

Corporatetr SME

Corporatet NonSME
Retail

Retailt SME

Retailt Non-SME
Secured by mortgages on immovable property

Secured by mortgages on immovable propertySME

Secured by mortgages on immovable propertyNon-SME

of which: Residential guaranteed loans (Préts cautionnés) insured by an eligible residential prop:
guarantor
of which: other than Residential guaranteed loans (Préts cautionnés) insured by an eligible res

property loan guarantor
Items associated with particularly high risk
Covered bonds
Claims on institutions and corporates with ST cred#sessment
Collective investment undertakings
Equity
Securitisation
Other exposures

2.3.4 Reporting requirements

98.Banks are requed to provide credit risk information by regulatory approach for the total
exposure, for the most relevant countries of counterparties to whichliieksare exposed as
definedin paragrapd00,and¥F 2 NJ 'y WhOiKSNJ / 2dzy i NRS&aQ aSOGA2y:
group contain the overall exposure of the group towards all counterpartiessa@the sum of
the countryby-O2 dzy G NB | YR Wdidi KSNJ / 2dzy i NAS&EaQ O

99.The country of the counterparty refers to the country of incorporation of the obligor or, if
different, the country of the underlying risk, i.e. an ultimaisk basis. Hence, CRM techniques
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can change the allocation of an exposure to a country.tRisr purpose, exposure against
international organisationaretod6 S NB L2 NI SR dzy RSNJ 1 KS aSOdGAz2y 7

100. The breakdown by country of the counterparty will be reported according to a minimum
of:

1 95% of the sum of total exposure (Exp S1 + Exp S2 + ExptB&)scope of paragraph
50and in line with the definitionsn section2.3.1, reported in aggregate fahe three
regulatory approaches (i.e:IRB, HRB and STA).

1 Top 10 countries in terms of total exposure, as stated above.

101. For example, a bank with6% of its exposure concentrated in six countries will fill in data
only for those six countries specifically. By contrast, if the aggregate sum of exposure of a bank
towards the largest 10 countries is below 95% of the total aggregate exposure, the Biafitk w
Ay GKS GSYLXFGS 2yte F2NJ GKS G213 mn O2dzy i SNLY
| 2 dzy (i NA Snaetsalsof Oapapalafed.

102. The cutoff date to define the 95% of aggregate sum exposure and top 10 countries is
31Decembel019. The selected countries of the counterparties and their order remain
constantfor the two credit risk templates (CSV_CR_SCEN and CSV_CRaRisA)Ye required
to report dscontinued operations that were still in the balance sheet at theattidate ard
these exposures witlontribute to the total when identifying reportable country breakdowns as
per the thresholds from paragrad®O.

103. Inorder toidentify the top 10 countries of counterparties in terms of total exposures, as
paragraphl00 refers to exposure (instead of exposure value), tespective definitions in
paragraph®0 (i.e. the 'P&L scope'’h7 and63 apply.

104. Banks with loans under laregeale or nationwide guarantee schemés.g. oPréts
cautionnés) where the indirect exposure on the guarantor is significam required toreport
the guaranteed exposures separately from the ftpraranteed ones using the respective rows
in templates CSV_CR_SCEN and CSV_C& ARBi/ldich: Reslential guaranteed loans (Préts
cautionnés) insured by an eligible residential property loan guaraht8anksre required to
explain in the explanatory note how LGDs for guaranteed exposures were modelled and
projected.

105. The same cubff date applies fo the allocation of asset classes across the regulatory
approach. This means that a bank that applied the STA at the beginning of 2019 butRBe A
approach at the end of 2019 is reged to report 2019 information in the ARB section of the
template. Tlhs should be applied at an individual exposure level.
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106. Historical valuesshall be reported for 2018 and 2019 in CSV_CR_SCEN for both the
beginning and the end of the year. Tladsolute values shall behe historically observed
amountsreported on the basisf the accounting standard applicable and provisions shall be net
of release$*No recalculation with the current (ergl019) definition of default is neededhe
list of fields required is given fable4.

107. ¢KS FASER 2F atNR@AaA2ya 2tR adlr3asS oé¢ F2NI
provisions net of writeoffs, allocated to the exposures that started and ended the respective
yearin S3. This differs from the reporting of the projected periods, where these provisiafis sh
always relate to the stock of S3 as afahuary2020.

Table4: Historicainformationto be provided for 2012019

Fields to be populatedor 2018 and 2019

Performing exposure, of which: stage 1 (Exp S1)
Performing exposure, of which: stage 2 (Exp S2)
Nonperforming exposure (Exp S3)
Stage 1 flowS2S1 flow)
Stage 2 flowWSES2 flow)
Stage 3 flow from Stagg($1S3 Flow)
Stage 3low from Stage 2S2S3 Flow)
Stock of provisions (Prov Stock)
Of which: stage 1 (Prov Stock S1)
Of which: stage 2 (Prov Stock S2)
Of which: norperforming assets (Prov Stock S3)
Provisionmew stage 3RrovSxS3)
Provision®ld stage 3Prowld S3S3)

108. Starting point parameter valueare to be reported for 2019 as given ifable5. These
parametervaluesareS & G A YI G Sa T NIB Hllovdng yhe Bigdarchy diRaPproaches
outlined in sectior.4.10of the methodological note. This estimation shalll@sed on the end
2019 line-by-line decomposiion of the portfolio and shalluse the information available on
observedmacroeconomic variables for 2019 (i.e. not condiugthe stress test macroeconomic
scenario)ln the calculation of the starting point parameters, the 2019 macroeconomic variables
shall be assumed to remain flat, except the GDP for which constant growth rates shall be
assumedIf a new definition of default is implemented by 31 December 2019staging point
parametersshallconsider that definition in line with paragra@8.

24 The split of volumes by IFRS 9 stage for 0MR HamMd &Kl ff GKSNBF2NB 065 NBLRZNISR A
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Table5: Starting point parameters to be provided for 2019

Parameter To be provided for 2019
TR TR3, TR?, TRY, TR3
LGD LGD?, LGB?®

Curerates Curé? Curé?

LR LRT?, LRP? LRLPS

109. The reporting of provisions in the CSV_CR_SCEN template and REA in the CSV_CR_REA
template should be fully itine with IFRS and exclude IFRSransitional arrangements

110. Assets valued according to the simplified approach of FRS defined under IFRS
5.5.15) shall be reported under S2 for the purpose of this stress test. Purchased or originated
credit-impaired assets (POCI) shall be reported as they are under FitbiR&te4.4.1row 150
o af which: purchased credimpaired financial assetsv

2.4 Impact on P&L

2.4.1 Starting pointin-time risk parameters (a hierarchy of approaches)

111. The following paragraphs describe a hierarchy of methods that banksequired to
adhere to when they set the starting (unstressed) pamtime risk parameters. As a general
principle, banks should resort to data from models rather than from accouafpgoximations:

1 Banksare requiredin the first instancelo extract the relevant parameters from the
models that they use to compute provisions according to the relevant accounting
standard.

1 For IRB portfolios where there is no model to produce W/RSAAP provisions, banks
are required to base their estimation of starting level paimtime values on their
approved internal parameter estimation models.

9 For portfolios for which starting level poiirt-time parameters cannot be extracted
from approved inernal models, banks should use rapproved models to extract

point-in-time parameters, provided that those models are regularly used in internal risk

25 Except for banks not subject to IFRS 9.
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management and stress testing, and that the competent authority agrees with using
them for the purpose ofhe EUwide stress test.

1 For portfolios where no appropriate internal models are in use for estimating the
starting TRs, LGDs or LRs, banks are expected to approximate these values using
historically observed equivalents (e.g. the S3 transition and ks from S1 for TR
and LGB?3). While banks are expected to present parameters reflective of both 2019
macroeconomic conditions and the credit quality of the portfolios, in the calibration of
point-in-time  starting parameters the overarching objectved G KS LI NI YSi
suitability for projection. Therefore, banks are expected to consider factors that may
lead to the observed performance for 2019 being unrepresentative or unsuitable for a
sufficiently conservative projection or for small portfolios ihigh no default has been
observed. Only those adjustments of the historical values that result in a more
conservative starting point are permitted.

112. Irrespective of which approach is followed and the extent of the adjustments, banks are
required to providein the explanatory note a description of the methodology employed for
deriving pointin-time parameters for all portfolios. Bang&sould apply the terminology used in
this note, wherever applicable.

113. Participating banks will be subject to cressctional omparisons of starting level potir-
time parameters after the submission of the results, and might be asked to revise internal figures
if they are deemed not suitable for projections.

2.4.2 Projected pointin-time parameters (a hierarchy of approaches)

114. Likewig, for the estimation of projected parameters, as a general principle, banks should
use models rather than resort to benchmarks to determine stressed TR, LGD or LR parameters
0dzy RSNJ 020K (GKS olFlaStAyS aoOSyl NAR2 Hsymbel KS | R
assessed by competent authorities against minimum standards in terms of econometric
soundness and responsiveness of the risk parameters to ensure that the model specification
results in a prudent outcome.

115. For portfolios where no appropriate satellite models are available for estimating the
stressed TRs, LGD or LRs, banks are expected to use the benchmark parameters provided by the

ECB, without any adjustment (i.e. without applying any expert adjustment catfing).
Benchmarks should be applied at portfolio level, not at rating class level.

116. ¢KS ol y1Qad AyAGAILIfT OK2A0S NBIINRAYy3I (KS dz

parameters for the estimation of projected parameters cannot change, unless the cenmpet
authority approves this change.
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117. Banksare required toFAff Ay GKS W9/ . o6SYyOKYIFNJ& LI NI
CSV_CR_SCEN witie percentage of exposusdor which benchmark parametessere used
due to the lack of appropriate satellite modelsthe banka Satellite modelsdo not ensure the
estimation of all thePD/TR andR/LG[parameters, respectivel§pr a minimum ofl0% of the
pivot asset clasexposuré®, the berchmark parameterseed tobe applied to the entire pivot
asset class exposute.g.use the benchmarkR/LGparametersfor the entire exposureof
Ww SqSkchiréd by real estate property{ a 9 Q A Fa Sitelli® madelsiolnot ensure the
estimation of all the LR/LGD parametei@ a minimum of10% of the total exposure to that
asset class). If the0% threshold is exceeded, unless the competent authority provides further
AyaidNdzOGA2yazr olyla OFy dzasS | gSAIKIGSR | @SN
parameters for the same asset clasbte use of aYAE 0S(6SSy AyGaSNyL €
0SYOKYl NJ Qa LJ oy justSiedis thdexplakdtotyhoted S

118. Irrespective of the approach, the ECB benchmark parameters will serve as an important
benchmark to gauge internal parameter estimates in tiaseline as well as in the adverse
scenario as described in the following paragraphs. Moreover, banks will be subject te cross
sectional comparisons after the submission of the results and might be asked to revise internal
figures if they are deemed ovgrbptimistic.

119. LF olylaQ Y2RSfta [ff2g¢ (GKS Saiotnépammndes 2T (K
and the macroeconomic variables at a rating class I&alks are required temploy a rating
transition matrixbased approach, considering the effecff TR/LR grade migration on the level
of defaults and impairments projected in the stress test horizon for the given scenarios. In this
case, banks are required to calculate pamtime transition matrices. Transition matricesed
to ensure that the R/LR for each grade are adjusted appropriately to reflect the scenario.

120. / 2y @SNBSf@é&sx AT GKS o6lyl1Qa Y2RSta Fftt2g F2NJ
intime parameters and the macroeconomic variables at a portfolio level, aggregate parameter
for each portfolio are obtained. In addition, banks are required to document in the explanatory
note the approach followed for this estimation.

121. In the projection of LGD/LRSs, barkse required totake into consideration the possible
impact caused by théecrease in the fair value of credit risk mitigants (e.g. a shock on real estate
prices will affect real estate collateral).

122. The LGD/LR parameters need to be estimated by taking into account both the
characteristics of the exposures in S3 and the givenast@ Prudent assumptions are required

6t A 20 aasSi Ofthraa NBFSNE (2 KSqSMR $ebuted byfredl@Sdte pogerty). IINB I | (i
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on the implicit cure rate, the costs associated with the liquidation of collateral, and any other
factor affecting the level of impairment. The development of these assumptions across the time
horizon for the givencenarios will need to be justified.

123. For the estimation othe LGD/LR and lifetime ECL, it is assumed that there is perfect
foresight and, therefore, the full macroeconomic scenarios for the remaining lifetime and
possible workout period of the exposure sta be treated as known when calculating ECL. This
means that, whenever lifetime ECL is calculated during the stress test (i.e. for initial S2 or S3
exposures and for exposures that transition from S1 to S2 or to S3), the lifetinfeE@ibe
booked in hat year with perfect foresight and E@laychange afterwardsnly if, during the
stress test horizongxposures mature, amortise or migrate to S3 or Hie first year of the
LGD/LR calculation shall incorporate, for example, the cumulative house packssind the
impact of the scenario in the workout period and respective timdefault. For the estimation
of LGD/LR and lifetime ECL for 2@®22, banksare required toassume that future
macroeconomic parameters and property prices for realising tesbdwill develop as described
in the given scenarios. After the scenario horizorexcluding GDP, for which constant growth
rates shall be assumed all macroeconomic parameters and property prices used in the
estimation shall be assumed to stay flat €. stable absolute house prices and other
macroeconomic variables considered in the modellingthout assuming any growth or
reversion to the baseline This has the impact that loss rates for exposures which have moved
to S3 by 2022hallbe calculated ssuming this flat profile for the macroeconomic variables.

124. Notwithstanding these assumptions on macroeconomic variables, for the purpose of
calculating the loss ratesfor S1 and S2 exposures, after the scenario horizon the 2022 baseline
credit risk paramegrs (i.e. stage transition probabilities and the corresponding loss rates across
stages) are kept constant. The adverse scenario credit risk parameters (i.e. stage transition
probabilities and the corresponding loss rates across stages) for S1 and Stexbasn 2023
onwards are assumed to revert from their 2022 levels to the 2022 baseline parameters. The
path of each of the credit risk parameters for S1 and S2 exposures is assumed to linearly revert
to those observed at the end of the bdise scenarioover 6 years following the end of the
adverse scenario.

125. If the lifetime ECL in a given year is calculated by banks as the discount of losses for each
future time slice until the lifetimer workout periodof the respective exposure, the expectation
for the application of the perfect foresight is the following:

1 Theloss for each future time slice until the end of the stress test horizon (i.e.

probabilities of defaulting in each future year and respective LGDs) shall fully
incorporate the impact of the serrio in each future yeauntil 2022
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9 Theloss for each future time slice after the stress test horizon shall follow the
prescribed path of macroeconomic variables for S3 exposures (i.e. future PDsand LGDs
reflecting flat macro variables, except GDP, asgaragraph 124) and the prescribed
path of risk parameters for S1 and S2 exposures (i.e. future PDs and LGDs remaining flat
in the baseline calculation and reverting to the baseline parameters in the adverse
calculation, as per paragraf24);

1 According to paragrapB3, maturity and amortisation of exposures during the stress
test horizon shall lead to the replacement of the same amount with similar
characteristics. Maturity and amortisation of exposures without replacement can only
be assumed by banks for time slices after the stress test horizon;

1 Ifin a given year there amaigrations from S2 to S1, the ECL related to faaticular
exposureflow is expected to change due to a-fr#bnth calculation rather than lifetime
The ECL for the remaining part of S2 exposures shall be kept constant unless replaced

1 Ifin a given yeathere are migrations from S2 to S3, the ECL related toghaticular
exposureflow is expected to change due to the application of 100% PD and ECL fully
driven by the LGDO.he ECL for the remaining part of S2 exposures shall be kept constant
unless replaed

1 Increasesin vintageball not be considered during the stress horizaut the loss rates
and LGDshall consider the expected tiria-default.

126. Inorder to assess the projected LGD/LR parameters, historical LGD/LR parameters for 2019
are requested a memorandum items. In addition to the LRs based on the coverage ratio, banks
arealsorequired toprovide the LGD/LR parameter estimates under the assumption of holding
the 2019 macroeconomic conditions constdexcluding GDP, for which constant growétes
shall be assmed), i.e. no changes in property prices or other factors beyond those observed by
end 2019. This is to enable the comparison of 2019 values to-202P estimates under both
scenarios.

127. If an exposure towards a Parent Company is subjecthé credit risk scope for the 2020
EUwide stress test, banks should treat the parent exposures at arm's length and provide
transition and loss rates for a counterparty considering the credit quality and nature of the
exposures (e.g. overnight placements

128. Projectedrisk parametefsave tobe reported in the credit risk scenario template (CSV_CR _
SCEN).
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2.4.3 Calculation of norperforming assets and provisions

129. The development of the parameters as described in the previous section based on a single
scenario ineach macroeconomic scenario (baseline and adverse) must be applied for the
computation of the provisions resulting from exposure transitions across stages.

130. The additional impairment losses for all the stages computed (as described in the following

sectod 0 gAff 0SS NBLRNISR Ay GKS tsg[ Fa WAYLI AN
RSaA3IyFGSR G FFAN Gl fdzS GKNRBAAK tg[ Qo

131. In line with the perfect foresight definition fronparagraphl23 for initial S2 and S3
exposures and for exposures that transition from S1 to S2 or toe®Bsare required tareflect
in the calculation of lifetime EGhe impact of the macreconomicscenaridor the remainng
lifetime and possible workout periodf the exposureFor example, if property prices drop 10%
over the 3-year horizon of the adverse scenario then this drop should be reflected in the
impairment loss foold S3exposuresn 2Q20.

132. Thestock of provisionsdepends on the existing exposures in each stage and the new
exposures that have moved between stages. The stock of provisions for each stage will change
over time during the stress period as summarise8ax3.

Box3: Development of the stock of provisions

Stock of provisions S1 = Provisions for new S1 exposures + Provisions for existing S1 g
Prov Stock St€1) =ProvS2S1{+1)+ Prov SB1{+1)

Stock of provisions S2 = Provisions for new S2 exposures + Provisions for existing S2 ¢
Prov Stock S2¢1) = Prov S$2(+1) + Prov S32(+1)

Stock of provisions S3 = Provisions for new S3 + Provisions for existxgoSares

Prov Stock SB¢1) = Prov Cumul S3{+1) + Prov Cumul $3{+1) + Prov Old S3(1)

133. Projected provisionsire calculatedh the credit risk scenario template (CSV_CR_SCEN).
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134. The stock of provisions for S1 exposures is given by exposures existing (and remaining) in
S1 (Prov S$1) and new S1 exposures migrating from S2 to S1 (P19%)S2

135. The calculation method of new S1 provisions is outlineglox4.

Box4: Provisions for new S1 exposures

The provisions for new S1 exposures are computed as follows:
Prov SB1(+1) = SB1 flow * TR3(t+2) * LGD3(t+2)
S2S1 flow = Exp 82(t+1) * TR-1(t+1)
Where:
A Exp S®Yt+1) is the S2 exposures at the beginning of yerdr

A LGD3(t+2) refers to the expected loss rate for exposures that transition from S1 t
duringt+2.

A TR-3(t+2)refers to the lyear transition probability of S1 exposures todsBingt+2

A TR(t+1)refersto the Zyear transition probability of S2 exposures todstingt+1

For simplification, athe baseline credit risk parameters are assumed to stay flat géar 3,
then provisions for new S1 in yea(222) under the baseline scenario, are calculated as:

Prov S25%,:£{2022 EoY= Exp S2022 B0oY* TRsas (2022 * (TR35,5{2022 * LGD-
%as42022)

For simplification, athe adverse scenaraedit risk parameters are assumed to linearly re\
to the baseline credit risk parameters within 6 years, then provisions for new S1 in (28223
under the adverse scenario, are calculated as:

Prov SB51a(2022 EoY= Exp S2(22 BoY* TRaq21(2022 * (5/6 * TR-3,(2022) * LGD-
32022 + 1/6 * TR33,5{2022) * LG D35,6{2022)
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136. The provisions for exposures existing in S1 (Pre81$Xhould reflect the change in ECL
due to the scenario and grade migratid®ox5 outlines the method for calculating provisions
on existing S1 exposures.

Box5: Provisions for existing S1 exposures

The provisions for existing $kposures are computed as follows:

Prov S1S1{+1) = Exp SP(t+1) * (1 - TR2(t+1)- TR-3(t+1)) * TR3(t+2) * LGD3(t+2)
Where:
A Exp SBot+1) is the S1 exposures at the beginning of yiedr
A TR-2(t+1)refersto the Lyear transition probability of S1 exposures todb2ingt+1
A TR-3(t+1)refers to the lyear transition probability of S1 exposures todsBingt+1
A TR-3(t+2)refersto the 2year transition probability of S1 exposures todB@ingt+2.

A LGD-3(t+2) refers to the expected loss rate for exposures that transition from S1 t
duringt+2

For simplification, a the baseline credit risk parameters are assumed to stay flat after ye
then provisions for existing S1 in yeaf2822) underthe baseline scenario, are calculated g

Prov SiSk.s{2022 EoY= Exp S1(22 BoY* (1- TR25,5§2029) - TR3,642022) *
(TR355642022) * LG D3 ,442022))

For simplification, athe adverse scenario credit risk parameters are assumed &rljneevert
to the baseline credit risk parameters within 6 years, then provisions for existing S1 in
(2022) under the adverse scenario, are calculated as:

Prov SiS1(2022 EoyY= Exp S1(22 BoY* (1- TR2 5(2022)- TR-3 5,(2022) *

(5/6 * TR-3 (2022* LG D-324(2022) + 1/6 * TR 355642022 * LG D35,5{2022)

137. A decrease in the coverage ratio (i.e. ratio of provisions to exposure) for the S1 exposure is

not permitted. This floor is applied in the summary template CSV_CR_SUM.
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138. The stock of provisions for S2 exposures is given by exposures existing in S2-$2pv S2
and new S2 exposures migrating from S1 toP8aV SiS2.

139. Box6 outlines the method for calculating provisions on S1 exposures that deteriorate in
credit quality and move to S2 within the year. The estimation of lifetimeshzR reflect the

impact of the macroeconomic scenario.

Box6: Provisiondor new S2 exposures

The provisions for exposures that move from S1 to S2 are computed as follows:
Prov S1S2(+1) = S12 flow * LRT-2(t+1)
S1S2 flow = Exp 8I(t+1) * TR-2(t+1)
Where:
A Exp SBYt+1) is the S1 exposures at the beginning of yiedr
A TR-2(t+)refersto the tyear transition probability of S1 exposures tods@ingt+1.

A LR T2(t+1) refers to the forward-looking lifetime ECL parameter foexposures thaf
transition from S1 to S2 duririg-L

140. Box7 shows the approach for calculating provisions for existing S2 exposures (F3ay. S2
ProvStock S2 is calculated by adding the provisions for additional S2 exposure &2y S1

Box7: Provisions for existing S2 exposures

The provisions for S2 exposures that were also categorised at the beginning of the yeg
arecomputed as follows:

Prov S252{+1) = Exp 82(t+1) * (1- TR-1(t+1)- TR-3(t+1)) * LRLZ2(t+1)
Where:

A Exp S®Yt+1) is the S2 exposures at the beginning of yerdr
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A TR-(t+1)refersto the lyear transition probability of S2 exposures todsiingt+1
A TR3(t+1)refers to the lyear transition probability of S2 exposures todsBingt+1

A LR P2(t+1)refers to theforward-looking lifetime ECL parameter faxposures that werg
S2 at the beginning of-1 and are S2 at the end Bfl

141. The stock of provisions for S3 exposures is given by the sum of provisions allocated to
exposures existing in S3 at the beginning of the exercise (Prov Old S3), new S3 exposures
migrating from S1 to SPfov SIS3 and new S&xposures migrating from S2 to $&g¢v S2

s3.

142. No release of accumulated provisions for any given S3 exposure is permitted for any year
or scenario and this restriction shall be applied at the exposure level.

143. Provisions for new S3 exposures from S182dhall be calculated as showrBiox8. Given
the restriction of no release of accumulated provisions for any S3 exposure, provisions on new
S3 expeures are accumulated throughout the stress test horizon.

Box8: Provisions for new S3 exposures

The provisions for new S3 exposures at tirngegiven by:
Prov S»>S3{+1) = Prov S$3(+1) + Prov S33(+1)

Prov SiS3(+1) = Exp S(t+1) * TR-3(t+1) * LGD-3(t+1)

Prov S253(+1) = Exp S2(t+1) * TR-3(t+1) * LGDB3(t+1)
Where:
A Exp Sot+1) is the S1 exposures at the beginning of yiedr
A Exp SBYt+1) is the S2 exposures at the beginning of yiedr
A TR13(t+1)refers to the tyear transition probability of S1 exposures tods@ingt+1

A TR23(t+1)refers to the tyear transition probability of S2 exposures tods@ingt+1
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A LGD13(t+1) refers to the expected loss rate for exposures that transition from S1 t
duringt+1

A LGD2Z3(t+1) refers to the expected loss rate for exposures that transition from S2 t
duringt+1

For S3 exposures, both the adverse and the baseline credit risk parameters shall assun
profile for the macroeconomic variables aftgrar 3 paragraphl23).

144. Box9describes the approachto be used to derive the provisions for existing S3 exposures.

145. As described in paragrafl23, perfect foresight applies to impairment losses on existing
S3 exposures. Inaddition, due to the fHwt these exposures are alreadgn-performing the
provisions should be calculated based on the first year risk patemme

Box9: Provisions for existing S3 exposures

The provisions for existing S3 exposuaesgiven by:
Prov Old S3¢1) = MAX {Old Exp®8%82020 * LRLT-3(t+1) ; Prov Old 83(t+1)}

Where:

A Old Exp $8Y2020 is the S3 exposured the beginning of the exercise.

A Prov Old SBYt+1) is the stock of provisionst the beginning oft+1 allocated to S3
exposuresexisting at the beginning of the exercise

A LR B-3(t+1)is theloss rateestimated att+1 for the stock of existing S3 exposures at
beginning of the exercise. Due to the perfect foresight assumption, this losgsthéesame
in every year of the projection.

146. Banks are reqgted to estimate default andmpairment flows for sovereign positions
recorded at amortised cost according to the macroeconomic baseline and adverse scenarios.
This in particular covers only sovereign positions whose exposure (Exp) is reported under the
OFiS3T2NARSa WOy iTNaNJ LI JSINYNIBYRfar2as +a oSftf
WNBIAZ2YLFE F2FSNYYSyida 2N t20Ff FdziK2NRGASAQ
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zero loss rates are to be applied under the baseline and adverse scenarios. Fair value positions
(i.e.FVOCI and FVPL) will be subject to the market risk approach.

147. In orderto compute these provisions, banks will be provided with a set of stressed TR, LGD
and LR parameters developed by the ECB for a selection of countries. The application of these
parametasis mandatory for all banks and for all countries regardless of whether a country has
to be reported separately according to paragrap8. For the estimation of prasions on
sovereign exposures for countries where the ECB does not provide stressed credit risk
parameters, bankare required toestimate their own parameters with an adequate degree of
conservatisrmand following the hierarchy of approaches describedeicti®n 2.4.2

2.4.4 FX lending

148. Banks with significant foreign currency exposure are meglto take into account the
altered creditworthiness of their respective obligors, given the FX development under the
baseline and adverse scenarios. The marginal impact from the risk emanating from FX lending
exposure has to cover both TRs and LRs. FotieR®)pact should be based on satellite models
that link the macroeconomic scenario to the transition rates. For the loss rate, the impact should
be based on an addn for the LTV ratio in the case of collateralised exposures, while, in the case
of uncolhteralised exposures, banks should apply the appropriate F>oadédsed on relevant
historical information.

149. In particular, banks are redred to evaluate this impact for exposures denominated in a
currency other than the local currency of the borrowerassset class level for each country of
counterparty if the total share of exposures in foreign currencies is above the thresholds
described inTable6 andTable7 below.

Table6: FX lending threshold (per country of counterpamty)RB asset classes

IRB assetlasses Threshold (%)
Corporates Specialised lending 5
Corporates SME 5
Corporates Other 5

Retailt Secured by real estate property 5

Retailt Qualifying revolving 5

Retailt Other retail 5

Table7: FXlending threshold (per country of counterparty) STA asset classes

STA exposure classes Threshold (%)
Corporater SME 5

Corporater Non-SME 5
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STA exposure classes Threshold (%)
Retailt SME 5
Retailt Non-SME 5
Secured by mortgages on immovable propartsME 5
Secured by mortgages) immovable property Non-SME 5

2.5 Impact on REA and IRB regulatory EL

150. Banksare required tosimulate the impact on REA and IRB regulatory EL for credit risk
caused by the application of the macroeconomic scenarios (baseline and adverse). The scope of
the REA templatesis wider thanthe P&L impact section. The exposure values to consider in the
REA templates will follow the COREP definitions, taking into account exposures subject to
counterparty credit risk and eligib@RMechniquesbut without & Y A 3 Nbetwien dffierent
asset classes asitlined in paragrapi56.

151. The exposure value of the positions included in the FVPL and FVOCI portfolio, whose P&L
impact is assessed under the market risk framework, will remain constant for the purpose of the
REA esthation.

152. No roltout of new internal models or modifications of existing internal models are to be
considered for calculating the REA, unless they have been validated and formally approved by
the competent authority before the cudff date of 31 December@®.9. However, the expected
increase in regulatory parameters during the stress horizon, derived from thestm@ation
following the addition of new data under stress conditiossallbe considered. The projections
shall take into account any specificorditions for the continued use of such models for
regulatory capital purposes e.g. any regulatory floors and/or parametkvel supervisory
scalars.

153. For both STA and IRB portfolios, the @@19 level of REA serves as a floor for the total
REA for nowlefaulted and defaulted assets calculated using stressed regulatory risk parameters

in the baseline and adverse scenarios. This fisapplied separately for the aggregate IRB and
STA portfolios.

154. REA for contributions to the default fund of a CCP is asduim remain constant across
both scenarios.

155. The exposure composition with respect to rating classes is expected to change as a result
of defaulted asset flows and credit deterioration. For both STA and IRB portfolios, the exposure
distribution among rislgrades and defaulted exposuresed tobe adjusted (assuming rating
INF¥RS YAINXGA2Y0 o0F&aSR 2y (GKS olylaQ 26y YSil
the estimated default flows and migrations for impairment purposes. Accordingly, exposures
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that are downgraded or that are defaulted must be rigkighted at the appropriate risk weights
(e.g. in the case of STA defaulted unsecured exposures, at 100% or 150%).

156. The impact of the defined scenarios on collateral values and eligibility shall also be
consdered for REA and IRB EL projections. Bamakidstd & dzYS y2 G YAINI GA2yé 2
REA between different asset classes, i.e. to consider exposure value of each asset class as static
and report the respective REA in the same asset class. This apegicular for exposures
GKFG R2 y20 YSSi RSTAYyA(lA2Yyad 2F WT¥ddte | yR
amounts. Bankare required tacalculate risk weights as per CRR and project collateral and credit
quality in line with the scenarios.

157. Fa the defaulted exposures, where the institutions apply the LGD values set out in
Article161(1) of the CRR, the REA shall be Banksuse own estimates of LGD, the REA for

defaulted exposures is calculated in accordance with Artis® of the CRR (ahown inBox10
below).

Box10: REA estimation for defaultezkposures

REA Dett] = MAX {0 ; [LGDrag6n default stock ELBE]]* 12.5 * Def Stocki}.
Where:

A LGDred on default stock should incorporate downturn conditions and additional pote
unexpected losses due to the impact of the scenarios.

A ELBE (in the CSV_CR_REA template) represents the Expected loss best @$teriatsH
as also underlined in Article81(1)(h) of the CRR, should reflect economic circumstanc

158. ThelRB excess or shortfadlcalculated at an aggregate level, separately for the portfolios
of defaulted and nordefaulted exposures. As per ArtidlB9 of the CRR, the IRB excess resulting
from the calculation performed for the defaulted portfolio shall not be used to offset an IRB
shortfall resulting from the calculation performed for the portfolio of exposures that are not in
default. However, the IRB excess from the overaltdefaulted portfolio may be used to cover
any IRB shortfall from the overall defaulted portfolio. If tinechanism outlined above results
in an IRB excess of credit risk adjustments and additional value adjustments over expected
losses, this amount must be included in Pearapital as set out in ArticB2(d) of the CRR, i.e.
up to 0.6% of REA. The expectess amounts for equity exposureged to be reportedn a
dedicated row of the CSV_CR_REA _IRB in case the expected loss for equity exposures is
deducted in COREP. The expected loss amounts for othecredit obligation assets shall be
zero.
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159. The develpment of the credit risk adjustments after the starting point is linked to the
changes in provisions related to exposures that are determined as described for the estimation
of impairments in sectio.4.3

160. Upon request from the competent authority, the table in Annex VIl with the exposure value
by LTV buckets for portfolios under tB& Ashould be filled in and included in the explanatory
note. Thignformation should be reported separately for SME and-8&ME and with reference
to 2019 and to each year of the scenario. For exposures with an LTV larger than 100%, banks
should report the exposure exceeding the market value of collateral as well gmthef the
exposure that equals the market value of the collateral.

2.6 REA for CCR

161. The previous sectioB.5regarding the REA and IRB regulatory EL applies to the exposures
subject to CCR (both banking and trading book).

162. For calculating the REA for CCR, regulatory exposures relating to CCR will be reported using
the appropriate template (CSV_CR_REA) and alssses listed ifable2 and Table3 for only
this purpose.

163. CCR regulatory exposures will remain constant and will not be affected by the impact of
market risk scenarios or by any offset for increased accounting CVA in the scenarios (as set out
in Article273(6) of the CRR). In particular, streseeglulatory PD and LGD parameters (PDreg
and LGDreg) shall be applied to these constant CCR regulatory exposures for the calculation of
stressed REA for CCR.

2.7 Securitisation exposures

164. All exposures subject to Chapterof the CRR (i.e. securitisation banklmgpk positions
both onbalance and ofbalance)as well agxposuressubject to the specific risk part of trading
book positionsin accordance witt\rticle337of Regulation (EU) 2017/24@ke included in the
scope of this sectioA’ Therefore, allthese positions for which risk weights are calculated
(retainedoriginator positions for which SRiisbeen achieved and investor positignseed to
be reported in the securitisation template. Securitisation positions deducted from capital shall
not be reportedin any of the securitisation templates.

27 The general risk cafal requirements of these exposures shall be reported intfarketrisk templates
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165. Originating banks are required tareat the underlying exposures of securitisation
transactionsvhere no SRT has taken place under the credit risk methodology, and sapaolt
them accordingly in the credit risk teplates.

166. Banksare required tatake into account the credit risk mitigation effect in accordance with
Article 249 of the CRR. In particular, this holds for originator and investor exposures to
securitisations issued or guaranteed by international orgarosat multilateral development
banks, governments or government agencies, where firms are subject to the credit risk of these
institutions rather than the credit risk of the underlying exposures.

167. Inline with sectior.3.2 the static balance sheet assumptishallbe applied by keeping
the outstanding balance of all securitisation exposures unchanged throughout the time horizon
of the stress test. Fair valub&ngesshallnot have an impact on the exposure amount and the
REA calculation for the application of the credit risk methodology.

168. All securitisation exposureare tobe reported net of specific credit risk adjustments and in
accordance with Articl248(1)of Regulation (EU) 2017/2401.

169. For the computation of the P&L impact, banks are required to estimate the amount of
specific credit risk adjustments for securitisation exposures that are not subject to-tmark
market valuation, taking into account the feas of the baseline and adverse macroeconomic
scenarios. FVOCI and FVPL portfolios are thus excluded from the calculation of specific credit
risk adjustments. The cumulative specific credit risk adjustments on securitisations shall be
reported in CSV_CR_GH.e. incremental impairments must be added to impairments already
considered in prior periods). For each individual security, the underlying nesils tobe
stressed under the different scenarios to produce consistent impairment estimates. Estimated
specific credit risk adjustments should take into consideration the impact of credit enhancement
and other structural features when applying the credit risk methodology. Banks are required to
outline their calculations in the explanatory note.

170. For securitisdon exposures subject to matk-market valuation (i.e. FVOCI and FVPL),
banks are required to estimate the P&L impact via the maskarket loss incurred as a result

of the impact of the scenarios according to the market risk methodology (see s&}tion

171. For the estimation of the REA, the stresgler the securitisation frameworik applied to
the securitisation positions in both the banking baamkd the trading book within the scope of
this sectionas per paragrapt64. Thus, all REi#npactfor exposures in the trading bodle.g.
within correlation trading porfolios) exceptthe specific risk ofecuritisation exposuresare
covered by the market risk methodology astuhllbe reported within market risk templates.

172. At the starting point, i.e31 Decembe2019, banks are reduedto report exposure values
and REAeparately as actual and restated figures. Actual figures correspond to the assessment
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following the applicable standards as of 31 December 2019, namely Regulation (EU) 575/2013.
Restated figures will serve as the basis for the stress test projectiahshail be based on the
applicable standard as of 1 January 2020, namely Regulation (EU) 2017/2401.

173. For the purpose of the stress test it is assumed that the restatement does not affect the
SRT achieveak of 31 December 201%his implies in particular that the restatement does not
lead to a transition of exposures between this section andgéeeralcredit risk section of the
methodological noteBanks are required to include in the explanatory noffleimation about
the effect of the restatement on SRFurthermore, it is assumed that the restatement does not
lead tochanges in the amourdeducted from capitalbut rather to the application of a risk
weight of 1250%.

174. For all regulatory approaches (i.e. SRBA, SEEA, SEERBA and SHEA), a fixed risk
weight increase will be applied. For this reason, all restated exposures have to be mapped to
the CQS from SECERBA lockip tables of Articles 263(3) and 264(3) of Regulation (EU)
2017/2401. Exposures shall be mapped te QS that ensures a similar risk weight as the
restated one. This mappirghalltake into account the tranchepecific seniority, maturity and
gualification as an STS transaction based on corresponding applicable definitions from
Regulation (EU) 2017/24q#.g. Article 243 for the eligibility as an STS transaction or Articles
263 and 264 for SEERBA)SEEERBA exposuresahbe mapped to the CQS row in line with
the ECAI rating, before any adjustment for tranche thickness.

175. The mapping of exposures to tis=CERBA lockip tableds required tdfollow these steps:
first, the SE€ERBA lockip table tobe consideed depends on the classification as STS (Article
264(3) of Regulation (EU) 2017/2401) or +®FS (Article 263(3) of Regulation (EU) 2017/2401);
secand, the allocation to a specific colundone in line with the tranche seniority; third, for
the allocation to a specifiCQSow, unlessparagraphd.76or 177 apply,the exposures mapped
to the CQ3ow where the restated RW faligithin the range oRWs for one year and five year
maturity (i.,e. CQy RW <Sew 2 )K; 5y RW); fourth, the exposure is split between the one
YR FAGBS &8SIENBRQ OStfta 2F (GKS /v{ NRg ARSYUGATA

28 These values shall reconcile with the informatieportedin COREP.
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of RWresultingfrom the split is equal to the restated RW of the securitisatibBox11provides
examples on the mapping of exposures.

176. Incasethe RW satisfies two CQS rows, the CQS to select is the one for which the weighted
average maturity ensuringhe same restated RW is closer to the original maturity of the
securitisatiol?; in case the weighted average maturity is equally distant, in absolute terms, to
the original maturity, the exposure alibe allocated to the higher CQ@S.

177. Incase a securitisminQ r@stated RW is not in the range of any CQSadecause there is
I 3K L) 60SG6SSy GKS w2 F2NJ FAGS &SIENBQ YI (dNR G
maturity of the next higher CQ&it is necessary to split the notional between different CQS
rows so that the weighted average RW remains equal to the original. In this case, the weight for
0KS TAQGS &SI NBEQ 0dz01 $EQHR Ly RIMKEc RWR/ECRIL W RW A a S|
¢ CQSRKuwer 5y RW) and the weight for éhone year bucket ofhe higherCQS is equal to (L
(CQagher 1y RV\( Sc R\N) / (ngher 1y RV\t CQ%wer 5y RW))

Box11: Mapping ofsecuritisation &posures

A) lllustration of the mapping for a nesenior tranche assessed via the SRBAnd withthe
following characteristics: initially allocated to CQS 5, maturity of tranche of 3 years arj
classified as an STS transaction.

1. According to Article 263(4) of Regulation (EU) 2017/2401, the RW before the correct
the thicknessshall be 110% following the linear interpolation betweene year (60%) and
five years maturity (160%).

2. Since in this example tHRW before thickness adjustmeistin the middle betweethe RW
for one yearandthe RW foffive years, the exposurshall be allocatedo the row of CQS

and split equally betweeaone and five years maturity (nesenior tranche columns)

29 5y weight = (Sec RWCQ$1y RW) / (CQSy RW¢ CQ$S1y RW); 1y weight =d.5y weight.

30 For example, a senior STS position with maturity of four years and a restated RW of 19% would fall within the ranges
of CQS 3 and CQS 4. The allocation that ensures the same average restated RW would lead to a weighted average
maturity of 4.2 years and 8.years, respectively for CQS 3 and CQS 4. Therefore, the closest weighted average
maturity to the original maturity of this securitisation would be the one of CQS 3.

31 For example, a senior STS position with maturity of four years and a restated RWwb20d4all within the ranges
of CQS 3, CQS 4 and CQS 5. The allocation that ensures the same average restated RW would lead to a weighted
average maturity of 5 years, 3 years and 1 year, respectively for CQS 3, CQS 4 and CQS 5. Since the CQS with the
closest maturity to the original one are equally distant to that original maturity (absolute distance of CQS 3 and 4 is
equal to one), the higher CQS of these two is chosen (i.e. CQS 4).
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B) lllustration of the mapping for a senior tranche assessed via théREZ&and with the
following characteristics: maturity of tranchétwo years, RW of 12.5% and classified as an
transaction.

1. Given its seniority anRW, the exposureshall be mapped to the column of senior positiof
YR NBg 2F /v{ HI EAAYyOS ME: f MHOE:? X

2. The exposure il be split equally between one year and five years maturity because
is the allocation that ensures a weighted average RW of 156%*(10% +50%* 15%).

C) lllustration of the mapping for a senior tranche assessed via th8/SBGd with théollowing
characteristics: maturity tranche of 2.5 years, RW of 110% and not classified as {
transaction.

1. Since the original restated RW does notvatlhin the range of any single CQ8e exposure]
needs to be allocated to botBQ (five yeardbucket; 105% RWAnd CQI0 (one year bucket
120% RW).

2. The weight for the five years bucket of CQS 9 is 66.7% = (120%) / (120%105%).

3. The weight for the one year bucket of CQS 10 is 33.3¢66.7%.

178. Mapped risk weights will be subject ppedefined increases to be applied in the stress test
horizon. The increased risk weights reflect the effect on REA of the potential rating migration of
the positions given the baseline and adverse macroeconomic scenarios. The impact will be
shown in tempate CSV_CR_SEC but separately for the different regulatory approaches.

179. The securitisation positions are allocated to the three different securitisation categories for
which the increase in REA is prescribed: low, medium and high risk. The differenigation
dependent on the structure or asset class of the transaction, regional differentiation, the credit
quality of the position and the expected sensitivity to the macroeconomic scenario. The
classification is based on an analysis of the migration volatifitdifferent products and their
origin, where a higher migration probability indicates a higher risk. The risk categories and
allocation of products are the following:

1 Risk bucket 1 (low risk): ABCP, EMEA RMBS, EMEA ABS, AmerkdRABEIVIBS
1 Risk buket 2 (medium risk): EMEA CMBS, EMEA CDO, AmericasARANESCMBS
1 Risk bucket 3 (high risk): Americas RMBS, Americas GBeapréisations and all other

positions.
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180. Inthe case of mixed pools, the allocatismall be done in a riskriented way, i.e. azording
to the bucket that covers the highest share of total restated REA within the tranche.

181. Resecuritisations shall be treated in line with Article 269 of Regulation (EU) 2017/2401
and shall always be reported under the respective CQS in th&Sparof the template.

182. Banksare required toestimate the amount of specific credit risk adjustments before the
calculation of REA for securitisation positions. Impairments estimated for the computation of
the P&L impact will be taken into accountaiocordance with Articl@48(1) of Regulation (EU)
2017/2401. Additional specific credit risk adjustments for securitisations estimated during the
stress test horizon will directly impact the P&L.

183. When external ratings are not available and banke the SEQAA approach for REA
calculation purposes, these securitisation positions shall be reported according to the assigned
CQS.Similarly, when inferred ratings have been derived in accordance with Article 263(7) of
Regulation (EU) 2017/2401 forcseitisation positions, thessecuritisation positions shall be
reported according to the assigned CQS

184. Positions subject to additional risk weights resulting from the application of A#f€la of
Regulation (EU) 2017/2401 shall also be reported on agremgate level in the template
CSV_CR_SEC_SUM. They are not stressed during the stress test horizon, i.e. REA stays constant
at the 2019 restated value for those positions.

185. The restated end019 level of REA serves as a floor for the total REA calculadedtine
baseline and adverse scenarios. This fisapplied separately for each securitisation approach.

186. Theimpact in terms of REA from the maximum risk weight for senior securitisation positions
and the maximum capital requirement outlined in Artid®67 and268 of Regulation (EU)
2017/2401 shall be reported as a memorandum item. The REA reported for each approach and
the RW used for the mapping from paragraptshall consider the impact of the application
of the maximunrisk weight and maximurapital requiremens mentioned abovdi.e. report
the capped amount, if applicable).

61



) AUTHORITY

%
2020 EUWIDE STRESS TESIETHODOLOGICAL NOTE |5‘ = P
I

3.alF Ny SO NrRa1sE [/ / w f

187. The impact of market risk on all positions at parnbiafull fair value measurement is to be
assessed via a full revaluation after applying a common set of stressed market risk factor shocks
provided in the market riskcenario. Under the trading exemption, banks are allowed to not
apply a full revaluatioon items held with a trading intent and their related hedges.

188. Banks have to recalculate the CVA and liquidity reserve based anateet riskscenario
consistently with the full revaluation. Banks shall also sttbe# accounting and regulatory
reservedo take into account liquidity and model uncertairfty L11.2/L.3 assets and liabilities

189. In addition, for items held with a trading intent, client revenues can be projected for each
yearif the bank is able to provide historical evidence of the sustdlitalof these incomes.
Under the trading exemption, banks are allowed to set these revenues to 75% of the baseline
NTI.

190. For CCR, itis assumed that the two most vulnerable of the largest 10 counterparties default.

191. In addition, banks are required to detame the impact of the scenarios on REéwever,
these are largely based on prescribed assumptions.

z

192. . Fyl1aQ LINRP2SOGA2yaE | NB adiaBofdd G2 GKS O2yal

z ~

Box12Y { dzYYlI NBE 2F @K O2yaidNrAyida 2y o0lylaQ LINRB2

A No change, i.e. no deviation from the starting value, is assumed under the baseline sq
(paragraphg251and268) for the full revaluation.

A The full revaluation impact on items loelith a trading intent and their related hedges is capy
ata haircut of the sum dhir valueassetsand liabilities under the adverse scenario.

A The baseline value for the NTI is defined (based on average historical values) as the min
the averages across the last 2, 3 and 5 years, where thge& average is floored at

(paragrapi85).

A Under the adverse scenario, client revenues projectiare capped at 75% of 2019 annual cli
revenues and 75% of the baseline NTI.
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A REA stays constant in the baseline scenario and cannot decrease below the starting valu
adverse scenario (paragra@i3 and 304).

A REAIs assumed to be a multiple of the risk measures for VaR arfjak&§aph806and308).

A Banks that do not have in place a VaR moggraved by the competent authority are assum
to maintain market risk RE@onstant at the starting value for both the baseline and advq
scenaria (paragrapt803).

A The impact on REA for IRC and CVA is flaaréue increase for IRB REA (paragragfdigand
310).

3.1 Scope

193. The scope of the market risk stress methodology covers all positions under full or partial
fair value measurement i.e. positionsat FVPL, FVOCI and amortised cost positions being part
of a hedgeaccounting relationship.

194. This scope includes all hedgecounting portfolios designated to hedge positions
measuredat fair value (i.e. FVOCI) or at amortised cost. This includes fair value hedges and cash

flow hedges.

195. For the portfolio items held for trading and related econorhexigesthe revaluationhas
to be performedunder the market risk factor shocks for both the hedged position and the
hedging instrument separatefiye. positions cannot be netted prior to calculating the impact of
the stres$. Thetemplate CSV_MR_FULL MREdistinguishes between long and short positions
for some specific instrumeniand covers faiwalue changes for hedged items and their related
hedging items separately.

196. Inline withparagraphg85and492the impact of FX risk on positioas amortised cost not
being part of hedge accountingjexcluded from the scop&@hs means, all othatems(including
amortised cost items and liabilitigseing part of hedge accounting relationshiphe fairvalue
changes of both, the hedged itemand the hedging itendue to the hedged risk factor (e.g.
interest rates o-X arebooked as a gain/ loss in the&Rseparately?. The fair value change of

32 0r as a gain/loss in OCl separately if paragraph 6.5.8 of IFRS&sdppequity instruments designated at fair value
through OCI.
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a hedging item that is part of an economic hedge with an amortised cost item should be reported
inthe CSV_MR_FULL_REVAL template.

197. Also in scope are all positions for which backkulate CVA, as well as all positions subject
to CCR.

198. Securitisation positions held at fair value are also covered in this section. The market risk
impact for securitisation positions therefore needs to be reported in the market risk templates
dependingon their accounting treatment and in line with any other positionthmscope of the
market risk methodology. However, the stressed REA for securitisation positions that are not in
the correlation trading portfolio are not in the scope of the market risgthodology and are
covered under creditisk in sectior.7.

199. Defined benefit pension funds shall be subject to the application of relevant market ris
variables as defined in the adverse scenario. In particular, the same set of shocks-terong
interest rateds taken into account for the purpose of computing the change in the actuarial
discount rate (the IA$9 discount rate for banks usingR$and should be consistent with the
developmentof longterm interest rates as defined in the macroeconomic scenarios. The asset
and liability positions shall be stressed in line with the requirements for all positions under
partial or full fair value measumeent. As outlined irparagraptbll, the eventual shortfall of
assets ersis liabilities in defined benefit pension funds, resulting from the application of the
scenarid = gAff KIFE@S Iy AYLI OGO 2y olyl1aQ OFLRAGET ®
memorandum item on the market risk summary template (CSV_MR_SUM).

3.2 Highlevel assumptions and definitions

3.2.1 Definitions

200. Thecomprehensive approach (CA3 the approach tde appliedif there is no trading
exemption

201. Thetrading exemptionis an exemption from reporting the full revaluation impact for items
held with a trading intent and their related hedges.

202. Partial fair valueis an accounting measurement under which osfyecified risks are
measured at fair value tlough profit and loss. For example, amortised cost items that are
hedged via a fair value hedgecounting relationship are at partial fair value because the
changes of the fair value of the instrument related to the hedged risk are reportibe iR&L

203. Hedgeaccounting portfoliosare defined in line with FINREP. Only the fair value changes
of hedgirg instruments (cash flow hedges and fair value hedges) that qualify as -hedge
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accounting instruments under the relevant accounting framework (e.g39A8 IFRS) as of
yearend 20D are recognised as hedging effects from he@geounting instruments.

204. Cad flow hedged itemsare items hedged via a cash flow hedarcounting relationship
undereither IFRS or IAS39.

205. Portfolio cash flow hedged items of interest rate riskre items hedged via a cash flow
hedgeaccounting relationship for a portfolio hedge ioterest rate risk under either IFRSr
IAS39.

206. Fair value hedged itemare items hedged via a fair value hedaecounting relationship
undereither IFRS or IAS39.

207. Portfolio fair value hedged items of interest rate riskre items hedged via a fair e
hedgeaccounting relationship for a portfolio hedge of interest rate risk ureiéner IFRS or

IAS39.

208. Cash flow hedging instrumenigre items that are recognised as hedging instruments in a
cash flow hedg@ccounting relationship undegither IFRS or IAS39.

209. Portfolio cash flow hedgingnstrumentsofinterest rate riskare items that are recognised
as hedging instruments in a cash flow hedgeounting relationship for a portfolio hedge of
interest rate risk under either IFRSr IAS39.

210. Fair vale hedging instrumentsre items that are recognised as hedging instruments in a
fair value hedgeccounting relationship undegither IFRS or IAS39.

211. Portfolio fair value hedging instrumergtof interest rate riskare items that are recognised
as hedging instruments in a fair value hedgmeounting relationship for a portfolio hedge of
interest rate risk undeeither IFRS or IAS39.

212. Items mandatory or optional at FVPdre positions that are either (ijor-tradingfinancial
assets mandatorily at fair value through profit or loss (I#R3..4)or (ii)designated at fair value

through profit or loss (IFRS8(a)(i)) .

213. FVOCI items held for (i) collecting contractual cash flamsl selling financial assets or (i)
holding or selling equity positios are all items measured at FVOCI that are not part of any

hedgeaccounting relationship.

214. Direct sovereign positionsover only exposures to central, regional and local governments
listed in the EBA list of public sector ergg (Article 116 of the CRR) or regional and local

governments (Article 115(2) of the CRR). In all other cases, positions are to be considered as an

additional risk factor as described Box13. The direct sovereign positiorghallbe treatedon
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animmediate borrower basis, and do not include exposures to other counterparts with full or
partial government guarantees. Exposures towards supranational entities and cenikal &ee
treated as norsovereign positions.

215. Items held with a trading intent and their related hedgese all financial instruments
reported in HFT in FINREP but excluding economic hedges of items booked in other accounting
categories. Thisincludes akins that are held with a trading intent and all the economic hedges
used to hedge these positions.

216. Economic hedgesre financial instruments that do not meet the requirements of 38%r
IFR® to qualify as hedging instruments, but that are held for hadgpurposes. Economic
hedges are defined following FINREP. They include those derivatives that are classified as HFT
but are not part of the trading book asdefined inArtol® M0 6y c 0 2F GKS / wwd ¢ F
KSRISAQ R2S8a y2 i propiddrydeiihy. RSNA S (A 984 T2

217. Marketrisk factorsrefer to a set of factorsidentified by the ESRB and the ECB as the main
drivers of market risk that were used to calibrate the impact of the adveraeket riskscenario
on fair value positions. They include interest rates and volatilities for currencies, exchange rates,
changes in volatility for equity, commodity and debt instruments, changes in credit spreads for
debt instruments, parameters relevant to the correlatimading portfolios and bid/ask spreads
to be used for the assessment of the impact on market liquidity. Most, but not all, of these
market risk factors are explicitty captured in the full revaluation template
(CSV_MR_FULL_REVAL).

218. Additionalrisk factorsare factors other than the ESRB and the ECB market risk factors that
have a material contribution to the overall full revaluation results.

219. Basisrisks defined ashe risk arisingrom the valuation of instruments and positions that
arefunction ofrisk fators that aresimilar, but not identicato the ones provided in the market

risk scenap.

220. NTIA& RS TAYSR Gains orf Wsse€ antinartcitil asséts and liabilities held for
trading and trading financial assets and trading financial liab@E8IREP 02.00 row 280 and

285), with the exclusion of the following items:

1 Net interest income on assets and liabilities in FVPL that are reported in NTI in the
course of their periodic financial reportingghich istreated under the NIl methodology.

1 Al components (including related hedges), which will not further impact P&L according
to paragraph35(e.g. gains and losses from FX positions, wiitlmot re-occur after
the market risk aeéhoc shock).
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For historical NTI, the abovementioned exclusion should be carried out on a best effortfoasis.
the nationalapplicable accountinffameworkmandatory requires to classithe P&L from FX
hedgingtems as exchange differences instead of NTI, these P&L components have to be netted
with the effects from the related hedged items reported under NTI. Banks shall describe how
the nettingwascarried out andeport the excluded amounts per year in detail for the historical

NTI in the explanatory not®ne-off effects (as described in secti@4.2 shallnot be deducted

or accounted for in the calculation of the NTI, i.e. historical data for NTI may not be adjusted
unless the bank restated its accounts (e.g. for misvaluing derivative positions) over the last 5
years.

221. Client revenuedrom items held with a tradingntent are defined as the part of the NTI,
which is (i) a retained portion of or a mauk on the bid/askspread, generated from market
making or trading activities on behalf ekternalclients, (ii) prime services revenues and (iii)
underwriting fees cheged by the bank on a debt underwriting or a debt issuance by a corporate
client booked in the trading bookBanks shall describe in the explanatory note how client
revenues have been estimateahd give a breakdowof which types of transactions are
recogrnsed as client revenue@lient revenues as defined abode not include any items treated
| & eecafid commissioh y 02 YS ¢ | EINRERRMpAR 2 o 200hich are treated
under section6.4.1of the methodology Further,P&L due to movements in fair value caused by
movements in market prices shall not be included in the client revenues

222. Optional derivativesare all derivativesas defined under IFRSSor 1AS39 that hawe an
optional payoff.33

223. CCR exposuremre exposures related to the risk that the counterparty to a transaction
O2dzAZ R RSF¥lLdA G 0SF2NB G(KS FAylLf asSiatSySyida 27
defined in Articl272 of the CRR, and the regulatory exposure for capital requirements as
calculated in accordance with Arti@&3 of the CRR. The definition of CCR exposures includes
all exposires that are subject tdrticle 2710of the CRRincluding repurchase transaens,
securities or commodities lending or borrowing transactions, long settlement transactions and
margin lending transaction3.he relevant exposure measure thatafitbe used ighe current
exposuregiven by the market value and taking into accofiriegally enforceable counterparty

33 This includesinter alia, equity single name options, equity index options, equity basket options, equity variance
options, equity volatility options, equity warrants, equity convertibleguity convertible preferred, currency options,
FX OTC options, currency swaptions, options on bond futures, options on interest rate futures, options on interest
rate swapsandoptions on CDS. On thether hand,this excludes ChSsingle names, COSbasket, CD§ index,
equity index futures, equity forward, equity swaps, equity variance swaps, equity volatility swaps, equity convertible
swaps, currency futures, forward FX contracts, currelim§ed notes, bond futures, interest rate futures, futures on
swaps, single currency interest rate swaps, crosgency interest rate swaps, basis swaps, bond forwardd
forward rate agreements.
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netting and(ii) collateral received or posted to the counterpafty the reference date to which

the market riskscenariogas defined in sectioB.3.2 has been appliedlhe exposure for P&L

is distinct from the ®&posure for the calculation of capital requirements as set oggiction2,

which refers to regulatory exposure as defined in the GRRe. coveringboth current and
potential future exposure. The exposures for both the P&L and capital requirements calculations
shauld comprehensively capture trades and aggregated exposures across all forms of CCR at the
level of specific counterparties.

224. CVAisan adjustment to the mignarket valuation of the portfolio of transactions with
counterparty, as per Articl@81 of the CR. This adjustment reflects the current market value
of the credit risk of the counterparty to the institution, but does not reflect the current market
value of the credit risk of the institution to the counterpar@VAis an adjustment to the
measuremenbf derivative liabilities to reflect the own credit risk of the entity

225. IRds anapproach that captures, in the calculation of capital requirements, the default and
migration risks of trading book positions that are incremental to the risks capturedebyaR

measure as specified in Artic@85(1) of the CRR.

226. Correlation trading portfolio and APRnstitutions shall use this internal model to calculate
a number that adequately measures APR at the 99.9% confidence interval over a time horizon
of 1 year uder the assumption of a constant level of risk, and adjusted (where appropriate) to
reflect the impact of liquidity, concentrations, hedging and optionality (Ar8¢le of the CRR).

227. Securitisation positiongre defined as isection2.7.

228. L1/L2/L3instrumentsare defined according to FINR&PFRI 3.

3.2.2 Static balance sheet assumption

229. The market risk shock is applied as an instantaseshock to all positions in the scope of
the market risk methodologywith the exception of FVPL positions held with a trading intent
and their related hedges for trading exemption banks.

230. Inline with the static balance sheet assumption:

1 The notional vaies of all assets and liabilities under the market risk scope are expected
to remain constant over the time horizon of the exercise.

1 Banks cannot assume any portfolio management actions in response to the stress
scenarios (e.g. portfolio rebalancing auiidation).
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3.2.3 Requirement for the trading exemption

231. Institutions can request the trading exemptida their competent authorities provided
that neither of the following conditions hatd

1 The institution has at least one VaR model in place, approved by timpeatent
authority under the CRR;

1 ¢KS AyalbdAaddzZiazyQa G2dFft YFN]JSG Nral OF LA
capital requirement.

232. Competent authorities can reject the request for the trading exemption even if the previous
conditions are fulfigd.

233. The differences between CA banks and trading exemption bankslacespecified in
section3.3.5and are summarised iBox 35 of the AnnexV.

3.3 Full revaluation of positions under partial or full fair value
measurement

3.3.1 Reference date and time horizon
234. The reference date for applying the market risk shocks B&iembe019.

235. The overall impact on P&L and capital of the market risk shediby recognised in the
first year of the stress test horizon (i.e. in22).

236. The P&L impact of the market risk stress shall be an instantaneous shioekno holding
period assmptions can be made for any positions for the calculation of gains or losses.

3.3.2 Market risk factors

237. The market riskcenario habeen defined in terms of shocks to market risk factorsin order
to project gains and losses on all positions subject to pantiilbfair value measurement, with
the exception of items held with trading intent and their related hedges in the case of trading
exemption banks. The stressed market risk factors have been estimated for the adverse scenario
by the ESRB and the ECB.

238. Not all risk factors provided in the market risk scenarios are explicitly captured in the
CSV_MR_FULL REVAL y1 4 Q A Y LJ sbelitakedNtB @&&ntiall Bhafkét risk factors
provided in the scenario e.g. the impact for equity instruments will dependt only on the
shocks provided for equity indices, but also on the volatility assumptions in the scenario.
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239. Ifaggregate and more detailed risk factors are provided, e.g. for the EU and on a country
level, the most granular relevant risk factor shouldapplied in each case.

240. 'a GKS NR&a|l FFHrOdl2NR LINPOGARSR Yl & y2i ySOSaa
banks are required taentify andstressall relevant risk driversncludingadditional risk factors
that are not provided in the scenaio but have a material contributian i.e. when on a
cumulative basis, for banks with an approved VaR model, in the case of items held with a trading
intent and their related hedges, the additional risk factors show a relevant impact, and, along
with the factors already considered, explain at least @%e actual VaRNhen identifying the
list of additional risk factors, banks should consider in particular:

T

T

Factors included in the regulatory VaR model;

Factors which are subject to the standardised approach for market risk;
Factors which are part of &hrisks not in the VaR (RNIV) framework;
Additional risk factors which the bank manages, hedges or limits;

Any other key illiquid parameters or pricing model inputs, which are relevant for P&L
or OCI under stressed market conditions.

241. In addition, banks nestto reportin the explanatory note the calibration of these risk
factors and their impact. This information will be relevant in the quality assurance process in
order to assess the degree of fitting between the additional stress factors and the onetethclu
in the scenarios.

242. Banks shall differentiate between two kinds of additional risk factors:

M

T

Risk factors that are part of aggregated risk factors in the given scanaeig. different
types of oil as part of the oil risk factor;

Risk factors that are mancluded in the scenario in aggregate forne.g. inflation risk.

243. For the first type of risk factors defined in paragr&at2, banks shall in gemal, not extend
the set of risk factors to additionainore granulayrisk factors but shall apply the shocks given
in the scenario directly. However, banks shall assess wheth@ot the resulting stress is
adequate for their portfolio. If this is nohe case, e.goecause ok f f A lj dZAR LR aA G A2y 3
portfolio or concentrations in more volatile positions, banks shall also extend the scenario to
more granular risk factors. This approach may only increase the stress impact of the bank. The
list of more granular risk factors and associated shocks derived using this approach should be
reported in the explanatory note.
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244. Inthe case of interest rate and credit curves, the shocks for tenors that are not provided in
the market risk scenari@re required tobe computed by interpolatioraccording to the
hierarchy defined inBBox13. For tenors that are shorter or longer than the range of tenors
available in the scenario, shoct® the shortest and the longest tenor available respectively
should be used.

245. Banks should define their own approachderive the additional risk factorshat are not
provided in the market risk scenarmd need to provide evidence to show that this aggoch
is:

9 Appropriate (i.e. methods and relationships relied upon sHoog valid)
1 @mprehensive (i.e. material market risksould not be left unstressed)

1 onservative (i.e. where it is impossible to accurately reflect the impact of the stress
scenariopanks should overestimate rather than underestimate its impact).

246. The treatment of risk factorand the approach to including additional risk factas well
as the optional and additional information required by competent authorities, is specifiddxn
13. Datathatarel @ At 6f S Ay 0l Yy |afeQoursed fiod Nifridedrd niatkel (i S Y a
data providers can be used for the purpose of calibrating shocks to the additional risk factors.

Box13: Treatment ofisk factors

The identification of the market risk shocks should be performed following the steps/hier3
below:

1. Mapping to EBA shockshock to bank risk factor determined directly by the shock e
related EBA risk factgr

This is expected to be the most common approach for most banks, where the shock to th
risk factor isdirectlydetermined by the shock to the related EBA risk factor in the scenario
mapping can be (i) oaw-one (iSOG I LILX AOI GA2y 2F 9. ! &K
driver), (i) manyto-one (application of one EBA shock to several appropriate bank risk fa
(i) oneto-many (identification of most appropriate EBA risk factor among many for
respecive bank risk factog largest shock as a fdlhck), (iv) manyo-many (identification off
most appropriate EBA risk factor for respective set of bank risk factors and apply this shoqg
bank risk factors
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2. Statistical expansion

If EBA risk factdime series and additional risk factors can be linked via estimated stati
relationship, the shock size to additional risk factor shall be derived from statistical relatid
and the given shock to the EBA risk factor. This approach may be ussstifjgality data ig
available and sound statistical relationship can be established. Such a statistical relationsh
also be established between EBA risk factors themselves or bank risk factorsto which Stq
be applied. The shock for the bankkrisictor is determined by feeding the stressed EBA rig
stress risk factors determined by Step 1 into the statistical relationship.

3. Rulesbased approach

Shock shall bederived via interpolation, extrapolation or rules based combinatibrseveral
other risk factors (either EBA risk factors or additional risk factors derived via approachdst
Step2) to derive slock to bank risk factoiThe shock for the bank risk factor is derivedfibst
shocking the input risk factors used fdmet rule derived vieBep 1 or 2 and then applying thd
rule.

4. Expertjudgement

For cases wherg) insufficient historical data in stressed conditions is available and/ol
meaningful statistical relanship can be established and (iere are suffiantly related risk
factors as to determine a rules based expansiigsk factors shall be stressed taking into acca
theoretical considerations, such as rarbitrage relationships, with other risk factors who
shock size can be determined via approachieps 1 to 3. The theoretical considerations shg
be justified with historical data demonstrating the conservatism of the approach. The sho
the bank risk factor is determined by first stressing the input risk factors to the theorg
relationshp via steps 1 to 3 and then applying the theoretical relationship.

5. Statistical expansion via thmarket riskscenario

Where bank risk factors cannot be related to the EBA risk factors establishing mea
relationship between them, but, neverthelgsgood quality data is available to support
statistical relationship between the bank risk factor and thearket risk scenario, thig
relationship should be used to calibrate the shocks of the risk fadtie. shock for the bank rig
factor is determiné by feeding the stressemharket riskshocks into the determined statistic
relationship.

6. Expertjudgement using the narrative of the macroeconomic scenario

For cases where insufficient data is available to establish meaningful relationship betwe
bank risk factor and the EBA risk factors or macroeconomic variables, theoretical reag
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support the calibration of the risk factor shall be applied. These theoretical considerations 9
be backed with historical data demonstrating the conservat@he approach. The shock f
the bank risk factor is determined by first stressing the input risk factors to the theors
relationship via steps 1 to 5 or using the narrative of the maonomic scenario and the)
applying the theoretical relationg

247. Thescenariaranslation and expansioshallinclude consideration of all relevant basis risks
for the bank in the adverse scenar®anks shall assessifocks have been applied on a suitable
level of granularity to ensure all key basis risks are captwiede methodological choices
following fromBox13may lead to undrestimation of basis risk

3.3.3 Scope of application of the full revaluation

248. All accounting categories under a full or partial fair value measurementequired tdbe
fully revaluated under the adverse scenario (except items held with a trading intenthaird t
related hedgse for trading exemption banks).

249. Ifthe systems of a bank do not allow the full revaluation for certain positions that are not
held with a trading intent, banks may perform a partial revaluation and apply Taylor
approximation techniques. @ks should indicate in the explanatory note how, for which
instruments and for whapart of the portfolio they applied this approach.

250. For items that are measured at FVOCI and that would be subject to the impairment model
of IFRS, the impact from changes the credit risk of counterpartieshallbe measured at fair

value and reported in OCI.

3.3.4 Features of the full revaluation
251. Inthe baseline scenario, no impact is assumed (i.e. the impaet to zero).

252. Inline with paragrapB35, gains and losses on all position in scope shall be fully recognised
in the first year of the stress test.

253. The impact of the full revaluatioshallbe reported in the temfate CSV_MR_FULL_REVAL.

254. Banks are requested to conduct full revaluations of all their positions under partiall o
fair value measurement (except items held with a trading intent and their related hedges for
trading exemption banks) and to report impacts by asset classes, accounting and product type,
and by differentiating between optional derivatives alwkear products. In particular, banks
need to report:
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1 The fair value or accounting value in line with FINREP requirements and notional of the
positions. Notional is defined as the sum of the absolute values for assets (positive) and

liabilities (positive).
1 The ganor losses under the full revaluation.

T ¢KS TFTANRG 2 NRS Ndsdefided anAablegpdf the\ positions) to iReSriskil | Q
factors providedin the template CSV_MR_FULL_ REVAL, as of the reference date
(31DecembeR019) as defined ifable8. Sensitivities need to be reported for all risk
factors included in the market risk scenario other than volatilities and the shocks for
reserves for liquidity or model uncertainty.

 Second2 NRSNJ aSyaiidi@ai,aSefinedinlablesyfdrin@rest rstés Y FS 3 |

and equity positions as of the reference date (decembef019) in the
CSV_MR_FULL_REVAL templahes requirement is only for CA banks.

Table8: Definition of sensitivities

Riskfactor category Current Value Greek letter Greek value
Equity, FX Xo DELTA FQ ) x 1%
Intesrsrséarlzte, credit fo DELTA FQ& NIbp
Equity Xo GAMMA FQ Q& 1%
Interestrate lo GAMMA FQ @ & Nip
Equity andnterestrate ~ o VEGA FrQ &) x1%

255. In relation to credit risk and interest rate risk factors, the reporting of sensitivities across
0dz01SGa Ay GKS dGdSYLXIGS /{+gawypC![[ywox!][ &Kl
consist in reporting sensitivities for the relevaténor (as reportel in the template
CSV_MR_FULL_REVAL) in such a way that the total impact computed framStye2 NB& Q
sensitivities after bucketing is equivalent to the impact obtained from the actual sensitivity of
the cash flows and the related shock.

256. The total impact sall then be separately reported for the following items, in line with
accounting standards:

1 The impact on OCI from revaluation effects of (i)-hexlged risk factors on hedged
itemst i.e. the impact on OCI after hedging, (i) hedged risk factors on cafibw
hedging instruments (effective panby (iii) all risk factors on FVOCI positions
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1 The impact on P&L from revaluation effects of (i) ineffectiveness of hedging
instruments that are part of a cash flow hedgecounting relationship, (ii) hedged risk

factors on hedged instruments via fair value hedge accounting or (iii) all risk factors on
FVPL positions.

257. 5ANBOG a2@SNBAIY LRAAGA2Y A Qshalle keported inthdzS I Yy R

template CSV_MR_FULL_REVAL for all accounting categuatiestrument typesThe impact

shall be divided among the breakdown by risk factors. As the government bond yield shock
embeds the risk free and the credit spread component, for the split between interest rate and
credit spread impact, the sovereign sprkis calculated as the difference between the stressed
government bond yield and the stressed swap rate for the same country (currency) and
maturity. For sovereign positions not denominated in local currency, the splitting takes place via
the swap curve fithe respective currency.

258. For items that are held with a trading intent and their related hedgd&RH)the full
revaluation loss for CA bankader the adverse scenarie cappedat a haircut of0.20%of the
sum offair valueasset and liabilitiess described inBox14. This is appliedlirectly in the

CSV_MR_SUiMmplate on the final gain and losses on itehedd with TI&RHAVaR scaling
factor (paragrapl259) is then applied to the final loss

Box14: Constraint on the full revaluation of CA banks for items that are held with a trading intent
and their related hedges (TI&RH)

Full revaluationmpactfrom TI&RH:= VaR scaling factor * M#(20% * Sum(Assets fair valug
TI&RH, Liabilities fair value TI&RH), Gain or losses on TI&RH items)

Where:

A TI&RH are all positions held with a trading intent and their related hedges, the fair va
assets ad liabilities being both positive numbers.

ADIFEAY 2N f2aasSa 2y ¢Lawl AGSYa INB o6l y]

A VaR scaling factor is defined as in parag2fh

259. Inorder to account for the possible lack of representativeness of theoégdar positions,
the total loss projected by CA banks under the adverse scenario for items that are held with a
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trading intent and their related hedgeshall be multiplied by a scaling factor that is computed
as follows:

1 The ratio between the 75th percentile of the daily Yafyuresin 2019 and thelaily
VaR reported for the reference date Blecembe019 is calculatedlhe daily VaR is
defined inaccordance with Article 365, point 1 of the CRR

9 This ratiois floored at 1.

1 The scope of positions for the VaR is permitted to be the prudential trading book. When
a regulatory VaR model is not available for this calculation, banks shall apply internally
used VaR models with a-tly holding period.

1 The calculation of this ratio as well as the application of the scaling factor is carried out
on CSV_MR_SUM.

260. For the purpose of the stress test, banks shall, notder any circumstancesake into
account possile valuation adjustments on debt securities and gains resulting from credit spread
widening of own liabilities(for instance DVA)Hence, following a deterioration of own
creditworthiness, the bank is not allowed to book a gain on those debt securitiesyoother
fair value liabilities) that represent a net liability to the bank.

261. The impact of the full revaluatioshall be reported including basis risk line with
Paragrapt247. Banksare required tautline the approach taken in the explanatory note.

262. In addition to the accounting breakdown, market shocks are intended to be applied and
reported by relevant risk facter(i.e.interest rate, FX, equity, funds, commodities, credit
spread) For instancgfor a bond the key risk factors to be considered are interest rate and credit
risk. Exceptions to this general rule ai@ example funds and other instruments for whiche
scenario does include the relative change in the fair valuie yield of the products and for
which there is no need to disentangle the effects in underlying shockise base of asset classes
similar to the ones for which fair value changes green, banks shall apply the same approach
and shocks.

263. The impact of the shock on correlation trading portfolios shall be reported together with
other positions in the full revaluation market risk template (CSV_MR_FULL_REVAL). Banks
holding a correlationriading portfolio in excess of 1% of total REA are deemed to hold a

34 Considering a 14ay holding period.
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significant correlation trading portfolio. Competent authorities can ask these banks to provide
additional information on the impact of these portfolios.

264. When reporting results, multivariateffects deriving from the application of the market
risk shocks shall be taken into account and cumulatively shown in the template in the P&L and

OCI impact columns.

265. Banks are requested to provide a narrative, detailing major hedging strategies atliportfo
level, for both hedgeccounting portfolios and economic hedges in the explanatory note.

3.3.5 Trading exemption banks

266. For kanks classified as trading exemption banks according to the criteria set out in
paragrapt231, the impact & FVPL positions held with a trading intent and their related hedges
is equal tathe haircut used aa floorfor the full revaluatiorresults as defineth Box14.

3.4 Revaluation of market risk reserves

267. For the purpose of the liquidity and CVA reserves stress test losses (as detailed in this
section), all banks are required to stress exposuresed on the market risk scenarios and risk
factor shocks described in secti8rB.2in the adverse scenario.

268. No additional liquidity or CVA lossase assumed for the baseline scenario.

3.4.1 CVA impact on P&L and exclusion of the DVA impact

269. The negative P&L adjustments arising from CVA changes will reflect deteriorating credit
guality for some counterparties under the market risk stress. When calculdtergdjustments,
all banks, irrespective of whether they are TE or CA banks, should maintain consisterecy
calculation of CVavith their internal modelling choicand apply their internal methodology in
a prudent way. Bankare required tocalculate CVA losses as the CVA at the reference date
minus the CVA under the market risk stress, with the latter derived from the application of the
prescribed market risk shocks for the advensarket riskscenario.

270. The projection of CVA losses covetgattfolios in which CVA losses can occur according
to the accounting treatment of the bank i.e. it is not limited per se to FVPL positions or to
positions for which a CVA capital charge is calculated. All losses will be capturedin the P&L. No
separatemateriality thresholds are set, dsanks are required tdollow their accounting
treatment.

271. In deriving the CVA under the market risk stress, banks may exclude counterparties in
default. Banks should pay particular attention to material counterpartiessghaedit spread is

e



) AUTHORITY

%
2020 EUWIDE STRESS TESIETHODOLOGICAL NOTE 5@ P
I

significantly and adversely correlated with the risk factors that drive the CVA related to those
counterparties or the collateral posted by those counterparties, in particular making a
judgement about whether a more conservative appiioa of their standard methodology
would be appropriate in suchmaterial case.

272. The P&L impact of CVA hedggmllbe excluded from the stressed CVA reported in the
template CSV_MR_RESERVE. Any impact @dg/ hedgesvill be reported following its
accountngtreatmentin the full revaluation template CSV_MR_FULL_REVAL, but no adjustment
to those hedgeshallbe assumed. However, the impact of CVA hedges has to be reported as a
memorandum item in the template CSV_MR_RESERVE.

273. Exposures shall be reported nef stressed collateraBanks should not assume the
default of a counterparty. Banlshiould also not assume that additional collateral can be called
beyond what is held at the reference date and should compute the corresponding CVA. charge
The only exceptin for posting collateral after the refenee date is for cash collateralfafancial
instruments that are cleared at an exchange or a CCP (either cleared directly with a CCP or
cleared with a CCP through a Clearing Member).

274. For the purposes of the stredsst, banks shall not take into account possible DAgA
explained inparagraph260. This constraint should be applied within each netting set for
derivatives.

275. Banksare not allowed to offset the projected CVA fair value impact by any existing reserves.
276. Theresulting CVA impact shall be reported using the reserve template (CSV_MR_RESERVE).

277. Banks are asked to break down CVA positions into investment ardsegiment gade
for the set of types of counterparties defined in the template CSV_MR_RESERVE, using their
normal approach to distinguishing investment grade according to external ratings or, for
counterparties with no external rating, according to an internal metiiogy if applicable.

278. Banks can optionally be asked by the competent authority to report the information listed
in Table9.

Table9: Informations about the CVA to be reportedin the template CSV_MR_RESERVE

Information Guidance
For any given counterparty category, theerage credit spread (as of ZD4nd under the

Averagecredi adverse scenario) should be computed as a weighted average spread, across iss
spread tenors, weighted by the exposure amoynet of collateral)n each tenor bucket (or time
step) used.
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Information Guidance

Expeocst.i:.de TheEPEhould be computed ina manner consistent with the internal methodology us¢
gx :)I:ure the bank for the calculation of the CVAin its accounts. If arandthethodology is use
(ElgE) for such determinationthe add-on should be reported.

In any given counterparty category, the aggregate EPE should be computed as a
aggregate (i.e. sum) across all counterparties (in this category) of the average EP|
for such counterpaiks For any counterpartythe average EPErgfile should be
determined as the weighted average of the EPE profile acrossthe various maturity

Aggregate EPI (or time steps), weighted by the size of this time step (hedifference in time betweer
the start and the end of such time), or any other more¢ailed methodology providec
thatrepresentsareasonable approximation of the overall EPE agéiragtcounterparty
in the market scenarios questiorand a good predictor of the overall CVA adjustir
for the counterparty (when combined with the average credit spread).

3.4.2 Reserves for liquidity and modelncertainty

279. The liquidity and model uncertainty methodology shall be applied to all banks in the
sample.

280. To take into account liquidity and model uncertainbgnks shall compute the impact on
their fair value adjustments (IFRS 13) and prudential adjustments @¥éle 105 of theCRR)
of an exogenous widening in the kadk spread for the whole portfolio of items for which these
reserves are computed.

281. Regardig the accounting adjustment, the scope of application of thedsikl spread
wideningshallonly concern the fair value adjustment for liquidity issues and model risk; while
for AVA calculations, only the adjustments related to market price uncertaimye @ut cost
and model riskare required tobe considered. Other valuation adjustments definedAinicle
105 of the CRR (unearned credit spreads, early termination, investing and funding cost,
operational risks and future administrative costs) are ous@afpe for the computation of the
liquidity and model risk shock3 hese other adjustments should be reported as a memo item in
the CSV_MR_RESERVE template.

282. Banks shall first compute the impact of a market liquidity shock (using the market liquidity
shock eported in the market risk scenario) affecting the-ask spread of all items in their
portfolio (fair value levels L1, L2, LByr L2 and L3 instruments, an additional-aisk spread
shock accounting for model uncertainty shall be applied (using theeimackcertainty shock
reported in the market risk scenario). The model uncertainty sisbakbe applied in an additive
waywith the market liquidity shock.

283. Level 2 instruments that are cleared an exchange or a CCP (either cleatieectly with a
CCP pocleared with a CCP through a Clearing Member) at the reference date drelse test

79



EUROPEAN

17
2020EUWIDE STRESS TESTETHODOLOGICAL NOTE (g BANKING
Il '«‘('(: AUTHORITY

exercise (end of 20)%hallbe treated as level 1 instrument$herefore, for those instruments
only the liquidity shockshall apply If requested by the Competent gority, banks should
report inthe explanatory notehe detailed decompositiott of their level 2 portfolio into cleared
(i.e. level 2 instruments treated as level 1) and 4otgared instruments for both the starting
point reserve and the stressed reserve

284. The impact coming from the liquidity and model uncertainty shelcéll be reported in
template CSV_MR_RESERVE. The impact coming from AVA reserves and accounting reserves
shallalso be reported in the respective columns of the CSV_MR_RESERVE template.

Box15: Application of the liquidity and model uncertainty shock

Bankscan apply the shocks (only liquidity for L1 instruments and both liquidity and m
uncertainty for L2 and L3) at instrument or at portfolio level. In the latter case, a seng
approach should be followed to determine the stressedds#t spreadOnce tle stressed price
bid-ask spread for an instrument ort @ortfolio level has beenderived the impact on the
accounting and prudential reservésgiven by the product between the exposure amount 3
the stressed bigask spreadFor instancethe exposure mount to be consideredor bondsis
the nominal valuefor exchange tradd derivatives, IR and FX swaps isrtbonal valueof the
instrument while for equities théair valueshould beused. Some guidance on how to compd
the impact on reserves depemdj on the availability of the bidsk spread are reported below

Available bidask spread:

I. Instrument level applicationn this case the bidsk spread of the price of the instrume
can be directly observed on the market (to be divided by 2). The sestepdwvould be tg
compute a stressed bidskspread by applying the liquidity and model uncertainty shoc
an additive wayT he final impact on reserves is thehtained by applying the stressed pri
bid - ask to the exposure amount as showrEixamplel.

Example 1For instance, if the shocks in the market risk scenario are 2BQ%dity) and 180%
(model uncertainty, and considering that the price is expressed as a percentage of the not
the stressed price bidsk spreador an L1 and an L2 interest rate instrumevaduld be:

35 The information should covehe type and the financial characteristié the items such as maturity, currency, coupon
type,parameter indexation and optionality.
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L1:"YO 1 Qi 1 "Yni QoI QWi Qudc z2¢omnb p mziw @ g 2
combmphb

L27Yo 1 Qi i YAl QORI QO 1 QOW 2 ¢ ot p YT P
pTWE@THCZ ombpYmb T8 pb

Assuming aotionalamountof 10,000¢, the final impact on reserves for both instruments wol
be: "0a 1) G@oQi QI U Qi i Yn i 'Qdoah

L1A 0.11%* 10.000e =1k and L2 0.41%* 10.00@ =41e

The stressed reserve to be reported in the CSV_MR_RESERVE will be the sum of the star
reserve and the impact on reserves computed above.

Il. Portfolio level approach In this casethe bidask spread should beéerivedby multiplying
half of the bidask of the risk factor with the sensitivities of the risk factor at the star
point. The stressed bidsk spreadsthen obtained by multiplying the bidsk spread time
the shocks givehy the scenario.

Example 2For aportfolio of L2 instruments exposed to interest rate risk with a sensitivity e
to 5, thebid-ask spreadvould be given by

YRl QoQ YR QOOKQ QOMIHDYQE | B QL B
(1.05% 1.02%)/25 =0.075%

YOI Qi i YAl QOO QOQ 2 Y@ 0 QméixvP conbpynb
Ty v pnbmphb

The computation of the stressed reserve and the impact on reserves should follogamnhe
approach described in Example 1.

Unavailablepricebid-ask spread:

C2NJ AyadNHzySyda F2N gKAOK y2 |ljdz2 (S Rthéiik
risk factors bieask spread, as for the case of the portfabwel approachshouldbe followed.

No quoted bidask spread available

If no quoted bidask spread can be obtained and neither adtt spread of its input risk facto
the following guidelines should be followed:
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1. For instruments marked at mygtice and with observable inpuisk factors, in case sufficief
data are not available to construct a plausible range ofdsikl spreads, banks should simula
exit prices (bid and ask) repricing the instrument by applying to each sensitivity the risk
bid (ask) obtained fronradable market quotes (exchange, dealer, broker). For risk factors,
to assess bidsk spread,and for whichonly consensus service data are available (|
correlations, OTM volatilitiegtc.), banks have to apply a conservative quote equal to thk

percentile of the distribution of the consensus for the month of December (the side o
distribution depends on whether the risk factor position is long or short and the instrument
buy or to sell). Banks applying the portfolevel approactshould calculate the increase in ri
factorsbid-ask spreadrom tradable market quotes. For input risk factors where only consef
service data are available (e.g. correlations, OTM volatilities etc.) banks have to &
conservativebid-ask spreadqud to the difference between the 25th and the 75th percenti
of the distribution of the consensus for the month of December to the net exposure sens
computed under stressed market parameters.

2. For instruments marked at myatice and with unobsesable input risk factors, the bank shj
use an experbased approach using all qualitative and quantitative information availab
achieve a level of certainty in the prudent value thatis equivalent to that targeted in a str¢
scenario where a rang# plausible values is availabanks shalleportin the explanatory note
the exposures for which this last approach is applied, and the assumptions or the fram
used to determine the bidsk spread.

3. Ifa portfolio is marked directly to an epitice (bid or ask price), institutions shall assess a
value in order to apply the methodology.

nd C2NJ L2 NI T2 A NG SYIENJ YR F2 Nd WKR OK | -ask
spread is held, the stress is equal to the valuation imgaoting from arincrea® of the price
bid-ask spread at the reference date (31 Dec 2019) by the atrescribed in the scenario fq
eachbid-ask spreaaf the contributiongguotes used to calculate th&ir value The distribution
of the bid/ask price should be assumed to widen proportionally, so given its fair value polig
bank can recalculatedfair valueand AVA adjustments

3.5 Projection ofclient revenues for items held with a trading
intent and NTI impact

3.5.1 Baseline NTI

285. The baseline NTI for each year is defined adehst of the following the average of the
2018-2019 NTI (floored at 0), the averagetbie 2017-2019 NTI, and the average tfe 2015-
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2019 NTI (seeBox16). It will be calculated on the market risk template for the jpation of
client revenues (CSV_MR_PROJ).

Box16: Definition of the baseline NTI value for all years

NTho20,2021,202 paseline™ MiN{Average(NTH) 152010 Average(NThyizz010, Max(0,Average(NThs

2019)}'

Where:
A Average(NT,o152016iS the simple average NTI over 26A®19.
A Average(NT})i72016iS the simple average NTI over 2640719.

A Average (NT4)152016iS the simple average NTI over 26A%519.

286. Inline with this definition, regardless of the approach used inntlagket risk stress test, all
banks have to report their NTI for the years 3€2019.

3.5.2 Projection of clientrevenues under the adverse scenario

287. If CA banks are able to report quarterly client revenues of items held with a trading intent
for the yeas 205-2019, as defined in paragra@21, banksshallproject these revenues under
the adverse scenario for the yearsZZB2022 taking into account how thenarket rsk scenario
would impact this incoméi.e. the projection should contain only income from client revenues
which isstable even under stress)The projections should take into accoymassibleturmoil
that may arise as a consequence of the shock or a rémluat trading income not due to the
fair value changes. If historical data tte clientrevenues cannot be reported for the years
2015-2019, all projectionsare computed in the CSV_MR_PROJ template as sho®oxih7.
Banks shall outline the approach takerproject client revenues the explanatory note

288. For each year, the projectigrof client revenues of items held with a trading intent are
capped under the adverse scenaet75% of 209 annual client revenues afems held with a
trading intent. In addition, client revenues projectioage also cappedata minimum between
the 75% of the baseline N&hd the level of client revenues in 20Fr each yeaif the baseline
NTIis negative, the adverse client reversies equal to the baseline NTI. The resulting NTI
calculation is shown iBox17.
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Box17: Description of the computation of client revenues umdbe adverse scenario for CA
banks

For 2020, 2021 and 202Rlient revenues are computed according to the followangeria:
a. If NTlaseins<0 then, Client revenuesNT lyaseline
b. If quarterly client revenues are reported for the years 22089 and NTdaseindl O
Then,
Client revenues #in(Clientrevenue$rojecteds 75%*NThaseine/5%*Clientevenuesoso)
c. Otherwise, Client revenues0.
Where:

A Clientrevenues are the client revenues of items held with a trading intent as defing
paragrapt21

A 2 4 A 9~

A ClientrevenuesLINE 2S OG SR I NB o0l yl1aQ 24 edcINFu@cslal
year.

A Clientrevenuesyoare the annual historical 2@lclient revenues.

289. For each year, the projections of client revenues of items held with a trading intent are set
to the NTI baselind the NTI baseline is negative and to 75% of the baseline NTI otherwise (see
Box18).

Box18: Formalised description of the computation of client revenues under the adverse scenario
for trading exemption Anks

Clientrevenuesgzo,2021202=

NTIbaseIine if N-I_Ibaseline< 0.

75%*NTLaseline ifN-I—IbaseIinef1 O
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Where:

A Clientrevenues are the client revenues of items held with a trading intent as defing
paragrapl221

290. For the year 2P0, the NTI under the adverse scenario is the sum of the loss under the full
revaluation of all itemé&eld with TI&RHIiquidity, model uncertaintyand CVA reserveslient
revenues computed on items held with a trading intamd economic hedgesxcluding hedges
of items held with a trading intent~or the yeas 2021 and 202, the NTI under the adverse
scenario is equab the client revenues computed in paragrag@87to 288. The resulting NTI
calculation is shown iBox19.

Box19: Description of the computation of the NTI under the adverse scienar

NThozo @dverse= Clientevenuesy,o+ Liquidity reserve impags,o+ CVA reserve impagho+
LosSsierH 2020+ ECOnomic hedges excluding hedges of items held with a trading dgtgnt

NTho21.2022 @averser Client Revenuess defined irBox17 andBox18.
Where:
A NThozo.2001 2024adverse) are final NTI values reported in the P&L sheet.

A D¢gi d is the market risk loss due to the full revaluation of all itéFh&RHas reported in
the template CSV_MR_FULL_REVAL and floored as descimd

A Client Revenues,o 2021 200@r€ client revenues computeatcordingo Box17 for CA banksr
Box18for TE banks.

3.6 Counterparty credit risk losses

291. For the purpose of CCR stress test losses inthe adverse scenario (as detailed in this section),
all banks are required to stress exposures based on the market risk scenarios and risk factor
shocks described isection3.3.2 This does not affect regulatory CCR exposure as reported in
the credit risk templates for the calculation of the CCR exposure amount, for which the credit

risk methodology set out isection2 applies
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292. In addition to the P&L associated with changes in CVAs, counterparty credit losses may
arise if counterparties actually defauh the stress. This is calculated in the CCR template
(CSV_MR_CCR). To gauge the possible impact of this source of P&L, competent authorities will
require banks to calculate and report CCR exposure as at the reference date, stressed exposure
and appropriaé stressed LGD for their top 10 largest counterparties, as described below.

293. Inconsidering counterparty defaults in conjunction with market risk stresses, market risk
factor shocksshall be applied to the exposure, whether uncollateralised or collatezdliand
whether positive or not at the reference date. In casé collateralised exposures, ban&se
alsorequired tostress the collateralin line with the market risk shocks, including any FX market
risk shocks for cash collateral and assuming (inviitile the general assumption of no portfolio
rebalancing) that naadditional collateralis received or postedbeyond what is held as of
31Decembel019. Exposuresshall be stressed based on the scenarios as defined in
section3.3.2

294. Stressed CCRxposureused to calculateCCR stress test losses shall be reported net of
stressed collateralVhen determining the eposure net of stressed collateial exposureghat
are defined as CCR exposures according to para@2gsiall beconsidered.

295. An internal and an external PBoth with a 3year horizon should beconsidered in the
CCR methodologyinternal PDs should bealculated using their own model&xternal PDs
should bedeterminedbased on the seconldwest longterm unsecured ratingand banks'
internal mappings with the restriction that they are within # interval given for the
corresponding credit quality step of the relevant ratiBg A pair (provided in Table 1 of Annex
1). Similarly, stressed LGDs should be calculated witlyeaB horizon. Relevant instructions
from Section 2 have to be observed.

296. Banks are required to assume the default of the two most vulnerabtéeir 10 largest
counterparties.The 10 largestcounterparties need to be distinct (i.e. LEls need to be unique
amongst them).Guarantees and credit risk mitigatieeligible under theCRR should be taken
into account when determining the 10 largest counterparties and in determining the
appropriate stressed LGD%he procedure for identifying thetwo most vulnerable
counterparties is based on a ranking of the probability of default & ¢bunterparties as
describedin Box20.

36 |TS on the mapping of the credit assessments to risk weights of External Credit Assessment Institution (ECAIs)
(Commission Implementing Regulation (EU) 2016/1799)
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297. Central governments, central banks, CCPs and other market infrastructures, counterparties
explicitly guaranteed by the centrgbvernment and intrayroup exposureshallnot be included
in the set of counterparties and names used to identify the largest expoBorebanks that are
subsidiaries of a ne&U credit institution, the parenshall also not be included in the set of
counterparties and names used to identify the largest exposuWfiems should use their
judgement in determining what constitutes intigroup for these purposes, which in principle
would cover those undertakings within the scope of consolidation.

298. The overallCCR loss will be calculated as the default exposure of the counterparty
identified in paragrapf96, multiplied by the appropriate stressed LGD and minus the
accounting CVA impact on P&L (before the application of the market price stress). Here, the
appropriate stressed LGD should be consistent with the banking book risk parameter estimates
carried outby the bank, while also taking into account any idiosyncratic factors relating to this
particular counterparty with reference to the scenario in question. This loss will be added to the
total losses resulting from the market risk scenafibe stressed LGEhould take into account
any idiosyncrasies which would increase the LGD of the counterparty over the one used in the
relevant credit risk segment and geography.

299. The default of the two most vulnerable counterparties covers the effect that the whole
CCR eosure assigned to this counterparty has on the Hé&the counterparty defaults. In
addition to the CCR effect, banks are asked to calculate losses from theqesefault (JtD )of
the direct credit exposure (additional to the CRR exposure) to this eqoentty in the FVPL and
FVOCI portfolios. Here jump-RSF I dzZAf & A& GKS ySi LINRPBFAG 2N ¢
instantaneous defaultOnly indirect exposures to the issuer (i.e. CEfa} are either part of a
hedge accounting relationship or that amecognised as credit mitigation effedsccording to
the Articles 213 and 216of the CRR shallbe consideredunder the CCR scopnd for the
computation of the jump to defaultOff-balance sheet exposures should be included in the
jump-to-default calcuhtion. The P&L impact based on the jutapdefault calculation of the
direct credit exposure is calculated as the product of the stressedaln@he JtD exposure. For
exposures to the two most vulnerable counterparties in accounting portfolios held artaed
cost no stress is required for the CCR loss calculation.

300. The algorithm for identifyinghe 10 largest counterparties and the 2 most vulnerable ones
is summarised iBox20.

301. The resulting losses will be captured as impairments in the P&L. The projection of
counterparty defaults should be carried out independently from the projection of credit risk
losses as defined isection2.4t i.e. no adjustments should be made for credit risk exposure
or credit risk parameters for the projection of credit risk losses as defineédtion2, based on
assumed counterparty defaults.
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Box20: Algorithm for identifying and defaulting CCR exposures

A Exclude exposures not within the seopf the largest counterparty default (i.e. cent
governments, central banks, CCPs and other market infrastructures, counterparties ex
guaranteed by the central government and irigaoup exposures).

A Calculate stressedd® exposure by applyingess factors defined in the market risk sceng
to all positions subject to CCR as defined in parag2@@hunder the adversenarket risk
scenario

A Cdculate value of stressed collateral by applying stress factors defined in the mark
scenario to all collateral positions.

A Rank counterparties by stressed CCR exposure net of stressed collateral, guarant
credit risk mitigation eligible undehe CRR. The exposure has to take into account
change in the marko-market exposure to the counterparties, as well as the revaluatig
the collateral.

A Consider only the 10 largest counterparties in terms of stressed CCR exposure net of s
collateraland eligible credit risk mitigation for the adverse scenario.

A Identify the two most vulnerable counterparties of the 10 largest counterparties acco
to the following procedure:

1 Calculate an internal PD for each counterparty, this PD shall berdability of default
implied by the internal rating of the counterparty;

1 Calculate an external PD for each counterparty. This PD shall be the probability of
implied by the secondlivest external ratingvailable, constrained biye upper bound
and lower bound on the Lonrgun benchmark PD values on Table 1 of Annex 1 of I
the mapping of the credit assessments to risk weights of External Credit Asseq
Institution (ECAIs) (Commission Implementing Regulation (EU) 2016/1799). Whg
implied external PD is higher than the upper bound for a given credit quality stef
external PD shall be capped at the value of the upper bound of the credit quality,
Where the implied external PD is lower than the lower bound for a given credit q
step, the external PD shall be floored at the value of the lower bound of the credit q
step;

88



AUTHORITY

%
2020 EUWIDE STRESS TESIETHODOLOGICAL NOTE 'ﬁﬁ P
I

Credit Lower Upper
Quiality Step| bound bound

0,00% | 0,16%
0,17% | 0,54 %
0,55% | 2,39%
2,40% | 10,99%
11,00% | 26,49 %
26,50 % | 100,00 %

OO~ |WIN]|F

9 Assign a PD to each of the 10 largest counterparties as the maximum of either the i
PD and external PD;

1 The 10 largest counterparties shall be ranked in order of the assigned PD, from |
low. Ifthe same PD (the maximum between internal andeemal PD) is assighed to ma
than one counterparty, these counterparties with the same PD shall be ranked in or
resulting losses from the default of thisunterparty, from high to low;

1 The two counterparties with the highest assigned PDs shaleleeted as the two mos
vulnerable counterparties.

A Calculate the impact of the default of CCR exposures for each of thes vulrerable
counterparties. This is equal to the stressed CCR exposure net of stressed collate
eligible credit risk mitigabn multiplied by the respective stressed LGD, netting the
impact on the P&L before application of the stress. The impact is floored to zero.

A Calculate jump to default (JtD) loss for the tmost vulnerablecounterparties as the sum (¢
JtD credit expages in FVPL and FVOCI accounting categories multiplied by the resj
stressed LGD.

A Calculate the final impact of default by summing up the impact of CCR stress losses
impact of the JtD losses for the two most vulnerable counterparties.

3.7 Impact on REA
302. The starting values for market REA are the values reported as@é&dmbel019.

303. For the purpose of this exercise, banks that do not have a VaR model approved by the
competent authority in place are assumed to maintain market reggulatory requirements
constant at their starting value for both the baseline and adverse scen&ao the purpose of
this exercisebanksthat do not have required approvals to use @aternal model for CVAre
required tostress their CVA capital reigements.

89



) AUTHORITY

%
2020 EUWIDE STRESS TESIETHODOLOGICAL NOTE jﬁ P
I

304. Market risk and CVA capital requirements for each year of the stress test horizon are
defined as thdarger of

9 The initial value of capital charges as ofCBdcembeR019;

1 The sum of capital charges resulting from VaR and SVaR models, IRQdAR®R a
funds requirements for CVAnd corresition trading positions under th&TA, as
described in paragrapt395, 306, 307, 308, 309and310.

305. Under the baseline scenario, VaR and SVaR are assumed to remain constenieael
reported for the reference date 3DecembeR019. Under the adverse scenario, the VaR will be
replaced by the SVaR as of B&cembel019 (seeTablel0).

306. Incasesof partial use of internal models for market risk, the baseline capital requirements
are assumed to remain constant at the value reported for the reference date
31DecembeR019. Under the adverse scenario, the new VaR and SVaR (i.e. 2 timeb&&R,
on paragrapl805) capital charge is added to the capital requirements computed under the STA,
which are also assumed to remain constant.

Tablel0: VaR assumptions for the calculation of the REA

Refrencedate Baseline Adverse
VaR VaR SVaR
SVaR SVaR SVaR

307. Banks modelling IRC must estimate the stress impact of the adverse scenario based on
stressed parameters in accordance waction2. Banks shouldise the credit spread shocks
given in the macrdinked scenario as input to the IRC under the adverse scenario, astomed
be instantaneous and constant over the years ahead. No shocks are assumed under the baseline
scenario. Overall, the relative increai the IR floored at the relative increase of REA in the
IRB portfolio in the adverse scenario.

308. For correlation trading portfolios, the APR will be assurgetle constant in the baseline
scenario. In the adverse scenario, the following scaling is assumeddrive the stressed APR
capital charge:

1 8% floo#’ is not binding: 1.5 times the APR capital charge

37 SeeArticle 364(3) of the CRR
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1 8% floor is binding: 2 times the floor.

309. The capital chargefor correlation trading positions under the STA are assumed to remain
constant at the level of 3Decembef019 under both the baselinscenarioand the adverse
scenario.

310. All banks that are subject to a credit risk capital charge for CVA are required to calculate
stressed regulatory capital requirements for CVA under the adverse scenario. To determine
additional CVA capital needs, bargkould recalculate the CVA charge wrdstress conditions,
based on their regulatory approach in use for all books within the scope of that approach. To
this end, banks should translate thearket riskscenarios into underlying risk parameters and
determine respective stressed capital charg@serall, the increase in the CVA charge for the
adverse scenarios floored at the relative increase of REA in the IRB portfolio in the adverse
scenario. To be consistent with the approach for the CCR exposure amount, the regulatory
exposure used for # calculation of the stressed CVA REA shall be kept constant.

311. The impacton REA shall be reported using the market REA templatedBSREA).

312. REA for the CCR capital requiremersicalculated using the approach described in
section2.

313. Finally, for securitisation positiortgeld with a trading intent, the REshallbe reported in
the CSV_MR_REA template only for what concerns the general risk parRHA of other

securitization positionsshall betreatedin accordance with the securitisation methodology
described irsection2.7 as part of the credit risk methodology.
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4. bL L

4.1 Overview

314. Banksshall project reference rates and margins under both the basetioenarioand the
adverse scenario. The split betweenreferencg® | YR YIF NAAY O2YLRySyia =z
fAFLOAfTAGASE A& AYUINRRdIzOSR (2 RAAGAYyIdZAAK (g2
1 ¢KS NA&a| NBEIGSR (2FNBGRI A5t Ry OGANBSASY SN
T ¢KS NRAa]l NBfFGSR G2 | raokketyeduies aryhe binmk SetsW LINB Y .

for different types of instruments and counterparties, reflecting the impact of credit
and other market risks (e.g. liquidity).

315. . I y14Q LINRB2SOGA2ya | NB adzoBosdi G2 GKS O2yail

Box2lY { dzYYI NBE 2F (KS O2yaidNI}Ayda 2y o6Fyl1aQ LNRE:

Al aadzvLliAzya OlFyy20 tSFR ol G 3 N,Eatnpéreﬂ\ﬂitﬁl
the 2019value under the adverse scenario (paragregg?).

A Under the adverse scenario, assumptions cannot lead (at group level)itci@ase in the
ol y1Qad bLL O2YLI NBR gAUGK GKS wnmdgp O f
provisions for norperforming exposures on interest income (paragraph).

A Under the adverse scenario, banks are required to project income orpedorming
exposures net of provisions, subject to a cap on the applicable EIR (par&§iph

A Under the baseline scenario, banks are required at a minimum to reflect a proportion
changes in the sovereign bond spread of the countriocdtion of activityin the margin
component of the B of their repriced liabilities (paragraB?2).

A Under the adverse scenario, the margin paid on intetesiring liabilities cannot increag
less ttan the higher of a proportion of the increase in the sovereign spread of the co
of location of activityand the same proportion applied to the increase of an idiosyncr
O2YLRYSYyilis RSNAGSR FTNRY GKS AYLI OG 2
downgrade (paragrapd82).
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A Banks are required to cap the margin component of the EIR on their repriced asse
proportion of the increase inthe sovereign spreads of the country of exposiy
(paragrapl885).

A Under both the baseline and adverse scenario, sight deposits reprice immediatizly
with the methodological prescriptions (paragraf@%/ and361).

A Thereference rate of new originated or repriced instruments should be consistent wit
macraeconomicscenarios for riskree yield curves (paragra@20).

4.2 Scope

316. All interestearning or interesjpaying positions across all accounting categories, including
not only instruments subject to amortised cost measurement but also those subject to fair value
measurement (such as FVOCI positidAg¢PL positions and hedgecounting instruments), are
in the scope of this section.

317. Any contractual agreement®ot in line withthe staticbalance sheet assumption (e.g.
become only effective in the stress test horizon but are nebatance as of endf the year of

the starting periodsuch agoan commitmentsor financial guarantegsare out of scope of the
NII methodology.

318. Banksthat, in the course of their periodic financial reporting, present the interest income
on assets in FVOCI and FVPL as a paNT bshould report this income as a part of NIl in line
with the provisions of paragra@0of this note This informatiorshallbe also reported in the
CSV_NII_SUsheet Only NIl for these positions is within the scope of the NIl methodology; the
fair value impact on these positions of the stress test scenarios is captured within the market
risk methodology.

319. Fees and commissions that are recognised as NIl in theuatieg framework are also
within the scope of this sectiofrees and commissions that can be directly linked to loans should

0S dA0GNBaaSR (GKNRdAK GKS f2FyQa 9Lwd ! ff 203KS!
the NIl methodology.

4.3 Highlevel asamptions and definitions

4.3.1 Definitions

320. Referencerate (RefRatd)a RSTFAYSR | a4 (0 KSF NS5 NI SzyNRSING
the given instrument, as used by banks in the management of their interest rate risk in the
banking bookThat rateshallnot include instrumentspecific or entityspecific credit risk spreads
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or liquidity risk spreadsExamples of acceptabktarting point rates are swap rates or, for
reference rate tenors below 1 year, the applicable interbank rate (e.g. EURIBOR, LIBOR, EONIA
{ hbL! ). ThefrefeBnece ratehallreflect the contractual payment profile of the respective
instrument unless otherwise specified in timeethodological note. At the starting point, the
reference rateshall be equal to theriskfree rateat the lastdate of repricing while for the
projections the new reference rate is given by the value of the swap rate in the baseline/adverse
scenario for the year in which the instrument reprices/replaces.

1 For fixed instruments, bankeave to takento account the specific currencies and original
maturity of the instrumentFor new business 201the riskfree curve that banks shall
use as reference rate is directly providéy the swap curve othe macroeconomic
scenario (2019 starting point dataBanks shall use the appropriate currency/tenor of
swap rate curves aastarting point also to determine the margin componefRbr the
projections, the new reference rate is given by the value provided imtheroeconomic
scenario for the swap rate irhé baseline/adverse scenario for the year in which the
instrument replacesln case no swap rate for a given original maturity is provided in the
macroeconomicscenario, banks must use linear interpolation of the swap rate. The
original contractual maturit and not theoriginal roundedmaturity, as described in
paragraptB837shall be used to determine the applicable swap rate.

1 For a floating instrumenthe reference ratéas to be the rislfree rate as defined above
and aligned to the riskee rate regarding the tenoFor the projectionsthe swapcurve
provided in themacroeconomiscenario shall be used.

Specific treatments for theeporting of thesight deposits are envisaged in the methodology
(paragrapl857and361).

321. MargnAda RSTAYSR ledned KISARLIBIEYAHZYRa 20SNJ 6§KS Ay
reference rate, and is equabr fixed instrumers, to the spread between the actual effective
interest rate of the instrument and the refence rateas described in paragra@20. The split
of reference rate and the margin for all instrumersisallbe performed using theisk-free rate
at the date of there-pricing of the instruments.The narginof the new businesgend 2019
refers to the margir(notionalweighted) of the instrumentshat were originated in 2019 and
which wereon the balane sheet at the end of the year.

322. TheEIRfor a given instrumentiime interval and component (margin or reference rate) is
the rate that equals the ratio of interest income/expenses to the volume. For banks reporting
according to IFR3 this coincides with the EIR as defined in tBahdard.At portfolio leve) the
ER is calculated as a notionakighted average.
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323. Average2019 thevolume is he sum of the timawveighted notional over instruments that
were on the balance sheet during the ydguarterly averageQ1 2019 to Q4 20)9Thetime-
weighted notional of an instment is defined as the notional of the instrument times the
fraction of the year the instrument was on the balance she€he EIR is the interest
income/expense earned over the year divided by the notional of the average volume of the year
It is expectd that the product between the average volume and the average EIR would be
approximately equal to the interest income/expenses over the year (starting point) at
asset/liability type level.

324. End 2019the volume is equal to the stock being on the balanceestat the end of the
year, while the EIR is the notionakighted end of the year EIR of the instruments being on the
balance sheet at the end year.

325. Maturity date is defined as the contractual date on which the Marginthe Ref Rate
component of theasset/liability is replaced or repriced:

1 For fixedrate instrument§g, it is assumed that the maturity dates of the Ref Rate and
the Margin are the same, and equal to the contractual maturity of the instrument.

1 For floating rate instrumentsit is assumed hat the Marginis repriced at the
contractual maturity of the instrument, while the reference rate component is repriced
whenever the index rate of the floating rate instrument reséts

326. Original maturityis defined as the total time between the as®f 6 A f A 1@ Q&
origination and the maturity date. In casef debt securitiesthe time of origination should be
understood as theacquisition datéy the bank and the original maturity should be based on the
residual maturity at the acquisition date tfie debt securityOna portfolio level the original
maturity is the notional weighted average over all instruments.

327. Average point of maturindAPM)is the methodologically prdefined average fraction of a
year at which the maturing positions matureprice. Average point of maturing values are
provided in the template (CSV_NII CALC)

38 |nstruments with overnight original maturity can be considered as fixed rate instruments given that both the reference
rate and margin component of the EIR have to be repriced always at the same time on a daily basis.

39 n this context, as mentioned above, for floating rate products, the index rate of the instrument should be used asthe
reference interestrate.
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328. Volumestands for the notional amount of an instrument, i.e. its gross carrying amount in
the case of instruments at amortised cost. In particular, projected volume sladgtact from
projected fair value changes under both the basekoenaricand the adverse scenario.

329. Sovereign spreads the difference between thd0O-yearsyieldto-maturity of a given
A20SNBAIAY QA RS dbyeass Swapizid\for #he sanidRurréndyldased on the
respective country reported

330. Sight depositsare deposits legally redeemable immediately at demand without penalties
and restrictionsThe classification of deposits in the fixed or floating category should be based
on the contractuatondition defined by the banks. Sight deposits should be considerixkds
rate instruments unless their remuneration is referenced to an interest rate index.

331. Regulated sight depositare sight deposits whose EIR is defined by an external authority
(e.g. national government) through a publjc prescribed regulated formula and not by
bank/customer negotiations or unilaterally by banks.

332. Legal floor depositsare sight deposits for which a floor on the EIR is specified by law or
determined by a Supreme Courtlecision. Bank/customer negotiations or unilateral
(contractual) options are explicitly excluded from this definition.

333. Term depositsare deposits which are not sight deposits, i.e. deposits with a notification
period for withdrawal.

4.3.2 Static balance sheetssumption

334. The projections of NIl are based on the assumption of a static balance sheet. Assets and
liabilities (both in the banking book and in the trading book) that are repfiepthcedwithin
the time horizon of the exercise should bepricedfeplacedwith similar financial instruments
in terms of type, currency, credit quality at the time of repricing and original time to reprice
(both reference interest rate and margin) of the instrumento difference intotal volumes
between baseline and adversees@ario is expected

4.3.3 Treatment of maturing assets and liabilities

335. As specified above, banks are required to assume that the residual maturity of their assets
and liability equals the contractual date on which the Magithe Ref Rate congment of the
asset/liability isrepricedreplaced No additional behaviaral assumptios shall be taken into
account(prepayment features must not be taken into account when determining the maturity
schedule)Against this background:
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1 Banks are requestetb assume that alsight deposits reprice immediately, i.e. no
internal assumption regarding the maturity schedule should be in place.

1 Inthe case of terndeposits, the actual ternat originationshallbe used as original
maturity.

f Debt liabilities that a8 Ol t I 6t S o6& GKS ol yl1Qa 02dz/ i S
maturity are expected to be exercised on the first possible call date.

1 Concerning loans, each repayment shall be treated as an individual maturing product,
and shall be reported in the maturitglsedule on its contractual repayment date and
then repriced with similar financial instruments in terms of type, credit quality at the
time of repricing and original time to reprice (both Ref Rate and margin), in line with
the static balance sheet assunmti

336. Bankshallreport the starting point datathe newreference rateaccordingo the scenario,
the new margin subject to the pa#isrough constraintsand comply with the intetemporal
consistency constrainfor EIR existing and maturinjhe replacemendf maturing positions
related toboth the referencerate and themarginis based on thenethodologically prescribed
average point of maturingl he overall impact will be directly calculaiedhe template.

337. The rounding of original maturity to the neardsteger above its current value (e.g.4
years original maturity is rounded up 1oyears)?° This provision ensures that there will be no
re-maturing instruments within the same yeand that the APM is constant ovéne years

4.3.4 Treatment ofnon-performingexposures

338. For the sake of simplicity, banks are required to assume that the volume gferéorming
exposures is proportionally distributed between fixed rate and floating rate positions- Non
performing events are assumed to take placets beginning of each time interval.

339. Ly 2NRSNJ G2 | OKASOS O2yanhal-Peidiing expabites i KS 6 |
reported in the credit risk template, the followingulesapplywhen reporting both columns of

40 |n exceptional circumstances, when the roundingassumption leads to significant differences between the NIl projected
relying on the volume formulas encompassed in the template and the NIl projected relying on the real payment
schedule, banks are allowed relax this rounding assumption for assets and liabilities with original maturity <2Y.
These deviations would have to be documented by the bank and will be thoroughly reviewed by the competent
authorities.
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nonperforming exposures and the cesponding volumes of provisierin the CSV_NII_CALC
template:

1 Banks shall report the volume of ngerforming exposurestahe cut-off date in the
NIl template consistent with the data reported in FINREP.

1 The ratio of total NPE flows per country reported the credit risk template
CSV_CR_SCEN in 2020, 2021 and 2022 for a given asset class compared with the total
exposures (performing and ngrerforming) for the same country and asset class at the
starting point (NPE growth rate) are implementas the incease in norperforming
exposures compared with the total volume at the starting point (26d9) per country
in the CSV_NII_CALC template for the corresponding NIl asset type. The NIl asset type
is determined according to the mapping givenTable11 and Table12. The same
applies to the flow of provisionsompared with the total exposures at the starting
point, calculated also by country and asset class breakdown (provisions growth rate).

1 Growth rates of NPE and related provisions for exposures that cannot be directly
matched at a countrevel between credirisk and NIl templates are as follows:
regarding countries which are not explicitly reported under CSV_CR_SCEN but under
I {+¢bLLY/!'[/ FLLIEAOFOGES 3INRBoOGK NIFdGSa I NEB
notwithstanding this, for countries which are reported @ndCSV_CR_SCEN while not
appearing in CSV_NII_CALC the respective NPE growth rate are incorporated in the NI
OFS3I2NE WhiKSNkhiKSNR®

91 Derivatives are excluded from the mapping as NPE and provisions should be allocated
to the respective counterpart via tteSV_CR_SCEN sheet.

340. The NPE growthrate and the provisions growth rate per country for a given assedrelass
applied in the CSV_NII_CALC template to each asset type and country for all the currencies, i.e.

for all country/currency pairs, and both for fideand floating rate instruments.
Tablell: Mapping of the IRB credit risk asset class to the NIl asset type

Credit riskt Asset class NIt Assettype

Assetst Loans and advances Central banks

Assets; Debt securitieg Centralbanks

Assets T Loans and advancest General

Central governments governments

Assetg; Debt securitieg General governments

Assetst Loans and advancas Credit institutions
and other financial corporations

Central banks

Institutions
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Credit riskt Asset class NIt Assettype
Corporatest Specialised lending Secured by rea Assetst Loans and advances NorHinancial
estate property corporations
Corporatest Specialised lending Notsecured by Assetst Loans and advances NorHinancial
real estate property corporations
Assetst Loans and advances NorHinancial
Corporates SME; Secured by real estate proper corporations
Corporatest SMET Not secured by real estat Assetst Loans and advances NonHinancial
property corporations
Corporatest Otherst Secured by real estat Assetst Loans and advances Nonfinancial
property corporations
Corporatest Otherst Not secured by real estat Assetst Loans and advansa NonHinancial
property corporations
Retailt Secured by real estate propetty SME AssetsT Lpans and advances Nonfinancial
corporations

Assetst Loans and advancas Households
Residential mortgag@ans

Assetx;Loans and advance$iouseholdsg Credit
for consumptiorand Other

Retailt Secured by real estate propenty NonSME

Assetst Loans and advancas Householdst

Retailt Qualifying revolving Credit for consumptioand Other

Assetst Loans and advances Nonfinancial

Retailt Otherretailt SME )
corporations

Assetx;Loans and advance$iouseholdsg Credit

Retailt Otherretailt Non-SME for consumptiorand Other

Equity Assetst Other assets

Other noncredit obligation assets Assetst Other assets

Tablel2: Mapping of the STA credit risk asset class to the NIl asset type

Creditriskt Asset class NIt Assettype

Assetst Loans and advances Central banks

Central banks Assets; Debt securitieg Centralbanks

Assets T Loans and advancest General
Central governments governments
Assetg; Debt securitieg General governments

Assets T Loans and advancest General
Regional governments or local authorities governments
Assetg; Debt securitieg General governments

Assets T Loans and advancest General
Public sector entities governments
Assetg; Debt securitieg, General governments

Assetst Loans and advanceas Credit Institutions

Multilateral development banks . . :
and other financial corporations

Assets T Loans and advancest General
International orgaisations governments
Assetx Debt securitieg General governments
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Credit riskt Asset class NIt Assettype

Assetst Loans and advancas Credit institutions
and other financial corporations
Assetst Loans and advancas Nonfinancial

Institutions

Corporates SME

corporations
Assetst Loans and advancas Norfinancial
Corporates Non-SME corporations
. Assetst Loans and advancas Nonfinancial
Retailt. SME corporations

AssetxLoans and advance$iouseholdsc Credit
for consumptiorand Other
Secured by mortgages on immovable proparty Assetst Loans and advances NonHinancial

Retailt Non-SME

SME corporations

Secured by mortgages on immovable proparty Assetst Loans and advances Households
Non-SME Residential mortgage tms

Items associated with particularly high risk Assetst Other assets

Assetst Debt securities Credit institutions and
other financial corporations

Covered bonds Assets T Debt securities T Norfinancial

corporations
Assetst Loans and advancas Credit institutions
Claims on institutions and corporates with an and other financial corporations
creditassessment AssetsT Loans and advancas Nonfinancial
corporations
Collective investments undertakings (CIUs) Assetst Other assets
Equity Assetst Other assets
Other exposures Assetst Other assets

4.3.5 Interest rate and currency shocks

341. Where required, bankshalluse linear interpolation to add tenors to the provided interest
rate curves in the macexonomicscenario. In line with paragrajf@4, for tenors that are
shorter or longer than the range of tenors available in the scenaeaks are required to use
the shods to the shortest and longest tenor available respectively.

342. Interest ratesshould be stressed based on tlmvap ratecurves provided in the
macroeconomicscenario. For currencies where no stress is provided, banks should generate
their own curvesn a pudent manner andconsistent with the macreconomicscenario and
provide justification for this expansio®anks shall usenear interpolationtechniques taderive
specific tenors not reported in the macroeconomic scenario

343. Effects caused by a variation@tchange rateare automatically captured via a corrective
factor in CSV_NII_CALC templdter currencies where no stress is provided, banks should
generate their owrexchange raté a prudent manner andonsistent with the macreconomic
scenario and mvide justification for this expansiorThis explicitly includes the assumptions
dzy RSNXI @Ay3d GKS WhiKSND OdaNNByoOe o
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4.3.6 Reporting requirements

344. Starting point (2019) and projections based on the approach described in this section shall
be reprted on the NIl template (CSV_NII_CALT)e country/currency breakdown, the
presentation currencyt & ¢St f | a GKS | aadzyLliazy F2NJ GKS
under the input template (INPUT).

345. Banks are reqredto report volumes and project the interest rates earned (or paid) of all
their assets and liabilities (including derivatives) split into the margin and reference rate
components with the exception of ngmerforming assets, for whicit is requirednot to split
the EIRbetween margin and reference.

346. Inthe case of assets and liabilities with structured interest coupons that include embedded
options, banks are expected to disentangle the financial instruments in their maiparents
before the application of the interest rate scenarios, report the results in the corresponding
parts of the NIl template and apply the relevant parts of the methodology to each financial
instrument.

347. For the purpose of this sectiomll interestrate derivativesare in scope i.e. contracts
related to interestbearing financial instruments whose cash flows are determined by
referencing interest rates oanother interestrate contract such as an option on a future
contract to purchase a treasurylbil' he interestrate derivatives shall be split into the following
categories:

1 Fair Value HedgeHedging Instruments (FINREPplatell.1 ow 010 andtemplate
11.1 ow 480)

9 Cash Flow Hedges$iedging Instruments (FINRERplate11.1 ow 240 andemplate
11.1 ow490)

1 Proprietary trading (FINREPmplate10.00 ow 010)net of economic hedge$INREP
template10.00 ow 020)

1 Economic hedge®INRERmplate10.00 ow 020)

1 CrossCurrency IR Swaps (relevant positions from FINBmEBPlate10.00 ow 130 +
relevant positions FINRE#mMplate11.00 ow 110 + FINREEmplate11.00 ow 340)
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1 Other derivatives (interest rate derivatives in scope of FIN&E®late 10.00 not
covered by above categories).

348. Irrespective othe abovereported instructions, a dévative, that due to its nature cannot
be split in the paying leg and the receiving leg (e.g. options), should be reported within the
WhiKSNJ RSNRAJI (A QDS aeRinvestmént B 2 fodeign oper@tiRrdsBaild BB 2 NJ Y
reported among other derivativesn case nosinterest-rate derivatives generate net interest

AyO02YSs (K248 LRaAlGA2ya aK2dz Reatégbry NB L2 NI SR dzy

349. Proprietary tradinghasto be split into linear and ncfinear interest rate derivatives. Nen
linear interest ate derivatives are all instruments with an optional gatl (suchswaptions)for
which paragrapi348is not applicable

350. Economic Hedgeshall be reported among hedged assets (please refer to column J of
CSV_NII_CALC sheet) if the derivative instruncanties a fair value due ta net receiving
position at the end of 2019; theshall be reported among hedged liabilities if the derivative
instrumentcarries a negativeir value.

351. Banksare required taeport interest income and expenses for hedge accounting portfolios
onagross level, i.e. separate ftie hedged itemthe hedging instrument paying leg atie
hedging instrument receivintgg. For all interestate derivativesthe receiving leg should be
reported as an asset and the paying leg as a liability. Further, for all intextestierivatives, the
reported interest income/expensehalldistinguish between hedging instruments trae used
for hedging asset positions and instruments used to hedge liability positions. If banks are
reporting derivatives in their supervisory reporting in a different way, they should in their stress
test submissions restate the historical data and réptreir projections in a way that is
consistent with the provisions in this paragrapturthermore, negative interest rates do not
affect the reporting of receiving and paying legs (e.g. a receiving leg of a 3M Euribor has to be
reported as an asset withreegative EIR in case the value is negative).

352. Incase abank hedges a net interest rate risk position and the hedge is recognised as hedge
accounting, the bank shall report the net interest rate risk positddsoas a memo item on
hedged assets (hedgedhtilities) if the bank has a surplus in interest rate sensitive assets
(liabilities). For the sake of clarity, a net interest rate risk position is defined as the difference
between the interest rate sensitive assets and liabilities. The data relatedltoneowill be
computed prerata, i.e. taking into account the overall asset (or liability) sensitive position.

353. Swaptionsand other contracts with embedded options (e.g. caps/flostsllbe reported
in the relevant derivatives category only if they willibehe moneyi.e. theywill be exercised
during the stress test horizaof the adverse scenarion this case, initialjfhe nominal volume
should be reported as existing volume on both sides of the balance sheet and the EIR should be
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set to O to ensureghat static balance sheet assumption is fweachedwhen the swaption is
exercised. In the year when the swaption is exercgishe position should be reported as the
underlying swapi.e. the EIR would need to be adjusted to reflect the underlying sSwalbpe
new volume with the EIR according to the contrd€the underlying swap matures within the
stress horizonit should be replaced with a similar instrument. @iftthe-money swaptions
should not be initially reportedr rolled over withinthe stress horizon. It is also assumed that
the countermarty will exercise the swaption at the earliest strike date when itis in the money.

354. Crosscurrency swaps that involve the swapping of principal and interest in different
currencies should be consideredider the scope of the NIl treatment. Cressrency swaps
should be reported in both currency legs of the transactiothe respective country/currency
pair. Moreover, to the extent that interest earnings from these instruments are recognised as
trading ncome, the relevant cash flows should be removed from NTI and covered under NIl
treatment.

355. The split of the rates between the reference and margin components should be made in
accordance with paragrapB20and321

356. For sight deposits, the reference rate to be applied in the scenario horizon is the 1M swap
rate or othe index rate if it is explicitly prescribésee paragrapB30).

357. For household sight deposits, the reference rate should be reported as follows:

Y'Q'QQ1 Wed A A @b QOB DIQNRD O 'Q w "QIQQD o Q

358. The pasghrough on the reference rate starts from the point where thskfree rate is
above zero or above the legalfloor.

359. Banks are requiretb provide legal/regulatory evidence about the application of the legal
floor. In case the floor is contract specific, this floor reflects an embedded option in the contract
and therefore not recognised in accordance with ggiraph376.

360. Inthe case of regulated sight deposits, the outcome of the regulatory formula becomes the
floor of the reference rate. Banks are required to provide legal/regulatory evidence about the
prescribed application of the regulatory formulathe CAlIn any case, regulated sight deposits
will be subject to a shock of the margin, subject to a ghssugh constraint, to preserve the
economic rationality of a stress scenario
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361. For all sight depds other than households, the reference rate should be reported as
follows:

YQQQI Wd A AGQOGNEE IQACTNND0'Q @i QIQAQND O Q

362. Debt securities that do not generate interest flows, e.g. hybrid debt instruments that are
AT1 eligible instruments, should be excluded from the NIl methodology wduitton 6.4.3is
applicable.

363. For the country/currency breakdown in the templates, banks shall report the country of

0KS Wi20lIGA2yQ 2F GKS | OGAGAGE F2NJ Lt fAFOACT
for all assets, @f dzZRA Yy 3 SELR & dzNB 42 Gil206A 2WRE  13y2 B SWE A dayy/(a Nk
GKS O02dzy i SNLJI NIieQ | NB RSOIAYISRY QF OG22 NRA yEK Si 22
incorporation of the legal entity which has recogad the corresponding liability; for Bnches,

it means the jurisdiction of its residende¥ 2 dzy i N2 2F NBAARSYyOS 2F (KS
as the residence of the immediate counterparty following FINREP, which nifeaese ismore

than one obligor, the obligor that was the more relevgor determinant, for the institution to

grant the exposure. The number of country/currency pairs reported will be subject to the
materiality thresholds specified Box22. First, banks will be requested to limit their reporting

to the most significant country/currency pairs. Second, banks whose activities are heavily
focused on their domestic market and currency will not be requested to provide this additional
information. Intragroup transactiongin line with paragrapi3) shall not be included in the

reporting by country/currency.f a country/currency pairdoes not reach the materiality

threshold (G KS SELR&dINB KFa (2 0SS NBLRZNISR Ay WhiKk

Box22: Application of the materialitthresholdon the currency/country breakdown requested

Banks are required to followhe following algorithm to detanine the materiality of the
country/currency breakdown:

A For each couple of country/currency, barks requiredo compute the larger of the notiong
amount of total assets and total liabilities, excluding (only for the purpose of rankin

41 See EBA ITS on supervisory reporting AN&eporting on Financial Information, paragrapi7.
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country/currency couple) the notional amount of derivatives. This will define the voll
associated with each country/currency couple.

A Banksshallrank the country/currency couple according to their volume.

A Banks are requested to report the country/currency breakdoaither:
1 Upto a 90% coverage of the sum of all country/currency volumes; or
1 Up to 15 country/currency couples.

Domestic bankg i.e. banks whose nedomestic exposures are less than 10% of the surf
domestic and nomlomestic country exposures, and whose foreign currency exposures ar
than 10% of the sum of domestic and foreign currency exposurase not reqiested to report
any country/currency breakdowwith the only exception of theome countrywith the relevant
currency Domestic banks sl additionally report nordomestic numbers that have not beq
NBLR2 NI SR dzy RSNJ G KS T A NI KGNdzyh (il NESKNADIINNE y

The template will automatically calculate the Sum/Sum aggregate data.

4.4 Impact on P&L

4.4.1 Highlevel constraints

364. ! dadzyLliazya OlFyyz2i tSIFR ol d 3INRdMzZI f SFSt 0
the 2019 value, under the adverse scenario.

365. Under the adverse scenario, assumptions cannot lead (at group level) to an increase in the
ol y1Qa bLL O2Y QvaNdbefore dosilering kné& impact laf the increase of
provisions for norperforming exposures on interest income, following thenfiola inBox23
below. This is equivalent to specifying that the interest rate earned on performing assets is
capped at the starting point. This constrainims at avading the possibilitythat banks
compensatefor the decreasein interest income linked to the growth of neperforming
exposures with an increase interest income from performing exposures. It also allows banks
to consistently reflect movements of interest rates both in the asset and in the hedidiés in
a better way than if the constraint @re applied to absolute volumes of interest expenses (
the format of a floor).
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Box23: Cap on NIl under the adverse scenario

NIIt, adverse))
NII¢0)¢ NII¢O) *((0nProvNPEQ tot, adverse)/(VolPE])+VoINPEnNet()).

Where:

A NIIt, adverse) stands for the total net interest income projected by banks for the time int
t under the adverse scenario.

A NII(10) stands for the total net interest income projected by banks at the starting point
reporting for 2019).

A nt NNPE tot, adverse) stands for the increase of total provisions on-penfiorming
exposures reported by banks for the time interabmpared with the starting point undej
the adverse scenario.

A VoIPE(Q) stands for the volume of performing exposures at the starfiaint.

A VoINPEnet() stands for the volume of ngperforming exposures net of provisions at t
starting point.

366. Under both the baselinescenarioand the adverse scenario, banks should project the
interest accrued on performing exposures (including Sd &8 exposures) in line with their
standing accounting practice and the applicable EIR, projected in accordance with the
methodology. The interest revenue on performing exposures is calculated on the gross carrying
amount.

367. Banks are required to projectdome on norperforming exposures on a net basis, i.e. on
the value of the exposure net of provisions. Under the adverse scetlagiapplicable effective
EIR is subject to a cap an aggregate level as well as on country/currency level separately for
fixed and floating portfolioss defined iBox24 below.

Box24: Cap on théelRfor nontperforming exposures

The effective interest rate to calcuiinterest income on nopperforming assets is subjeg
under the adverse scenario, to thelowing simplified constraint:

EIR Non Performing ¢h A A O A O Ndk-Performitig) (D).
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Where:

A EIR Non Performing,(adverse) stands for the effective interest rate for a given-i
performing portfolio atboth aggregateandcountry/currencylevel and separately for fixe
and floating rate portfolios for the time intervalnder the adverse scenario.

A EIR Non Performin@i0) stands for the effective interest rate for a given qmerforming
portfolio at both aggregateandcountry/currencylevel and separately for fixed and floatir
rate portfolio at the cutoff date.

A Banks are asked to project the interest income stemniilogn nonperforming exposures
capping the increase of the EIR for this type of exposures by the starting point value.

4.4.2 Projection of the components of the EIR

368. Banks will take into account the assumptions given in the following paragtaineject
their interest expense and interest income:

1 For fixedrate products, the margin and reference rate are assumed to remain constant
until the contractual maturityln the year when the instrument matures, the fixete
products should be replad considering a residual maturity equal to the provided
average point of maturity. Fixeghte instruments are assumed to be replaced with a
fixed rate instrument of the same type, original maturity and currency, and the
reference rate of the new instrumewill be calculated for a tenor equivalent to the
original maturity of the replaced instrument.

9 For floating rate products, it is assumed that the margin is replaced in the year when it
matures considering a residual maturity equal to the provided averpgint of
maturity (see paragrapB27). The reference rate component is repriced according to
the provided average point of maturity. The referencexr&ir household sight deposits
should be reported according to paragrapby.

369. For each time interval of the projections, banks are requested to progiegarate
projections for the margin and reference rate components of the EdR starting reference
rates for fixedrate instruments, banks should rely on tsevaprate curve considering the
currency and the original maturitgf the instruments For the #rting reference rates for
floating rate instruments, banks should rely on the latest observation of the relevant index for
end of year figures and yearly averages for the average figures. For starting margin rates, banks
should rely on the difference befen the EIR for the instrument for 2019 and the starting
reference rate
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370. In order to ensure the intertemporal consistency of EIRs on maturing, existing and new
volumes, the following relationship should hold fohe margin andthe reference rate
components, for performing exposures ofty

For t=2020
(O %) 0

00 5 0 p Ow& FE 0 p 70 0 Wwd o]
W & 0 T o]

Fort=2021,2022

(0N %] o

(0N %] 0O p W O p O® 0 pwwnd o p

wé& o0 p 70D 0w 0O w& o0 Tod 0

371. In order to avoid numerical instabilities for small volumesoaf 0, the formula

outlined above can be solved alternatively, and in a mathematically equivalent way, for
0P 0 in order to obtain robust results in those cases wheiefx 0
W & o 611 o4q
For t=2020
(0N %] 0

0O y 0 pow& { 0

p 70 0 W € 0 Twd 0 w& o

For t=20212022

0D o)
(0N %] 0 p Owd o0 p 0P 0 powwd o0 p
wé o0 p 70D 0 O wE 0o Twé 0O wd& 0o

42 The formula represents the expected evolution of the Ei&t further details related to the evolution of the EIR in each

year of the stress test horizon, I y 1 & & K FAhriex INJE@hSidtntiepiomgiof NIl variables on portfolio legekd
The formula does not apply for ndimear derivative portfolios and other derivative portfolios.
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This meansthat if the repriced volume (maturing + new) is larger than the existing volume, banks
are expected to use the value projected® 0 and solve the intertemporal consistency

equation forO "®@ 0.

372. These formulas do not affect the way banks have to project the reference rate and margin
components of the EIR for new volumdsistead the formulas arise naturally fronthe
methodological provision that the EIR of an instrumsimalinot change unless it repriceghe
samemethodological provision applidsr the NIl consistency equations shown in Annex IX.

373. For fixedrate instruments/portfolios, banks will project the fexence rate, applying the
general riskree yield curve

374. For floating rate products that are contractually linked to an index rate, banks will use the
index rate as the reference rate, which should develop in line with the ne@ormmicscenario.
In particular, the reference rate of the floating leg of interest rate swap should be the index rate
of the swap, while the reference rate of the fixed leg of the swap will be tled fiateof the
swap itself.

375. For swaps, the reference rate and margin split @& fibating leg would be defined similarly
as forfloating-rate products and the reference rate and margin split of the fixed leg would be
defined similarly as fofixed-rate products. The margin could be negative depending on the
characteristics of given swap.

376. Instruments with embedded options should reflect the impact of the option in the
reference rate component. Upon maturity, it is assumed that the instrument will be replaced
with the same instrument with no embedded option, whishould be remoed with the
exception of legafloors. The impact of embedded options on NIl should be reported in the
explanatory note. The explanatory note should also list cases where embedded options induce
violations of intertemporal consistency and the NII consisteaquations shown in Annex IX.

377. Interestrate derivatives useeitherfor hedge accountingr for economic hedgeshall be
replacedwith an EIR in line with the scenarafter they maturein order to keep the risk profile
regarding interest rate risk asf the starting point of the exercisénterest rate derivatives
neitherused forhedgeaccountinghor for economic hedgeshould not produce interestincome
or expense after they mature in the scenario horizon. To retleetiatterin the template, the
BR of tle respectivereplacedinstruments should be set to zero for the rest of the scenario
horizon (EIR new will be zero for these instruments).

378. For assets for which banks have the option to adjust the margin at their discretion prior to
the maturity ofthe instrument, it is assumed that banks do not exercise this option.
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379. The change in the margin of repriced instruments will be subject to theaed pass
through constraints, which provide floors for interdstaring liabilities and caps for interesgin
earning assets. These constraints do not apply to the margin of the instrument prior to their
contractual maturity.These constraints, however, apply to instruments independent of their
accounting treatment and the corresponding risk category they ha\metreported.

380. In order to be coherent with the statigalance sheet assumption, banks need to ensure
that the projected deposit rate will not result in an outflow of deposits, i.e. the margin paid on
deposits should allow banks to maintain the volume of deposits under stress.

381. While there is no explicit forest of monetary policy in the stress test scenarios, banks are
expected to factor in the projected changes in shamtm market rates into the costs of central
bank funding. More specifically, banks are required to compute the spread between the central
bank rates and the relevant shetérm rates at the cubff, and apply it to the projected path of
expected reference market interest rates over the stress test time horizon as provided by the
scenario. In line with the static balance sheet assumption, theme of central bank funding is
assumed to remain constant and central bank funding instruments are rolledinto similar
central bank instruments.

382. Under the baseline scenario, banks aegquired (at a minimum) to reflect a proportion of
the changesin the sovereign bond spread of the country of location of the activity in the margin
component ofthe EIRof their repriced liabilities. Under the adverse scenario, the margin paid
on interestbearing liabilities cannot increase less than the higifer proportion of the changes
in the sovereign spread of the country of location of the activity and the same proportion applied
to the increase of an idiosyncratic component, derived fromthe i®pa 2y o0l Y1 4Q 6 K?2
funding rate of a rating downgrade as describedBiox 25. The impact shall be applied
immediately at the beginning of the time horizon.

Box25: Floor for thedevelopmentof the margin paid on new liabilities (patbsough constraint)

TKS YINHBAY 2y oFy] diQfoofediat t AL 0AtAGASE |G

Margin NewL (f) = Margin NewL (70) + r Max (0,3Sov Spread{ h 3 EAET O
component).

Where:
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A MarginNewL {) stands for thenargin component on the repriced liabilities during time inter
t.

A t0 stands for the year preceding the stress test horizon.

A Margin NewL (t0) stands for the notiorakighted margin of new business the end of year
t0.

A n{ 2@ {tLiNtBelchangé in the relevant sovereign spraad.e. difference between thg
yieldto-maturity of the 168 ST NJ a2 OSNB A Iy Qa Reudsivap daf GodzNg
same currency, betweetrandtO.

A+ A& | cificltoGhé giffédert tyjies of liabilities, which reflects the heterogeneity in
relationship between the sovereign spreads and the funding rates across different tyy
liabilities as summarised in the table below:

Central bank Households NFC Government Government Deposits from Other Debt Covered Certificaes Other
- deposits and depositst s deposits s, credit securities bonds and of deposits  Liabilities
regulated sight T sight Households institutions ABS and repos
depositst ,NFC and other
sight depositst financial
term corporations
1 0 0.1 0.2 0.2 0.5 1 1 0.75 0.2 0.5

Apn ARA2a48yONXGAO O2YLRYySydG aidlryRa F2N i
oFaStAyS A0Syl NAR2>X (GKS p ARAZ2aey echdario At @il
NELINB&aASY(d G(GKS SELISOGSR OKIFIy3IS Ay GKS Y
O2dzyiNE 2F 2NRAIAY 2NJ YFEAYy O2dzyGiNE 27F 7
residual maturity, in the event of an instantaneous exi@rcredit assessment institution (EC
credit rating downgrade (taking the rating as of end 2019 as the starting point). Undg
F ROSNES aO0SYIFINA2X n ARA2EABYONIGAO O2YLE
used for all liabilities in htountries/currencies and assumed constant over the scenario.
idiosyncratic component is floored, under the adverse scenario, by the values listed belo

/I NBRAG NIXGAy3I o6{dGFyRFENR Shock to the idiosyncratic congment (bps)
31December2019
AAA 25
AA+ 30
AA 35
AA- 40
A+ 45
A 50
A- 60
BBB+ 70
BBB 80
BBB 95
BB+ 110
BB 125
BB 145
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B+/B/B- 175

CCC+/CCC/CETC+/CC/CC 225

In order to apply the floor, and in cases where the bank has more than one rating from nom
ECAIs, the following criteria will apply:

A (1) Longterm credit ratings will prevail over sheterm credit ratings.

A (2) If more than one longerm rating exists, the bank (issuer) rating will prevail over the i
rating.

A (3) If more than one issue rag exists, senior ratings will prevail over subordinated ratings
A (4a) If two senior rating exists, the most conservative rating will prevail.

A (4b) If more than two senior rating exists, the two ratings generating the two less severe in
shall be reérred to and out of the two preselectedhé one with the higher impact will b
chosen.

A (4c) If more than one subordinated rating exists, the least conservative rating will preva
credit ratings in scope and the selection process shall be repantdebiExplanatory Note

Ifthere is no rating available as of end 2019, banks are allowed to pravatang available in 2020
In casdhere is norating available in 2020 either, banks should provide a rating which corresy
to the calibrated delta idsyncratic component taking into consiction banks' bond and CL
spreads (e.g. 60bps A Rating).

LF GKS FLILXAOF0tS NIXdAy3a Aada AaadzsSR o6& |

map it to one of the ratings envisaged in the idiasytic component floor table. In this mappin
the following constraint will apply: both ratings shall share the same credit quality step accq
toAnnexL LL 2F GKS W2Ayd FAYEFf RNIFG LYLX SY{
credit assesment under Articld36(1) and (3) of the CRR.

In the exceptional case of a bank with only two credit ratings available from nominated ECA
a significant gap between them of 3 or more notches, and when the outlook of the worse ra
positive and the outlook of the better rating is either gog or stable, the bank and the compete
authority may discuss during the quality assurance process the rationality of this gap a
applicable idiosyncratic impact. The competent authority may conclude that this gap is not ju
and may approve deviation from the general rule, allowing the institution to apply the imp
corresponding to the credit rating resulting from the median of the two ratings, rounded tq
worse of two adjacent ratings. These deviations should be communicated to theg&her with
the justification behind it.
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Example

The shock to the idiosyncratic component for a bank with a credit rating oag\éf end 209 will
be +40bps over the entire stress test period under the adverse scenario. Similarly, the shock
idiosyncratic component for a bank with a credit rating of 8B8of end 2019 will be 14%ps under
the adverse scenario.

383. The passhrough constraint on thelevelopmentof the EIR applies to all interest expense
positions, excepfor derivativesinstruments. The floors for the repricing of the margin of
interest-bearing liabilities are applicable at country/currency level for each liability type and
separately for fixed and floating rate portfolios.

384. Any legally mandated restrictions to passough mechanisms should be identified before
submission of the data and explained in accompanying documents. Discussions during the
guality assurance process may, in exceptional circumstances, lead to deviations from this rule.

385. Under both the baselinscenaricand the adverse scenario, banks are required to cap the
margin on their repriced assets by the sum of the margin starting valua gndportion of the
change in the sovereign bond spread in the doyof exposureas explained iBox26.

386. Exceptional cases of legally prescribed funding matches between the assets and liabilities
sides may be identified as partthfe quality assurance process, which would need to be taken
into account in the stress test when considering the application of thethmesgh constraints.

Box26: Cap on thalevelopmentof the margin earned on new assets (paa®ugh constraint)

¢CKS al NBAY 9Lw O2YLRYySyl 2ytistcdppédat:Q y S
Margin NewA (/) = Margin NewA (10) +1 - AS®v Spread 1), 0)).
Where:

A Margin NewAt( stands for thenargincomponenton the repriced asseturingtime interval
t.

A t0 stands for the year preceding the stress test time horizon.

A Margin NewA (t0) stands for the notiomakeighted margin of new business end of year t
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A n{ 2@ {tLsNie EhRng@in the relevant sovereign spreade. difference betwen the
yieldto-maturity of the 168 S NJ a2 GSNBA Iy Qa & dviap rat&far dib
same currency, betweetrandtO.

A< A& I FILOG2NI aLISOATAO G2 GKS RATFSNEB)

heterogeneity in the relatinship between the sovereign spreads and the lending rates a
different types of assets as summarised in the table below:

Householdt Householdt Credit Non-financial Central bank Government Other assets
Residential Other institutions and corporations
mortgage other financial
corporations
< 0.15 0.15 0.5 0.15 0 1 0.5

387. These caps on patisrough rates apply to all interest income earning positions exéapt
derivative instruments. The caps for the repricing of the margin of intezashing assets are

applicable at country/currency level for each asset type and separately for fixed and floating
rate portfolios.
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5.1 Ovewniew

388. Banksare required tgproject the P&L impact of losses arising from conduct risk and other
operational risks, using, when relevant, their internal models and, in the case of conduct risk,
available qualitative information.

389. Banksarealsorequired toproject capital requirements for operational risk within the time
horizon of the exercise.

300, . Fy1aQ LINRP2SOlA2ya | NB adoBofaid (2 (GKS 02y

a

il n

Box27Y {dzYYI NBE 2F (KS O2yadNI}Ayda 2y o6FylaQ LINR2:

risks

A Projections of losses that may arise from new conduct risk events are subject to a mir
floor, computed in thebaseline scenario as the average of the historical conduct risk Ig
reported by the bank during the 2612019 period for nommaterial events onlyt i.e.
excluding past losses of historical material conduct risk events reported during this p
This foor is more conservative under the adverse scenario and requires the banks to g
stress multiplier to the average (paragrafid).

A Projectionsof conduct losses connected to material conduct risk evangssubject to a floo
in the quality assurance process, i.e. banks that submit projectiwatsare lower than the
floor are required to justify their projections to their competent authority(pgraphd29).

A Projections of losses due to other operational risks are subject to a minimum floor, com
under the baseline scenario as theerage of other historical operational risk losses repor
by the bank during the 2018019 period times a multiplier. This floor is more conserva
in the adverse scenario and requires banks to apply a stress multiplier to the a\
(paragraph33).

A Total capital requirements for operational risk in each year of the projection horizon shg
fall below the actual minimum capital requiremeifits operational risk reported by the ban
at the beginning of the exercise (paragra3b).
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5.2 Scope

391. The scope of the operational risk stressdéfined to cover the impact on the P&L of
potential future losses arising from conduct risk and other operational risks. This also covers the
effect of the stress on operational risk capital requirements.

5.3 Highlevel assumptions and definitions

5.3.1 Definitions

392. Conductrisks defined as the current or prospective risk of losses barksarising from
an inappropriate supply of financial services, including cases of wilful or negligent misconduct.
In the COREP template for operational riskL{®O0), operationatisk losses are classified by
event type. For the purpose of reporting historical data and projections in the stress test
templates the assumption is that conduct risk losses will correspond to losses related to event
G8LS n oWOtASYSas LINEPRIADSaQYRIy&RABWYWSY (I & LIS
from this rule (i.e. nortonduct events which are classified as event type 1 or 4 and conduct
events which are not classified as event type 1 or 4) are allowed in exceptional cases subject to
the approval of the competent authorities. In any cadanks are required tojustify the
exclusion from the consideration as conduct risk of any event classified as event type 1 or 4 and
the inclusion in conduct risk of any events that match the definifiwovided without being
classified as event type 1 or 4, supplying evidence to the competent authority that justifies this
reclassification. For example, conduct risk will also include violation of national and international
rules and regulationfax ruks'3, internal fraud or internal theftanti-money laundering rules,
anti-terrorism rules and economic sanctions).

393. Other operationalrisks defined as the risk of losses according to the definition provided
AY GKS /ww O0A®Sd WY2skIS Ndses kedulfing fromNidladefu@te of faite & G K
internal processes, people and systems or from external events, and includes legal risk), but
excluding all conduetelated losses. For the purpose of reporting historical data and projections
in the stresgest templates, banks will consider as other operational risk all event types that are
not defined as conduct risk events above.

43 Banksare required tareport any tax fines associated with client business as a conduct event, For instancpaifines R
by banks that facilitated tax evasigqé dzOK & LISyl f GAS&8 AYLIR2ASR o0& (GKS !'{ 5SLJ
Byl t NBibdd bé Bassified esconduct eventBanks should also include any tax to be paid (including
interest and fines) dasing from such cases, including e.g. taxes for which the bank had an obligation to withhold.
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394. A historical material conduct risk evenis defined as any misconduct issue that has
triggered aggregate gross losses during pleriod 205-2019 greater than 1Mps of thebank3
end-2019 level of CET1 capital at a consolidated level.

395. A new conductrisk evenis defined as a misconduct issue that, as of the start of the
exercise (3DecembeR019), is unknown to the bank or islready known but hasot had
material P&L impact (below Ips of the enel019 CET1 capital of theankat a consolidated
level) during the 203-2019 period. In this context, new conduct risk eventshown and
unknown, are material if thebankprojects the event to trigger gross losses greater tharbp8
of the end2019 CET1 capital of the institution at a consolidated level during the 3 years of the
exercisean the baseline or the adverse scenario

396. Number of loss eventss defined as the number of opeiiahal risk events accounted for
the first time in the P&L statement within the reporting period (82019 for actual data and
2020-2022 for projections). In the case of loss adjustments within the reporting period, no
additional numbers of loss events shd be reported.

397. Recoveryis defined as an independent occurrence related to the original operational risk
loss that is separate in time, in which funds or inflows of economic benefits are received from
second or third parties, such as insurers or othetties.

398. Gross losss defined as a loss stemming from an operational risk event or event type before
recoveries of any type.

399. Rapidly recovered loss evens defined as an operational risk event that leads to losses
that are partly or fully recovered withis working days. In a rapidly recovered loss event, only
the part of the loss that is not fully recovered (i.e. the loss net of the partial rapid regover
should be considered and reported as gross loss. In exceptional cases where an historical event
(i.e. misdirected payments) produces artificially and significantly distorted results through the
application of the window for rapidly recovered loss eveats the operational risk floor, then
a limited extension of theés>-day window may be allowed. This extension is solely for the
purposes of computing the floors specifiedBox29 andBox31. It is subject to the decision of
the competent authority and requires the bank to provide compelling evidence of the distortion.

400. Date of accountingis defined as the date when an operational risk gross loss or
reserve/provision was accounted for the first time in the P&L statement.

401. Total loss recoverys defined as the sum of the recoveries accounted for within the
reporting period, relevan 2 f2aa S@Syida AyOfdRSR Ayid2 GKS

402. Therelevantindicator (Rljs defined as in Articl@l6 of the CRR.
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5.3.2 Reporting requirements

403. All banks are required to report historical data on incurred gross losses on conduct risk and
other operational risks on a yearly basis from 2ab 2019 in the general operational risk
template (CSV_OR_GEN) at a consolidated level, irrespective of the operational risk approach
applied. Banks applying the fblhck solution(see section 5.4.3re stll expected to report all
available and eligible historical losses incurred during the historical horizon.

404. Banksre required taeport, in each year of the reporting period, the total amount of gross
losses resulting from the sum of the following element

1 The gross loss amounts equal or larger than EQUBOO, corresponding to operational
risk events accounted for the first time in the P&L during that specific year, within the
reporting period (20158019), irrespective of when they have occurred,;

1 The ne loss adjustments arising from, for example, additional settlements, increases
of provisions and releases of provisions accounted for during that year and that are
equal or larger than EURD000, corresponding to operational risk events accounted
for the first time later than Januarg009.

405. In those cases where capital requirements are modelled using AMA or standardised
approaches, banks will report historical data on incurred gross losses for conduct risk and other
operational risks by lossizebased bukets (minimum size is EUR000) in CSV_OR_GEN.
Banksare required toinclude all losses above EWRO00 (or the equivalent, applying the
appropriate FX rate at the time of recording the loss), and exclude all losses below this threshold.
Historical mateial conduct risk events will be reported separately in CSV_OR_CON.aBanks
required togroup all payments relating to the same material conduct risk event for the purpose
of populating both CSV_OR_GEN and CSV_OR_CON (thus ensuring that materiatisknduct
events comprising a large number of small items are appropriately captured).

406. Banks applying the basic indicator approach are also expected to report yearly operational
riskincurred losses from 2@lto 2019in CSV_OR_GEN, with a split between condsktand
other operational risks but without further details per lesigebased buckets. Historical
material conduct risk events shall be reported separately in CSV_OR_CON by these banks as
well, when relevant.

407. Inthe case of events with a lifespan of el years, the initial impact and/or the net loss
adjustments should be reported in the pertinent years of accounting. The sum of the initial
impact and/or net loss adjustments accountied during the reporting period (2@2019) will
determine the totakize of the event for the purpose of classifying it as material or not material,
as well for reporting its amounts (i.e. initial impact and/or loss adjustments) in the relevant loss
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sizebased bucket. A neaxhaustive list of examples of reporting losgeghe relevant lossize
based bucket is given Box28.

Box28: Examples of reporting losses in the relevant-Bisebased bucket

Examplel

In 205the event happens with an initial loss of ELB000, then in 206 an additional provision o
EURS0000 is booked for the same event, in Z0Another provision of EURO0000 is booked fo

the same event and finally in 284 further provision 6EURB0000 is again booked for the san
event:

Year Loss Cumulative loss
2015 15000 15000

2016 50000 65000

2017 200000 265000

2018 30000 295000

2019

The bank should report this event as follows, in accordance with the COREP instructions:

2015 2016 2017 2018 2019
X 92,0000 and < EUR0O000 15000
X 920000 and < EUR0O0000 50000
X 9200000 and < EUR000000 200000 30000
X 9100000 and < EUR000000
Example 2

The event happens in 281vith an initial loss of EUR0O00, then in 206 an additional provision o
EUR5 000 is booked for the same event, in ZCdnother provision of EUBD 000 is booked for the

same event. In 2@the bank released EUR 000 provision for the same event afidally in 20D
it booked a further provision of EUER 000 for the same event:

Year Loss Cumulative loss
2015 5000 5000

44 please also refer to question 2016_2867 of the EBA Single Rulebook Q&A on Templa®® (OPR DETAILS)
Reporting of loss adjustments
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2016 6000 11000
2017 90000 101000
2018 -40000 61000
2019 50000 111000

The bank should report this event as followsaatordance with the COREP instructions:

2015 2016 2017 2018 2019
X 910800 and <EUR0O000
X 920000 and < EURO0000 -40000
X 9200000 and < EUR000000 90000 50000
X 9200000 and < EUR000000
Example 3

In 205 the event happens with an initial loss of ERIFO00, then in 20@ provisions of EURL000
are released for the same event and finally in 28%urther provision of EUS0 000 is again booke
for the same event:

Year Loss Cumulativeloss
2015 50000 50000

2016 -41000 9000

2017 50000 59000

2018

2019

The bank should report this event as follows, in accordance with the COREP instructions:

2015 2016 2017 2018 2019
X 910800 and <EUR0O000
X 920000 and <€URLO0000 50000 50000
% 9100000 and < EUR000000
X 9100000 and < EUR000000

In addition, for all three examples banks should add the initial loss and the additional positi
yS3AI GAPS f2aa | RexRaySyed @ANRPAES{®aadao

other operational risk as relevant, in the year when the initial loss and the loss adjustment
place.

408. In the case of a rapidly recovered loss event, only the part of the loss that is not fully
recovered (i.e. the loss net of the partial rapid recovery) should be considered and reported as
gross loss.
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409. Inthe case of a common operational risk event or multiple events linked to an initial
operational risk event generating several events or losgesrelated losses should be grouped
and entered into the template as a single loss. The bank should report one, évhetre isa
common operational risk evenand/or the number of the several events linked to the root
event,if there aremultiple everns.

410. Inaccordance with Articld22(3)(b) of the CRR, operational risk losses that are related to
market risk shall be included in the operational risk templates, while operational risk losses that
are related to credit risk shall be excluded.

411. When reportirg the gross losses, banks will include the following items, in accordance
with letters (a), (b), (c) and (f) of Articd2(1)of the Commission Debated Regulation (EU)
2018/959*:

1 Direct charges, including impairments and settlement charges, to the R&\wete-
downs due to the operational risk event

1 Costs incurred as a consequence of the operational risk event, including external
expenses with a direct link to the operational risk event (such as legal expenses and
fees paid to advisors, attorneys orpgliers) and costs of repair or replacement to
restore the position prevailing before the operational risk event

1 Provisions or reserves accounted for in the P&L statement against probable operational
risk losses

1 Timing losses®

412. When determining the scope of the gross losses to be reported, banks should also
consider the provisions included in ArticB%(1) of theCommission Delegated Regulation (EU)
2018/959

413. Banks are also requested to provide, in the CSV_OR_GEN templaten da¢anumber of
loss events, on total loss recovery and on the relevant indicator.

45 Commission DelegatieRegulatior(EU) 2018/959 of 14 March 2018 supplementing Regulation (EU) No 575/2013 of
the European Parliament and of the Council with regard to regulatory technical standards of the specification of the
assessment methodology under which competent auities permit institutions to use Advanced Measurement
Approaches for operational risk

46 For the definition of timing losses please refer&dicle2 (14) and22 (1)(f) ofthe Commission Delegated Regulation
(EV) 2018/959
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of conduct risk, given the high variability of the potential outcomes ofishees when settled,
especially the material ones. Banks should support their projections for material conduct risk
events with all available evidence, both quantitative and qualitative. Banks may also be asked
by their competent authorities to provide &ence regarding issues that are widespread in the
industry and have resulted in losses for other institutions, which could be of relevance for them

ol AaSR 2y GKSAN) o0dzaiySaa | OGAGAGASAD 2KSyYy |d
authorities will té&ke into account not only their supervisory knowledge of the particular bank,
odzi Ffaz2 | O2YLI NRazy G2 (GKS aSO02NJFyR GKS A

5.4 Impact on P&L

5.4.1 Conduct risk treatment

415. Banks will stress their conduct risk lossesapplying either a qualitative or a quantitative
approachin accoraéncewith the instructions below. In both cases, a minimum floor for new
non-material conduct risk losses will apply.

416. ! YRSNJ 020K | LILINRI OKSax GKS t o[ wilkb¥indlud@d 2F ol
AY WAL Aya 2N f2aaSa FNRAaAy3dI FNRY 2LISNFGAZ2YIf
account the applicable floor.

417. Institutions will apply the qualitative approach when they report any historical material
conduct risk event duringhe period 205-2019. Institutions reporting no historical material
conduct risk event during 2632019 will also apply the qualitative approach if new material
events known or unknown, are expected, or if the relevant competent authority deems it
necesary based on their knowledge of the bank and on their supervisory judgment (if they
deem that the institution may face any new material conduct risk event in the future).

418. Projections of losses related to material conduct risk events shall take into acathun
available information as df5 May202Q This cuff date does not affect information requests
by competent authorities as part of the regular quality assurance. In particular, banks may not
withhold information or data they owned (or could have texd from) before the cubff date.
If material conduct risk events, whiclould not have beeranticipated by banks, occur between
the cut-off date and the publication, the absence of loss projections for these events will be
noted in the published results

419. All remaining institutions will apply the quantitative approach.
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Banks applying the qualitative approaate required to

T

Report historical data on incurred gross losses on conduct risk ipetiieral template
(CSV_OR_GEN) as indicated in parag#(8i® 406 abovelnthe same template they
shall report projections of losses for namaterial events during the time horizon of the
exercise.

Identify and report (separately) historical material conduct risk events in the conduct
risk template (CSV_OR_CON), including an estimate of all potential losses that may still
arise from them, in excess of accounting provisions and losses already booked by
DecembeR019, during the time horizon of the exercise. This is applicable for both the
baseline scenario and the adverse scenario.

Include, in the conduct risk template (CSV_OR_CON), a projection of potential losses
that may arise from new material conduct risk events during the time horizon of the
exercise, under both the baseline scenanml the adverse scenario. Bawake required

to project losses for both known (see paragra@®b) and unknown new material
conduct risk events. Ban&ge required toensure that projections of losses for conduct

risk events reflect all information pertaining to these events that is available to the bank
until the cutoff date(see paragraptl18).

The process for treating new material conduct risk events that are not known to the
bank shall consider the following steps:

1. ldentification oftypes of conduct risk events that could arisaneasvulnerable to
material canduct risklosses,taking into account a qualitative analysisareas of

conduct risk to which the bank is exposed.

2. Assessment of therobability of conduct riskeventswhich are unknown tothe
bankin relation to the types of conduct risk identified in step 1.

3. Assessment of thenagnitudeof future lossesdue toevents that are unknown to
the bankin relation to the types of conduct risk identified in step 1.

When assessing the impact of new matedahduct risk events in the baseline and
adverse scenarios banks are expected to apply techniques and data sources available
to the bank, such as historical datasets of conduct losses and statistical models, to
ensure that low probability high impact evenare correctly captured. The treatment

of new material conduct risk events shall be explained and will be subject to scrutiny

123



EUROPEAN

%%
2020EUWIDE STRESS TESTETHODOLOGICAL NOTE 'ﬁﬁ BANKING
(w

AUTHORITY

by supervisors, in particular, zero losses projections in the adverse scenario for
unknown material conduct losses should be prdp justified.

421. Banksare required toreport individually in the CSV_OR_CON the 25 largest historical
material events in terms of aggregate projected losses, and also the 25 largest new material
events(whether known or unknownin terms of aggregate progged losses. The rest of material
events not included among the 25 historical largest and/or the 25 new largest (if any) shall be
reported jointly in a different single row for historical events and in another single row for new
events.

422. . y1aQ Sfutird condictasts #nked to historical material conduct risk events or
new conduct risk events reported in the conduct risk template (CSV_OR_CON) shall be
determined, irrespective of whether a provision has been recognised, by evaluating a range of
settlement outcomes for each issue and assigning probabilities to these outcomes. Adverse
outcomes should be attributed higher probabilities under the adverse scetiaaio underthe
baseline scenario, so that banks should have a high level of confidengeutkler the adverse
scenario, the losses would not exceed the loss estimate for material conduct risk events. These
estimates are expected to exceed provisions, except for events where there is a high degree of
certainty regarding the eventual cost. Matakioss events should be reported regardless of the
probability level.

423. When projecting conduct risk losses linked to historical material conduct risk events and
new conduct risk events, bankse required toconsider the time dimension and report the
projected loss in the yeawhen the settlement of the misconduct issue will most likely occur. If
there is uncertainty on when the issue will be settled, then banks should distribute the projected
loss equally over the 3 years of the exercise.

424. Table13 below provides an illustration on the approach to follow in order to project
conduct risk losses in the adverse scenario.

Tablel3: Projection of condet risk losses under the qualitative approach and in the adverse
scenariot lllustration

Existing treatment of the misconductissue Possible approach to projecting future conduct
risk losses
An accounting provision has been raised. There

high degreef certainty over the eventual cos The estimate will equal the existing provisions.

An accounting provision has been raised. There The estimate should exceed the existing provisi
high degree of uncertainty over the eventu Banks are expected to provide an estimate, e
settlement cost. While the 1A% provision if they are unable to reliably quanyithe full
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Possible approach to projecting future conduct

risk losses

range of potential outcomes, by exercisii
expert judgement. In the adverse scenar
banks should have a high level of confider

thatthe loss would not exceed the loss estim:
for material conduct risk events. Adver:
outcomes should be attbuted higher
probabilities under the adverse scenatian

underthe baseline scenario.

remote.

An estimate should be determined by evaluating
range of settlement outcomes and assigni
probabilities to these outcomes. In the adver
scenario, banks should have a high level
confidence that the loss would not exceed t
loss estimate for material conduct risk even
Adverse outcomes should be attributed higr
probabilities under the adverse scenatian
underthe baseline scenario.

An accounting provision has not been raised. W
a settlement cost is not probable, there
sufficient evidence to determine a range
settlement outcomes, and th possibility of a
significant settlement cost is greater ths
remote.

An estimate should be determined by exercisi
expert judgement.In the adverse scenaric
banks should have a high level of confider
that the loss would not exceed the loss estim:
for material conduct risk events. Adver:
outcomes should be attributed higher
probabilities under the adverse scenatian
underthe baseline scenario.

An accounting provision has not been raisé/hile
a possible obligation has been identifie
current evidence is insufficient to be able
reliably quantify any potential liability, or ranc
of liabilities, that may exist. The possibility of
significant settlement cost is greater ths
remote.

425. Banksare required toprovide supervisors with any informatian both quantitative and
gualitativet they have used in forming this assessment. This information shall ec¢hed
extent of their business in relevant areas. Baaks required toprovide supervisors with a
summary of how they allocated each misconduct risk to the categoriEalitel3 above.

426. Banks applying the quantitative approa¢in line with paragrapi17 and 419) are
required to, directly in the general template (CSV_OR_ Gpig)ect the P&L impact afion
materialconduct risk losses over they@ar time horizon using yal & Q 2 ¢ yProjestionk 2 Ra @
of zero losses famaterialconduct eventsknown and unknownin the adverse scenario should
be properly justified Banks applying the quantitative approach shall not populate the material
conduct risk template (CSV_OR_CON).
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427. Projections of conduct risk losses linked to new-nuetterial conduct risk events shall not
fall below a binding floor over the-@ear stress test time horizon under both the baseline
scenarioand the adverse scenario. The floor is applicable to the total losses from new non
material conduct risk events for the 3 years, but not year by yiétre floor applies, the amount
of losses under the floor will be projected equally along the 3 yekitseatime horizon.

428. In the baseline scenario, they&ar floor for potential losses linked to new noraterial
conduct risk events will be computed as 3 times the average of the historical losses reported by
the banks during the 5 years prior to the begimy of the exercise (the 2812019 period) for
non-material conduct risk events only (i.e. excluding past losses of historical material conduct
risk events reported during this period). In the adverse scenario, the floor will be more

conservative and bankwill be required to apply a stress multiplier to the average. This
calculation is detailed iBox29.

Box29: Floor for conductisk losses for nematerial conduct events

#1 1 AORBE 1A 14
m -B EEOOADE AKIA@MBIAD 11 ACADEAN.OO
Where:

A In the baseline scenario, the stress multipliemsrn) = 1.

A In the adverse scenario, the stress multipliemjier adv) = 2.

429. Projections of conduct losses connected to material conduct risk events are subject to a
floor in the quality assurance process, i.e. banks that submit projections which arettmaver
the floor are required to justify their projections to their competent authorltyorder to justify
their projections banks could apply the following critebacktesting of material conduct risk
losses in the adverse scenario during the previeB#\ stress tests exercises, projection of losses
due to unknown material conduct risk events, ratio of new material conduct risk cases in relation
to the historical material conduct risk cases, improvements of their internal contifaise
supervisor asssses that thebank is unable to provide a reasonable justification the
component authority may request that the baakpiesthe floor. The floor applies only for the
projections under the adverse scenario and is computed as 3 times the average istthiel
losses reported by the banks during the 5 years prior to the beginning of the exéncissiye
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of the years2015-2019) for material conduct risk events multiplied by a stress factor as shown
in Box30. The floor is calculated thetemplate CSV_OR_GEN.

Box30: Floor for conduct risk losses for material conduct events in the quality assurance process

#1 1 AOBRGE A @A O ADIEIAMOAL G0 0z

m -B EEOQOIAD E ADIAGEIA@ O ADBAT.OO0
Where:

A In the adverse scenario, the stress multipliemjisr asy) = 1.15.

430. In all circumstances, banks will be expected to identify their material risks and potential
conduct risk losses and these will be subject to challenger models from supervistws
example, based on statistical models which look beyond simple averawgestify the specific
nature of conduct risk, or by using uncertaiggjusted means to project potential material
O2yRdzOG NR &l ft2aasSa I+ yR (.2up&Wsbré wilSofisti& the | y 1 a Q
criteria set out in paragraph29 jointly with their own supervisory experiend®gmsed on the
FaaSaaySyd 2F (GKS oaly1Qa AYyaGSNylrt 3208SNyl yoS

5.4.2 Treatment of other operational risks

431. Banksare required toenter the P&L impact of other operational risk losses over tied&
GAYS K2NAT 2y RANBOGt&e Ay GKS ASYySNIf GISYLX | G
using a loss distribution approach; iy 1 48 Q LINRP 2SOl A2y a a&rathR o6S Y
50th percentile of the historical yearly aggregate amount of losses under the baseline scenario,
and should reacht leastthe 90th percentile of the historical yearly aggregate amount of losses
under the adverse scenario. Percentiles refer to the aggtredpss distribution, based on the
ol y1Qa8 AYGSNYylLt RIFEGFE 2y ( KBerefordBhg defgrgdate loss Y R & S
distribution should be only one distribution over all buckets. Consequently, as set in the
templates, banks should just populaaggregate values cells.

432. ¢ KS LINRB2SOuGA2y 2F f2aaSa F2N) 20KSNJ 2LISNI GA
FNAAAY3I FNRBY 2LISNI A2yt NRA1TQ Ay GKS tag[ GSY
floor.

433. Projected losses for 3 years undbe adverse and the baseline scenarios must be at least
equal to the banispecific floor computed as shown Box31.
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Box31: Floor for the projection of other operational risk losses

1 ZTTO j azm -B 1127 00A0
Where:
Ahhw YSIFyad W20KSNJ 2LISNFGAZ2YyFE NRalQ
A In the baseline scenario, the loss factomjs T

A In the adverse scenario, the loss factomis pd.

5.4.3 Fallback solution

434. Ifa bankis unable to report relevant historical losses for conduct risk and other operational
risks orif relevant historical losses are provided only for material eventdlaagrojected losses
for the material events are not deemed appropriate by the competent authorities, overall
operational risk loss projections (aggregate for the 3 years of the exercise) will be calculated as
a function of the relevant indicator, as shownBox32. In cases where this method applies, the
amount of losses will be projected equally along the 3 years of the time horizon.

Box32: Fdl-back solution forconduct risk anather operational risk losses

, m z2) 8
Where:
A Rlis the relevant indicator

A Listhe totalloss projected for the 3 years of the time horizon, meaningithaaich of the 3
years, the loss will be L/3

A In the baseline scenario, the scaling factanis T8t @

A In the adverse scenario, the scaling factanis ™ U
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5.5 Impact on capital requirements

435. Total capital requirements for operational risk in each yafahe projection horizon shall
not fall below the actual minimum capital requirements for operational risk, as reported by the
bank at the beginning of the exercise B&cembeR019).

5.5.1 AMA

436. Banksare required touse their internal models to estimate thesapital requirements for
operational risk (which includes both conduct risk and other operational risks) over the time
horizon of the exercise, for both the baseliseenaricand the adverse scenario. For this, banks
using the AMAare required td take nto account the flow of losses projected according to this
note, exceeding the existing provisions already considered by the AMA models (apteex
provisions are not included in the calculation of the capital requirements) in the loss database
used to estimate the capital requirements. Projections of operational risk capital requirements
will be challenged by competent authorities during the quality assurance process.

5.5.2 Basic approach and standard approach

437. For operational risk categories where capital riegments are calculated using basic and
standard approaches, capital requirements shall, in the baselemarioand in the adverse

scenario, stay constant and equal to capital requirements reported by the bank for the starting
point (31DecembeR019).
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6.1 Overview

438. Banksare required touse their own methodologsto project their noninterest income
and expenses items that are not covered by credit risk, market risk or operational risktifor
the baselinescenaricand the adverse scenario.

439. These projections are subject to the constraints summaris&bi83. The macroeconomic
shocks and market risk meddologes should be applied for stressing real estate assets and
defined benefit pension plans, respectively.

Box33Y {dzYYI NB 2F GKS 02y ail Nlireyedt incothg, expehsgsjaad) LINE 2 ¢
capital

A For dividend incomeNFCland share of the profit of investments in subsidiaries, jo
ventures and associatexcounted for using the equity methpdet incomefrom each item
cannot exceed the 2@Llevel in the baseline scenario. In the adverse scenario, a mini
reductionof net income from each item comparedth the 2019 reported value is prescribe
for the projections (paragrap#b?). In case the net income fromng of these items i
negative or zero, the projections are capped at the 2019 value.

A Other remaining dministrative expensesgmainingother operating expenses, depreciati
and other provision®r reversal of provisionsannot fall below’ the value observed in 2@1
T unless an adjustment of this floor for omdfs is permitted (paragraph6l). Only
recoghised oneff exceptions exceedinthe threshold of Bps impacbn CET ratio will be
permitted (paragrapi66).

A For dividends paid, under the baseline and adverse scenarios, heskequired toapply a
pay-out ratio based on their publicly declared projected dividend policies. If no divig
policy is available or documented, the bank shall apply the following rule: theytanatio

47t is noted that the quantits referred to in this point are reported with a negative sign. Therefore, this constraints
statement refers to the absolute amount of these P&L contributions
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in the baseline should be tHarger betweer80% ad the median of the observed paut

ratios in profitable years over the last 5 years. In the adverse scenario, the sarostpgayio

as in the baseline scenati@as tobe assumed, unless the bank can provide evidence th
can deviate from this ruleral the deviation is approved by the relevant competent author
In both cases, a zero dividend is accepted if the bank isrleking (paragraph76).

A If the projected CET1 ratio for a given year of the stress test horizon falls beloDiAg
trigger pointin line with Article 141 of the CRD, ban&ee required tgproject reductions of|
distributions for the same yedollowing somesimplifying assumptions for the purpose
the stress tesf{paragrapt77).

A A common tax rate of 30%as tobe applied The stock of existing DTAsd DTLss of 31
December 2019 will not be recalculated according to the simplified tax Beaks can us
and create bottDTAs that dependrofuture profitability and do not arise from temporai
differences and DTAs that depend ro future profitability and alise from temporaryf
differencesfor OCI only during the stress test, subject to some simplifying assumptibine,
creation of DTAs that do not rely on future profitability is not allowBd.Lsshallbe kept
constantduring the stress test horizdsection 6.4.4).

A Other operating income is capped at the 20dalue. The income related to operating leas|
is subject to a minimum reduction of 10% with respect to the 2019 value in the ad
scenariojparagraphto4).

A No impact is assumed fd¥X effectsrealised gains or losses on derecognition of finan
assets and liabilities not measuredfair value through P&L, gains or losses on derecogn
of nonHinancial assets, impairments on goodwill and negative goodwill (paragdighs91,
493 496and 498).

6.2 Scope

440. The projections of nointerest income andxpenses exclude any P&L positions and capital
impacts covered in the approaches for credit risk, market risk, operational risk or NII.

441. The following FINREP P&L items are part ofinterest income and expenses:
1 Expenses on share capital repayabledemand;
1 Dividend income;

1 NFCI,
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1 Gains (losses) on derecognition of financial assets and liabilities not measured at fair
value through profit and loss, net;

1 Exchange differences, net;

9 Gains or losses on derecognition of Aorancial assets, net;

1 Other opeating income;

1 Other operating expenses;

1 Administrative expenses;

91 Depreciation;

1 Moadification gains or losses, net;

9 Other provisions or reversal of provisions;

1 Other impairment on financial assets not measured at fair value through profit or loss;
1 Impairmentor (-) reversal of impairment on nefinancial assets;
1 Negative goodwill recognised in profit or loss;

1 Share of the profit or loss of investments in subsidiaries, joint ventures and associates
accounted for using the equity method;

1 Other income and expeas from continuing operations (impairments of investments
in subsidiaries, joint ventures and associates, profit or loss frorrcnorent assets and
disposal groups classified as held for sale not qualifying as discontinued operations);

9 Profit or loss aftetax from discontinued operations.

442. Inaddition tothe P&L items listed above, this section captures the impact of taxes, defined
benefit pension schemes, leasing income and dividends paid on capital as well as assumptions
made regarding the calculation cépital ratios.
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6.3 Highlevel assumptions and definitions

6.3.1 Definitions

443. All items follow IFRS definitions. Bardt®uld align with FINREP reporting. If national
accounting frameworks are used, barmke required tanap their accounting framework to the
IFR&amework. Banks are requested to provide a mapping table in an accompanying document.

6.3.2 Approach

444. Banks will have to use their own methodologies in projecting-intgrest income and
expense paths for the baseline and adverse scenarios.

445. The assumptionsaken as basis for the use of the internal models/methodologies shall be
coherent with the macroeconomic scenario (which includes e.g. the assumptions on GDP growth
or inflation during the projection year$)and with the general assumptions of the methoolpy
(i.e. static balance sheet, same business mix throughout the time horizon) and the constraints
listed in this section. Banlkae requred to provide additional information on the approach
followed when projecting the P&L items included in this secfishich includes, but it is not
limited to, items under sectiofi.4.1and 6.4.2 in the explanatory note.

446. Banks are expected to apply models that are regulased in internal risk management
and stress testing, and the competent authority would need to be satisfied with using them for
the purpose of the EAWvide stress test. For this reason, when models are deemed not suitable
for projections, banks might keesked to revise internal figures, or the methodology may foresee
an alternative treatment (such as for items treated in secto#. 1).

447. The projetions should incorporate both exogenous factors and baspecific
characteristics. Theshould also take into account the specific developments of the originating
country. Given potential differences in the business cycles of these countries, the respectiv
income and expense streams accrued by the bank in question will be affected.

448. In line with the static balance sheet assumptions, no FX effects should be accounted for
regarding the abowdisted P&L items. The channels via which FX rate changes affé&thare
an indirect credit risk from foreign currency lending that is related to the depreciation of local
currencies (see sectid), the correctiwe factor for interest incomand market risk effect@ue

48 As an example, bankhould take into account all relevant variabtesproject their administative expenses, including,
when relevant, the inflation assumptions of the macroeconomic scenaro.
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to revaluation effects of trading and other fair value portfolioeluding REArojections,see
section3). Banks should abstain fromdditional accounting for both positive effects (e.g.
reduced administrative expenses in countries where a currency depreciates versus the reporting
currency) and negative effects (e.g. redudee and commissioincome in countries where a
currency depreciates versus the reporting currency).

6.3.3 Reporting requirements

449. Banks are required to provide 5 years of historical data for dividend payments together
with their projections.

450. Gains (losses) arising frasperational risk need to be reported as a separate item. To avoid
any double counting, other P&L items therefore have to be adjusted to exclude these gains
(losses) whenever relevant.

451. All historical and projected profit or loss values shall be reportedeonplate CSV_P&L.
Banksare requred to report injections to retained earnings in CSV_CAP on the same calendar
year in which profits are generated. Any additional impact to capital shall be reported on the
capital template (CSV_CAP).

452. Theitems covered irestions6.4.1and6.4.2and paragraph 7 7follow specific approaches
that require the use of separate templates, namely CSV_NFCI_DIV, CSV_ONEOFF and CSV_MDA.

453. Inline with the guidance desctgd in paragrapib, banksare requred tocomment in the
accompanying documents how historical P&L items are affected by mergers and acquisitions,
andhow specific projected P&L values have been determined.

6.4 Impact on P&L and capital

6.4.1 Dividend income andNFCI

454. Banksare regured toproject dividend income, NFCI and share of the profit of investments
in subsidiaries, joint ventures and associates accouftiedsing the equity method (i.e. outside
the scope of consolidation) by making use of their own methodologies and assumptions on the
development of volumes, margins, fees etc.
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NFCI and expense items shall be projected separately at the first level ofl@nignas in

FINREP template 22#.The sum of these separate projectiomsll form the total NFCI
projection.

456.

Under the baseline scenario, for each of the three items described in paradbdpthe

projection of total net income for each year cannot exceed its reported value for 2019.

457.

Under the adverse scenario, banks are required to follow one of the approaches subject to

different constraints tgroject NFCI, dividend income and the share of the profit of investments
in subsidiaries, joint ventures and associates accounted for using the equity methoBdsee

34):

458.

For banks that model the projectiorthe cumulative projection of th& years of the
scenario for each item is subject to a minimum reductas defined inBox 34
comparedwith three times the 209 reported value. If this minimum reduction is
binding for a bank, the reduced amount of net income will be projected equally across
the 3years of the time horizan

Banks that choose not to model thegpections themselvesre required toapply a
more severe reductiorof the total net income reportedor 2019and distribute it
equally across th8 years of the time horizon. This simplified approach does not apply
to banks reporting significant nemecurring income values in the 29%tarting point

for any of the items inthe scope of this paragraph. In such case, barksrequired to
model their pojections and are subject to thminimum reductionss defined in (i)

For banks reporting O or negative net income for 2@ one of the items ithe scope
of this paragraph(i) and (ii) do not applyln this case, the projectionsill be capped
at the 2019 value when the bank projects the income iteadternative treatment to
option (i)¢ and it will be equal to the 2019 value when the bank does not progect
alternative treatment to option (ii).

Banks making use of internal modstould follow paragrapht45and446, which include

the requirenent to include a description of the model used, along with the mapping applied, in
the accompanying explanatory note.

WerS 2yfe SEOSWLIA2Yy aidl yRa Ay (i KS Custerdedrgsiburcestistkibitaddadhoty O S
managed [by type of produd@ ¥ 2ZA.04;r160.
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459. Banks reporting the P&L items in this section with a different level of detail from the one
described in this sectioare required tamaptheir projections to FINRE®mplate22.1.

Box34: Constraints for the calculation of NFCI, dividend income angthaesof the profit of
investments in subsidiaries, joint ventures and associatesunted for using the equity
method

For each item in this section, banks that model the projectaresrequired taapply the formulal
for the cumulative projection in the adverse scenario as follows:

CAO)Y T AT A
_ETAO) TAki AAAI Oz, AO) 1 Alziph r

Where:
Ar is the minimum reduction for NFCI, equal to 10%

A r is the minimum reduction for the remaining two items in this section, equal to 25%.

Banks that chose not to model the projections themselves for any of the items in this sadi
required o apply an overall more severe reduction, so that:

CAO)YTAGIFA v L AO) T ATzZiph
Where:
A 1 is the more severe reduction for NFCI, equal to 20%

A is the more severe reduction for the remaining two items in this secggoal to 50%.

6.4.2 Administrative expenses, other main cost items and oo adjustments

460. Other remaining administrative expenses, remaining other operating expenses,
depreciation and other provisions or reversal of provisions shall be projected througise¢hef
bankinternal models, but cannot fall below the absolute value observed in 2019.

461. Adjustments of these constraints are permitted only for extraordinary costs affecting the
items listed in paragraph60 during the year 2019 and as defined in this section. Possible
deviations from the constraints for administrative expenses and other operating expenses
related to the MDA requirements of Articléll d the CRD are instead set out in sect@®d.3
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462. Oneoff adjustments shall be based on available uncontroversial evidence of the non
recurrence of tle event as well as a reasonable estimate of the recurring part of the cost (based
on, and linked to, the historical data of the bank).

463. All oneoff adjustments are subject to a thorough quality assurance. As a necessary
condition, banksare required tosulmit a list of those on@ff events for consideration to the
respective competent authority and by the deadlines set by the competent authorities and the
EBA. This list of oreff events shall distinguish between oo# events having a positive P&L
impactand those having a negative impact and will be limited to five P&L items in total. The
same event may affect more than one eligible P&L item (see parag@ph

464. Failue to submit the list within the mandated deadlinedll lead to automatic disallowance
of all oneoffs, whereas submission alone constitutes no claim to the eventual approval of the

one-off. If items are rejected from the list, banks are not allowed teutamit further
applications.

465. Oneoff events shall be submitted using a dedicated template (CSV_ONEOFF). Tde pre
projected adjustments to the P&L items in scope in each year of the baseline and adverse
scenarios shall be equal to the gr@x amount ofthe oneoff cost reported for 2019. Banks will
have the possibility to modify these amounts to the extent that they result in more conservative
adjustments. The total impact of the orméfs on CETL1 ratio will then be calculated as the sum
of the pretax projected adjustments over the 3 years of each scenario, divided by the@h@
total REA.

466. Only recognised oneff exceptions as defined in this section and exceeding the threshold
of 5bps impact will be permitted. In case of eco# events with impact o more than one
eligible P&L items, the sum of the impacts on the different P&L items for the same event shall
exceed the 5 bps threshold. In such cases, the institution should report the P&L impacts in
separate lines of the CSV_ONEOFF template, one &br edggible P&L item affected. The limit
of five maximum P&L items in total and for all the asfés holds.

467. The resulting adjustments will be recognised in the template CSV_P&L, by singling out the
one-off impact for each P&L item in the scope of this sagtwhich will be reported net of the
one-off adjustment. The total impact will be allocated equally across the 3 years of the
projection.

468. Oneoff adjustments due to the extraordinary cost produced by the following events shall
be permissible for assessmieby the competent authority:

1 Divestments of business units under the following conditions:

o The affected business unit was fully divested during the course18; 20
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Further followup expenses for these divestmentseaconsidered in therojection;
and

No future benefits materialising in the projection years because offihestment
can be included, which includes all future costs related to tiné that was

separated.

1 Business unit restructuring, including measures that are part of a restructuring pla
approved by the European Commission, leading to-mremurrent integration costs,
subject to the following conditions:

(0]

The restructuring (but not the full restructuring plan in the case of a restructuring
plan approved by the European Commissishillhave been completed in 2019

Permissible restructuring costs are paoserger integration costs (subject to the
merger having been completed by Becembe2019 and setup costs fora bad
bank, wholly takenin 201%nd

In exceptional cases where the restturing was completed in 2@knd still future
restructuring costs are incurred/expected for ZB2022, the future restructuring

costs need to be incorporated in the forecast, i.e. the projections in CSV_P&L need
to be adjusted to take the future costs mtaccount.

1 Employee restructuring/lapffs and the associated severance costs, subject to the
following conditions:

(0]

Severance costshall have been paid in full or provisioned agaihgtthe end of
2019

Any expected future restructuring payments and sewee costs still need to be
considered in therojection; and

No future benefits materialising in the projection yedoecause of the exitan be
included,which includes aliuture costs related to the FTEs that veeseparated
during and after 2019.

1 Extraordinary (i.e. nomecurrent) ex post contributions tdeposit guarantee schemes
(DG$ institutional protection schemed RS officially recognised as DGS in the sense
of EU Directive 2014/49 anésolution funds RF, subject to the followingonditions:

(0]

In the case of DGS and IPS recognised as DGS, extraordipasy egntributions
shall meet the criteria set out in Articl&0(8) of the DGSD and Artid&4 of the
BRRD;
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o In the case of RF, extraordinary-gost contributions are triggered bywan
exceptional event and can be appropriately documented, e.g. by means of a
legislative decree.

469. Other instances than those listed in paragr&@@@may be considered by the competent
authority in exceptional cases. The following exceptions are explicitly not considered:

1 Income and expenses for which a methodology has already been prescribed in this
note. This includes, in particular but is notlimited tot conduct and litigation costs,
which shall be treated in accordance with the methodology prescribed in setion

1 All actions that are ot fully implemented by 3Decembe2019. This includes, in
particulart but is not limited tot mergers and rusroff of businesses, which are
expected but not executed until yeand 2019. It also includes measures defined in
restructuring plans or any ctingency plans for stress situations if they are not fully
implemented by 3Decembe019;

9 Changes in variable compensation;

1 Exceptional fees on professional services engagements, unless incurred as part of a
one-off event specified in paragrapgtg>°

1 Changes in real estate / occupancy costs due to, for example, a move.

470. In projecting the P&L items described in this section, baaesrequired toinclude the
phasein of exante contributions to the Single Resolution Fund, as established in EU Regulation
2015/81.

471. All exceptional adjustments can be considered only if the corresponding adjustment of any
income is taken into account, and is consistent with the remainieghodology as presented

in this note (e.g. in setting any caps on income projections based on 2019 levels).

472. For provisions not related to conduct or other operational risk no reversals are allowed (i.e.
the projection is capped at zero).

50 Eg. for consultants or lawyers during a business restructuring or transaction adviseydine sale of a NPL portfolio
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6.4.3 Dividends paid ad distribution restrictions under Articlel41 of the CRD

473. The payout ratio described in this section is defined to include all voluntary reductions in
the capital base. Such reductions shall be made in the same year that the profit is made (i.e.
reductionsin the CET1 capital for the year Z04ill reflect dividends paid in 2@lfrom profits
made in the same year).

474. Banksare required taeport 5 years of historical dividend pawyts by referring to the ratio
between: (i) dividends, other than those paidarform that does not reduce CET1 capital (e.g.
scripdividends), distributed to owners of the entity; and (ii) profit after tax attributable to
owners of the entity. If, for a given year, the ratio between (i) and (ii) is negative or above 100%,
the payout ratio shall be deemed to be 100%. If for a given year, (i) is zero, theupagtio
shall be set to 0% if (i) is zero and 100% if (i) is above zero.

475. Under the baseline and adverse scenarios, bamksrequired toapply a payout ratio (or
an absolutgpay-out per share) based on their publicly declared projected dividend policies. This
includes legally binding contracts, such as profit/loss transfer agreements and policies
concerning preferred shares. References to publicly declared dividend patigiesrém annual
reports, listing brochures) shall be provided in the explanatory notes.

476. Ifno dividend policy is available or documented, the bantequired toapply the following
rules:

9 Under the baseline scenario, the bank shall apply aqeayatioequal to the maximum
of 30% and the median of the observed gay ratios in profitable years over the last
5years. If the bank is lossaking, a zero dividend is accepted.

1 Under the adverse scenario, if the bank is-esking, a zero dividend is accept If
the bank is profimaking, the banks required tgay a dividend applying the same pay
out ratio as reported in the baseline scenario for the respective year, unless it can
provide evidence that it can deviate from this rule and the deviation js@aed by the
relevant competent authority. In such a case, the projections will be subject to a
thorough quality assurance analysis and will be challenged by the competent
authorities, taking into consideration the eventual declaration of dividend psligie
the annual reports. This rule shall be applied to share buybacks as well.

477. All banks areequiredto report in CSV_MDA the amount of CET1 capital after distributions,
to be checked against the Maximum Distributable Amount (MDA) trid fiine projected CET1
ratio for a given year of the stress test horizon falls below the trigger point as per A4it(8)
of the CRD, banksre required toproject reductions of distributiongor the same yeain line
with the following simplifying assumptions for tiperrpose of the stress test:
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1 The detailed reduction amounts shall be inserted exclusivellje CSV_MDA template
together with a reference to the concerned line item in which the distribution is
reported. Banks are therefore requested to report -adjusted distributions in
CSV_P&L.

1 No reduction of distributions beyond the minimum amount needed to meet the MDA
requirement of Articlel41(3) of the CRD shall be assumed, i.e. in years of the scenario
where the MDA trigger would be breached, bark® requiredto assume that they
distribute exactly the MDA.

1 The MDA shall always be set to O in loss making years when the MDA trigger is
breached, unless the presence of giex distributions would offset the loss made.

478. The distribution reductions shall be documentaad justified in the explanatory note. The
documentationwill also contain an assessmeottto what extent the projected restrictions are
possible given potential legal and reputatamronstraints. This assessment shall refer to the
following documents |ad policies of the bank, which competent authorities may request for
guality assurance of the stress test:

1 Dividend policies;

T wSYdzySNI A2y LRftAOASAa GKIG R20dzySyid GKS
variable remuneration or discretionary pensionnadits subject to Articl@41(8)(d)(iv)
of the CRD;

9 Documentation of the relevant AT1 instruments.

479. Given that the stress test is run at the highest level of consolidatlmmpank's treatment
of distribution restrictions undetArticle 141 of the CRBhall not take into account any induced
effects of a potential MDA breach on a sttnsolidated level from other exercises.

480. For the bankseportingdistribution reductionsthe impact of the MDA adjustmentsill be
publicly disclosed on TRA_ P&L.

481. Competentauthorities may request further details with reference to the distribution
restrictions if they deem the accompanying documentation insufficient to validate the above

assumptions.

6.4.4 Tax treatment

482. Banksare required tapply a common simplified tax rate of@0 Current taxeis the stress
test arecalculated by applyinthe simplified tax rateéo the taxable profit in each yeawhile
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the tax expense/income are calculateds the sum of current taxes and changes in DThe.
stock of existingd TAsand DTLasof 31 December 2019 will not be recalculated acoay to
the simplified tax rate.

483. The taxable profitscalculated on the basis of the profit or loss before tax from continuing
operations minus those contributions from the P&L template that are reporfeat mmcome tax
in the P&L templatefloored at zerand net of any loss carryforward used in the relevant period.
Items that arereported after the taxes paid by the entity in FINRERzZOK | & o { KI NB 27
or () loss of investments in subsidiarigsint ventures and associates accounted for using the
SlidzA ilé YSGK2RE¢ | ydRall besircldiadRis tifeRaxadblg prafitth tax rate
before reporting was smaller than 30%y makinganadjustmentto make the applied implied
tax rate equato the 30%asrequested in the methodology

484. Banksare required toreport the taxable profit in the respective line of the CSV_P&L
template. For simplicity, banlshould disregard the fact that some of the items included in the
P&L may be neither tageductible nor taxable under national law.

485. DTAsthat do not rely on future profitability shall be held constant at their starting value for
the purpose of the stress test. #r DTAs shall be calculated for the time horizon of the stress
test exercise according to the current regulation (Artid8s 39 and 48 of the CR&)d the
instructions given in this section

486. Banks may project the creation and use of DTAs that refyture profitability anddo not
arise from temporary differences (and associateds carryforwardsunder the conditions
below. This shall be done in accordance with applicable tax legislation and paying due regard to
their own accounting position and theospects for recovering loss carryforwards under future
profitability in line with their accounting procedures:

9 Existing DTAs that rely on future profitability and do not arise from temporary
differences as of 31 December 2019 will not be recalculatedrdiog to the simplified

taxrate, as it in the case for all types of DiPAthe stress test (see paragrap8?).
1 These DTAs may be created during-tosking years in accordance with applicable tax
legislation and paragraptB85 and applying the common tax rate of 30% for the

creation of new DTASs.

1 Theuse of loss carryforwards in a given profitable year shall be applied by giving priority
to DTAs created during the stress test over DTAs existing ad#&mbe019.

1 On profit making years, banks can use loss carryforwards to offset their taxablenam
if the competent tax authority allows it, regardless whether a DTA is created. In such
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cases, bankare required tgorovide undisputable evidence of the background of their
approach.

1 Banks should, however, consider whether to disregard in full thatae and use of
DTAs that rely on future profitability and do not arise from temporary differences, in
line with their accounting procedures. In this case, a tax rate of 30% should be applied
in profit-making years and a tax rate of 0% in Jogking yeas.

1 Banks should provide an explanation of their approach when calculating tax expenses
for the stress test in their explanatory note, including a reconciliation of the effective
tax rate with the 30% common tax rate for each year of the stress test horizon

487. Unrealised gains and losses contributing to OCI under the stress test sceadalso
subject to the simplified tax rate of 30%he creation and use of the associated DTAs that rely
on future profitability and arise from temporary differences maydadculatedn the following
way:

1 Projected OCI gains and losses shall be reportedgxé the market risk calculations
and will be subject to the simplified tax rate assumption on CSV_CAP.

1 DTAs that rely on future profitability and arise from temporaiifferences shall be
projected during the time horizon of the stress test exercise applying the change in
Accumulated OCI (reported net of tax charge calculated with the 30% common tax rate,
as per COREP C 01.00table, r180, c010) to the starting anfddmids reduced by the
associated DTLs (see paragrédph).

1 Banksare required taalso provide full transparency on the deferred tax arising from
temporary differences in their explanatory notes, detailing how the figures reported in

the template were determined.

488. DTAgqnet of DTLsif allowed)that rely on future profitability and arise from temporary
differences are deducted according to ArtE88 and 48 of the CRRTAghat rely on future
profitability but do not arise from temporary differencesll be fully deductedwhen deducting
the amount of DTA#hat rely on future profitability banks shall observe Article 38 of the CRR
on the conditionsfor netting with the amount of DTLs and on thdlocation of the DTLs
according to the proportion adissociated DTABat rely on future profitability The total amount
of DTLs shall be held constant at the starting point of the exerfigecreation oD TAs that can
be converted into tax credits under the conditions of Article 39 of the &ieRot allowed for
the projected period.

489. Phasein provisionsin relation tothe deduction of DTAs from CETL1 capital as per Ad&%e
of the CRRand the associatedchedule in Articld72 of the CRRand all ancillary rules as
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outlined in the CRRshall apply. Bankare required toalso take into account any accelerated

phasein schedule as established by national legislations and the applicable competent
authority. ¢ KS NBadA GAy3a ST¥FSOila akKlhft oS AyOf dRSR
template CSV_CAP

6.4.5 Other P&L impact

490. Expenses on share capital repayable on demak#penses should be projected in line with
the contractual requirements for banks. In the baseline scenario, themat fall below the
2019value. In the adverse scenario, expenses can be lower than in the baseline only if the bank
can provide evidence #t this reduction is in line with publicly declared gawt policies.

491. Gains (losses) on derecognition of financial assets and liabilities not measured at fair
value through profit and loss, netNo realised gains or losses are expected from the sale of
financial assets and liabilities not measured at fair value through profit and loss, i.e. the P&L
impact should be set to zero.

492. Exchange differencedn line with paragrapB48 no impact will be assumed in the baseline
and adverse scenarios, i.e. the P&L item should be set to zero.

493. Gains or losses on derecognition of ndimancial assets, netlNo impact will be assumed
in the baseline and adverse scenarios, i.e. tké Pem should be set to zero.

494. Other operating incomeProjected other operating income shall not be higher than the
2019 value. Banks should also consider reducing their annual forecasts of other operating
income in a prudent way below the 28¥alue where the 204 results contain significant nen
recurring contributionsincome related to operating leasing included in other operating income
shall be singled out from CSV_P&L. This income shall be capped at the 2019 value for the
baseline scenariowhile in the adverse scenario bankse required toapply a minimum
reduction of 10% with respect to the relative 2019 value.

495. Modification gains or lossestThe P&L impact of modification gains or losses should be set
to zero.

496. Otherimpairment on financihassetsimpairments on participations shall be computed in
line with the results of the (IFRS) test of impairment and will be consistent with the scenarios.
This requirement extends to participations in other banks included in the sample of thédeU
dress test. No impact should be assumed for the impact on impairments on gooniitancial
assetsi.e. the P&L contribution should be set to zero.

497. Impairment on nonfinancial assetstmpairments on nosiinancial assets shall be included
not under dep6 OA I G A2y o0dzi dzy RSNJ WL YLI A NI Sfifaincia? NJ NB @
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I aaS{aarerequited fogioject impairments on nofinancial assets in line with the
economic scenario of the stress test:

1 Impairments on residential and commercial real estatill be computed by the
application of the shocks from the macroeconomic scenarios on the market value of
real estate owned by the bank. Real estate for own use shall be stressed by applying
the commercial real estate shocks given in the macroeconoreitasmos

1 Similarly to paragraptO, banksare required toalso stress other ncfinancial assets
(e.g. realised physical collaterals such as shgsdual values of leased out assets) on
their balance sheets under the stress test scenarios.

1 Impairments on nodinancial assets should be projected at the level of individual assets
and avoid offsetting effects between the impairments on individual &ssse

1 No impact should be assumed for impairments on goodwill onfm@ncial assets, i.e.
the P&L contribution should be set to zero.

1 No reversal of provisions shall be assumed under the scenarios of the stress test.

498. Negative goodwill recognised in profior loss: No impact should be assumed for the
baseline or adverse scenarios, i.e. the P&L item should be set to zero.

499. Profit or loss from noncurrent assets and disposal groups classified as held for sale not
gualifying as discontinued operation$n accor@nce with the static balance sheet assumption
noncurrent assets and disposal groups classified as held for sale shall remain on the balance
sheet in the exercise and shall be stressed by the application of the relevant shocks given in the
macroeconomic ad market risk scenarios. The impaetll be reported in line with the
accounting treatment of the banks in the P&L account or as OCI.

500. Profit or loss from discontinued operationshall be zero for the stress test time horizon.

501. Deductions of intangible asge (including goodwill) from CET1 capitah line with the
static balance sheet assumption, bark® required toassume that the value of this deduction
remains constant at the level reported for yeand 20P for both baseline and adverse
scenarios. Thdeduction amounts shall not be netted or compensated with annual depreciation
and amortisation amounts.

502. Expenses and provisions or reversal of provision for conduct risk and other operational
risk: Banksare required taeport expenses and provisions fasnduct risk and other operational
risk for historical data in line with their accounting practice. Projected losses shall be reported
2y GKS tg[ GSYLXFGS o/ {+ytsg[ 0 dzy RSNJ w3l Aya 2N
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avoid doublecounting ofprojected losses, bankare required toseparate these projections

from therelevantP&L item according to their accounting practicejle/historical datashall be

reported on the P&L template in line witparagrapi50. For examplewhile historical data

YAIKG 0SS NBLRNISR Ay (KS tg[] FRYYWOAGT S deyaRas
W RYAYAA(GNI af WOIRP2R SEASYVS 4 QNI NB JS Nithet relefaft LINE G A
accounting practice, projections of conduct and other operational risk losses will only be

Ay Of dZRSR dzy RSNJ WAl Ay a 2 NJ, doistenty avith fightksaepoftad T NB Y
on the general operational risk template (CSV_OBRN &mplate).

503. AT1 and Tier 2 coupon$hese items shall be reportedin CSV_P&L according to supervisory
reporting requirements and their contractual obligations. Background on the reporting shall be
given in the explanatory note.

6.4.6 Impact on capital

504. Banksare required tofollow sectionl.3.5for the definitions of capital instrument to be
reported in CSV_CAPhélimpact of the Elvide stress test will be ported interms of CET1
ratio, but information on the impact of the stress test on each type of capital ratios will be
disclosed.

505. The amount of each capital instrument is expected to stay constant at theebé level,
in line with thestatic balance sheet assumgti, whichapplies on a solo, sutonsolidated and
consolidated basiapital instruments are not expected to increase also in case they are issued
in favour of internal stakeholders (e.g. as part of a variable compensation schdowegver,
minority interests or other qualifying own fund instruments according to Article 81 and 82 of
the CRR may affect the capital position of a bank in case of changes in the amount calculated
according to articles from 84 to 88 of the CRR.

506. Instruments recognised as AT1 onransitional basis that may be treated as Tier 2 on a
fully-loaded basidecause of their eligibilityaccording to Article 63 CRR$hall be reported under

item A.5 of the template CSV_CAP and will hence be included in the calculatios foily
loadedtotal capital.

146



) AUTHORITY

%
2020 EUWIDE STRESS TESIETHODOLOGICAL NOTE 5@ P
I

507. Capital ratios are reported on a transitional basis and on a fully loaded basigthe
purpose of showing fully loaded capital ratias approximate calculation of fully loaded capital
ratios is implemented in the capital template (CSVPCA

508. Banks making use of IFRS 9 transitional arrangemeats required toreport the
adjustments due tdhis transitionin accordancewith Article 473a of the CRa&hd the relative
factors for each year of the scenaridhe first-time implementationimpact of IFR® being
subject to transitional arrangemenisreported in thefirst column of thetemplate CSV_CAP
For each year of the scenario, these baaksrequred toalso report the capital impact subject
to transitional arrangements since the IFRS plé@mentation

509. Memorandum items in the capital templates include information on other types of capital
ratios and requirements, as well as more granular information on other types of impact on
capital, including DTAs (which follow the treatment of secéigh4) and defined benefit pension
schemes.

510. The leverage ratio will be reported following Artid29 of the CRR as per Delegated
Regulation (EU) 2015/62 of Tixtober2014, which amends Regulation (EU)3Y6/2013 on a
transitional and a fully loaded basis for every year of the exercise. Banks should assume that the
exposure for the computation of theverage ratio remains constant.

511. Defined benefit pension schemdsiaccordance with the static balance sheet assumption,
banks shall disregard the cash flows into and out of the scheme (regardless of wbetiar
these are contractually agreed), disregard changes to the liability profile (such as any additional
accruabr the maturing of the scheme) and disregard any asset rebalancing or planned changes
to the asset allocation. This allows the market risk stresses related to the macroeconomic
scenarios to be applied to the assets and liabilities o8tembef019 as ifthey were an
instantaneous shock. As specified in paragri®® this needs to be applied only for the adverse
macroeconomic scenario (includingetimarket risk factors). The actuarial gain/loss shall then
be apportioned to the first year, as described in the market risk methodology. The projected
impact on OCI and pension assets shall be reported by all banks as a memorandum item on the
market risk summary template (CSV_MR_SUM) and shall be included in the stress test
projections in the following way:

1 Noimpact is assumed under the baseline scenario.

51 This approximation is solely based on the effect of the transitional provisions, which may also affect the A%l and t
T2 shortfall. It does not take into account potential implications from the dynamic computation of the threshold for
deductions or other minor effects.
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1 For the adverse scenario, the projected OCI impact before tax shall be reported on the
market risk summary template (CSV_MR_SUM). A positive value corresponds to a net
gain arising from defined benefit pension assets and liabilities, while a negative value
corresponds to a loss. Banks aegjured to describe in the explanatory note the
approach followed to obtain the gain/loss on defined benefit pension assets and
liabilities.

1 Inaddition, banksre required taprovide the net defined benefit pension assets per
Article4(109) of the CRR at the reference date and the projected change of this item
under the adverse scenario.

1 No netting between the OCI impact and the change in pension assets shall be assumed
in the reporting of the impact on CSV_MR_SUMdEéfarising, e.g. from offsetting OCI
gains by increases in deductions, are calculatedin CSV_CAP.

1 Taxassumptions are applied on the capital template CSV_CAP in line with 8etton

512. ATl and TieR instruments eligible as regulatory capital under the CRR/CRD provisions and
that convert into CET1 or are written down upon a trigger event are reported as a separate
memorandum item if the conversiod NA 33SNJ Aa | 620S (GKS ol ylQa
scenario. However, the resulting impact in CETL1 capital is not taken into account for the
computation of capital ratios.

513. Banksare required todeductfrom CETL1 capital the expected impact of the application of
Regulation (EU)o 2019/630amending Regulation (EU) No 575/2013 as regards minimum loss
coverage for noRJS NF 2 NY Ay 3 S E LI & dilpBh&equest oom [the indetSny R NE 0
authority, the tablein Annex Vlishall be filled in and included in the explanatory note.

514. In the scope of the minimum coverage described in paraged@shall be the loans that
were origiratedbetween26 April 201%nd 31 December 201$ replacedluring the stress test
horizon to comply with the static balanaheet assumptiod KSyY OST2NB | NR Wy Sgf @
f 2 | §hd &asubsequently classified asB¥ newly originated loans that ackassified a$3
not later than31 December 2019, unsecured loans will be subject to a minimum coverage of
35% by end021 (third year as NPE) and 100% by-20@22 (fourth year as NPE) whereas
secured loans will be subject to a minimum coverage of 25% @22 (fourth year as NPE).
Banks shall calculate the part of the newly originated loans that will become S3 during the first
year of the projection in line with the estimated transition rates (fRdr TR2). For newly
originated loans that will becom®83 during the first year of the projection, unsecured loans will
be subject to a minimum coverage of 35% by -20@2 (third year as NPEo forbearance
measures shall be assumed during the stress test horizon.
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515. For the calculation of the CET1 deductiore da the NPL calendar, banks shall calculate for
the exposure in the scope as per paragraid# (i) the minimum coverage requirements
exposureby-exposure andseparately for secured and unsecured S3 loans; and (ii) the total
provisions and adjustments or deductions corresponding to those individual exp@sures
CET1 deduction at an aggregate level shall correspond to the shortfall between the sum of the
minimum coverage requirements by exposure and the sum of capped individual provisions and
adjustments or deductiol8. The total provisions and IRB shortfall deduction during the stress
test horizon shall be in line with the respective estimated loss rates egdlatory expected
losses.

52 gpecific credit adjustments, additional valuation adjustments, other own funds reductions, IRBa#ii{ificalculated
at portfolio level, this deduction shall be allocated to each exposure weighted by the exposure value), discount at
purchase and partial writeffs. Only specific credit risk adjustments, additional valuation adjustments and IRB
shortfall are expected to change during the projected period.

53 capped by the minimum coverage requirementat an exposure level.
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Tablel4: Sample of bank$

Country Bank name

AT Erste Group Bank AG

AT Raiffeisen Bank International AG

BE Belfius Banque SA

BE KBC Group NV

DE Bayerische Landesbank

DE Commerzbanlktiengesellschaft

DE Deutsche Bank AG

DE DZ BANK AG Dedal® ZentralGenossenschaftsbank
DE Landesbank Badewurttemberg

54 The final sample of banks excludes the following banks which according to their total assets would have beenincluded
(the reasonsare specified in brackets): Dexia (BE; the bank is in-@aveh process), Banca Monte dei Paschi di Siena
S.p.A. (IT; the bank is subject to a restructuring plan approved by the European Commission and is not near
completion), NRW Bank and Landwirtschadtie Rentenbank (both DE; these banks do not qualify anymascedit
institutions under CRD WZRR?2), DekaBank Deutsche Girozentrale and Kommuningegtoup (DE and SE,
respectively; these two banks have specific business modeis)sample of banks Bebeen updated compared to
the June version of the methodological not&a Banque Postal-Rhas been excluded from the 2020 Hlile Stress
Test exercise in light of the merger with CNP Assurances, legally effective in the first quarter dfi@aii utsche
Landesbank Girozentrale (DE) has been also excluded from the sample atereits recajptalisation project which
led to atransformation of its current business mod&he final sample castill be subject to adjustments, e.g. due to
mergers, divements or restructuringgin line with the definition of restructuring contained in the methodology).
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Country Bank name

DE Landesbak HessefThiringen Girozentrale
DE Volkswagen Bank

DK Danske Bank

DK Jyske Bank

DK Nykredit Realkredit

ES Banco Bilbao Vizcaya Argentaria S.A.

ES Bancode Sabadell S.A.

ES Banco Santander S.A.

ES BFA Tenedora De Acciones S.A.U.

ES CaixaBank, S.A.

FI Nordea Bank Abp

Fl OP Osuuskunta

FR BNP Paribas

FR Confédération Nationale du Crédit Mutuel
FR Groupe BPCE

FR Groupe Crédit Agricole

FR Societé Géneérale S.A.
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Country Bank name

HU OTP Bank Nyrt.

IE AIBGroup plc

IE Bank of Ireland Grouplc

IT BancoBPM S.p.A.

IT Intesa Sanpaolo S.p.A.

IT UniCredit S.p.a.

IT Unione di Banche Italiane Societa Per Azioni
NL ABN AMR@ankN.V.

NL BNG Bank N.V.

NL Cooperatieve Rabobank U.A.

NL ING Groep N.V.

NL Nederlandse Waterschapsbank N.V.

NO DNB Bank Group

PL Bank Polska Kasa Opieki SA

PL Powszechna Kasa Oszczednosci Bank Polski SA
PT Caixa Geral de Depdsitos, SA

SE Lanforsakringar Bank AB (publ)
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Country Bank name

SE SBAB Bank A&group

SE Skandinaviska Enskilda Bankeigroup
SE Svenska Handelsbankengroup

SE Swedbank group

UKSS Barclays Plc

UK HSBC Holdings Plc

UK Lloyds Banking Group Plc

UK The Royal Bank of ScotlaBdoup Plc

55 UK banks will be included in the sample as the 202/Eld stress test takes place during the implementation period
FT2fft26Ay3 0KS | W&®EU. 6AUKRNI 61 f FTNRY
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Tablel5: Overview of CSV templates

Section or topic

Template name

Description

Summary of templates and

N/A Instructions .
colour code applied
Input of bank name andrelevar
N/A Input countries for credit risk and
country/currency pairs for NI
Creditrisk CSV CR SUM Creditrisk Summary
Creditrisk Scenarios
Creditrisk CSV_CR_SCEN (projection for credit risk
losses)
Creditrisk CSV CR REA Creditrisk REA
Creditrisk CSV_CR _REA IRB REA IRB approach floor
Creditrisk CSV_CR_REA_STA REA STA floor
Creditrisk CSV_CR_SEC SUM Securitisations Summary
Creditrisk CSV_CR_SEC Securitisations
Marketrisk, CCRlossesand C CSV_MR SUM Marketriskt Summary

Marketrisk CCR losses and C\

CSV_MR_FULL_REVAL

Marketriskt Full revaluation
template

Marketrisk, CCR losses and C

CSV_MR_RESERVE

Marketriskt Revaluation of
reserves

Marketrisk, CCR losses and C

CSV_MR_PROJ

Marketriskt Projection of
client revenuesf items held
with a trading intentand
their related hedges

Marketriskt Counterparty

Marketrisk, CCRlossesand C CSV_MR_CCR defaults
Marketrisk, CCRlossesand C CSVMR_REA REA Marketrisk
NI CSV_NII_SUM NIt Summary
NII CSV NIl CALC NIlT Calculation
Conductrisk and other Conduct and other operational
operational risks CSV_OR_GEN risk losses
Conductrisk and other . .
operational risks CSV_OR_CON Material conductrisk losses
Norrinterestincome, expenses CSV REA SUM REAL Summary
and capital - =
Norrinterestincome, expenses CSV_NFCI_DIV Development of NFCI, dividend
and capital income
Norrinterestincome, expenses CSV_ONEOFF Adjustments for nofrecurring
and capital events (oneoffs)
Non—mteres’;mcome, EXPENSes ~o\/ MDA Calclulafuon.of potentl a_ll
and capital — distribution restriction
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Template name

7
F BANKING
] AUTHORITY
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Description

following breach of the MDA
trigger level

Nor+interestincome, expenses

CSV_CAPMEAS

Major capital measures and

and capital material losses
Norrinterestincome, expenses CSV P&l Development oP&L
and capital
Noantereschome, expenses CSV_CAP Capital
and capital
Tablel6: Overview of TRA templates
Section or topic Template name Description

Summary adverse or baseline

N/A TRA_SUM scenario (stress testresults)
Creditrisk TRA CR_STA Creditrisk (loss projection) STA
Creditrisk TRA _CR_IRB Creditrisk (loss projection) IRB
o Creditrisk Securitisations (RE
Creditrisk TRA _CR_SEC projection)
Norrinterestincome, expenses TRA_REA REA (projection)
and capital
Nori nterestu ncome, expenses TRA_P&L P&L (projection)
and capital
Non—mteres‘gncome, expenses A_CAP Capital (projection)
and capital
Nomnterespncome, EXPENSES o\ ~APMEAS Major ca!onal measures and
and capital - material losses
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516. This annex summarises the requirements given across all sections of the methodological
note for information to be provided by banks to their competent authorities as input to the
quality assurance process. It differentiatefonmation that is required for all banks and
information that are subject to the discretion of the competent authority.

Tablel?: Credit risk (excluding securitisations)information to be provided by banks

Description Requirement Reference

Banks witha new

Impact assessment of the new definition definition of default
default when compared to the previous| subjectto the Paragrapi28
implemented discretion of the

competent authority

Description of the S2 definition applied and
how the low credit risk exemption wa
implemented Banks should also comment c
how the definitions applied for the stress te For all banks Paragraptb6
differ from internally used critéa for the
SICR and in particular the low credit ri
exemption

Description of the internally applied S3 definitic
and of how this definition differs from th« For all banks Paragraptb6
definitions appliedin the stress test

Explanation of possible differences in expos

values when compared to COREP figures For all banks Paragraply7

Detailed information on funded collateral valui
linked to exposuresncluding how collatera
values have been determined and how oft
appraisals are refreshed

Subject to the discretior
of the competent Paragraplt6
authority

Banks that do not
explicitly calculate ~ Paragrapl2
curerates

Methodology applied to estimate LGDs in c:
cure rates are not explicitly calculated
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Description Requirement Reference

Banks withloans under

largescale or
nationwide
Methodology applied to estimatd.GDs for guarantee_shgmes Paragraph 04
guaranteed exposures where the indirect

exposure on the
guarantoris
significant

Methodology employed for deriving poimt-
time parameters for allportfolios (both For all banks Paragrapti12
starting values and projections)

If projections substantially deviate fror
benchmark figures and/or where deviatior
are implausible provide nore detailed
AYT2NYIFGAR2Y 2y oy
credit risk lossesncluding: portfolios to
which models apply (mapping to ass: Subjectto the discretior
classes), approval by  supervisc of the competent Paragrapiil4
assumptions made to accountfor PD and L authority
parameter estimatior(e.g. cure rates, etc.
technical information on econometi
soundness and responsiveness of
parameters to ensure that a mod
specification results ina prudent outcome

For banks thatuse a mi:

Detailed information on the use of a mix betwe between internal

internal models and benchmark parameter models and Paragrapit 17
benchmark
parameters

Methodology applied to estimate the migratic For all banks Paragrapt 20

effect on pointin-time PD and LGD

Subject to the discretior
of the competent Paragrapii60
authority

Exposure value by LTV buckets for portfol
under the standardised approach
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Tablel8: Credit risk (securitisations) qualitative information to be provided by banks

Description Requirement Reference

Outline of specific credit risk adjustméns

calculation for securitisations For all banks Paragrapii69

Information about the impact on the SRT deriv
from the application of the newegulation as
of 1 January 2020 (Regulation (E
2017/2401)

For all banks Paragraphi73

Description of the mappingf exposureso credit For all banks Paragrapi74 175179
quality stes '

Tablel9: Market risk, CCR losses and @VAualitative information to be provided by banks

Description Requirement Reference

Instruments, portfolio share and approach us
for positions fomwhich a full revaluation For all banks Paragrapl249
could not be performed

Description of major hedging strategies at

portfoliolevel For albanks Paragrapl265
Calibration and impact of additional risk factc
used for the application of the market risk For all banks Paragrapb240,243

approach

Subjectto the discretior

Explanation of the impact of the shockon of the competent Paragrapl263

correlation trading portfolios

authority
Description of assumptions used for the
projection of client revenues for CA banks For all banks Paragrapt8r
Description of removal of NIl from NTI For all banks Paragrapl219
Description othe computation of client For all banks Paragrap221

revenues

Description of the CD&posures thapart of
an hedge accountingor are used forcred For all banks Paragrapl299
mitigation purposes on CCR exposures
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Description Requirement Reference

Description and justification of actions which
have been carried out to appropriately
identify and include basisrisk for the
application of the market risk approach

For all banks Paragrapl261

Table20: NIt qualitative information to be provided by banks

Description Requirement Reference

For all banks that report
legally mandated Paragraphs386, 382
restrictions

Explanation of legally mandatedstrictions to
pass through mechanisms

Description of the methodology applied to
project NIl

For all banks Paragrapl314

Information on the accounting framewor

applied to hedging and details of the hedgi For all banks Chapter 4.3.6
relationships

Evidence on the income on negerforming
exposures reportedn 2019, which will be the o 511 panks Paragrap/365

basis for the calculation of the cap to intere
income from NPEs

Subject to the discretior
of the competent Paragraph845
authority

Description of the methodmgy employed for
splitting margin and reference rate componen

Information on the calibration of the Subject to the discretior

- : of the competent Paragrapl382
idiosyncratic component authority

Information on the standing accounting practi Subject to the discretior

applicable to the interest accrued on no ofthe competent Paragrapl366
performing exposures authority
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Table21: Conduct risk and other operational riskqualitative information to be provided by

For all banks Paragraphd14 425

Information on the internal models used fc
projecting loses and REA including the scc
of application

Subject to the discretior
of the competent ParagrapH 36
authority

Table22: Nortinterest income, expenses and capitalqualitativeinformation to be provided by

banks
Description Requirement Reference
Mapping of national accounting framework - For all banks applying p 4
IFRS NGAAP aragrapi43
Additional information on the approacl
followedinternal models used wher Forall banks Paragrapid45
projectingP&L items
P&L items affected by mergers and acquisitio For all banks Paragrapd49
Description of the model used to project NF For banks projecting
and mapping to FINREP 22.1 NFCI Paragrapi58
List and background information on neo For all banks requesting
NEOdzZNNRA y 32F@FSE @Sy Gt  oneoff adjustments Paragrapi63
References to publicly declared dividend polic For all banks Paragrapd 75
Evidence that the bank can deviate frampplying o .
. X Whenno dividend policy
the same payout ratio as reported in the is available or Paragrapi76

baseline scenario for the respectiypeofit-
makingyear

documented

Documentation underlying the distributio
reductions under Articl&41(3) of the CRD

For banks failing to mee Paragrapi78
or exceed their
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Description Requirement Reference

combined buffer
requirement

Explanation of approach followed whe

: For all banks ParagrapH 86
calculating tax expenses

Evidence of the possibility touse loss For banks using loss

carryforwards to offset taxable amour carryforward; Paragrapl 86
ithout the creation oDTA without creation or
withou : use of DTAs
Deta_lls on deferred tax arising from tempora For all banks Paragrapk87
differences
Information on the reportingof AT1 and Tz For all banks Paragrap503

coupons inP&L (following FINREP)

Explanation on thapproach followed to obtain
the gain/loss on defined benefit pensic For all banks Paragraptb11
assets and liabilitig€®© Cl impact)

Subject to the discretior
Detailed information on the NPL calendar of the competent Paragraptb13
authority
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517. This annex provides a summary of key constraints, i.e. caps and floors, and other
guantitative requirements that need to be met by banks as a minimum for the correct
application of the common methodology, and that will be assessed by competent authorities.
In addition, the tables indicate which constraints are already implemented in the common
templates. The annex solely serves as a summary of information elsewhetdein
methodological note and does not constitute additional requirements for banks.

Table23: Credit risk (excluding securitisations)key constraints and quantitative requirements

Implementation in

Description Reference
templates
No r_elease of accumulated provisions for & No Paragraph 42
given S3 exposure for any year ofthe scen
No reduction in the Stock of Provisions for
exposure existing as of 31 December 2( CSV_CR_SCEN Box9
(old S3)
No workout or cure of S3 assetsisassumed No Paragrapi33
At the exposure level, funded collateral canr
be higher thanthe respective exposure No Paragrapie6
The coverage ratio fpr S1 assets cannot_decre CSVCR SUM Paragraph 37
over the time horizon for both scenarios - -
Total IRB rls_k exposure amount cannot _decre CSV_REA_IRB Paragraph 53
over the time horizon for both scenarios
Total STAriskexposure amount cannot decre CSV_REA_STA Paragraphi 53

over the time horizon for both scenarios

Exposure value for the calculation of ri
exposure amounts is not affected by marl No Paragrapl93
value fluctuations

Prescribed formula to calculaggrovisions for

o CSV_CR_SCEN Box5
existing S1 exposures - -
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Description Reference
templates

Prescribed formula to calculaggrovidons for CSV_CR_SCEN

new S1 exposures
Box4

Prescribed formula to calculaggrovisions for CSV_CR_SCEN Box6
new S2 exposures

Presc.rlb_ed formula to calculatprovisionsfor CSV_CR_SCEN Box7
existing S2 exposures

Prescribed formula to calculaggrovisions for CSV CR SCEN Box8
new S3 exposures - -

Presqub_ed formula to calculaggrovisions for CSV CR SCEN Box9
existing S3 exposures - -

Prescribed formula to calculate the developm
of the stock of provisions of S1, S2 and CSV_CR_SCEN Box3
assets

Prescribed formula to calculate REA on defau No Box10

assets

Table24: Credit risk scuritisations)t key constraints and quantitative requirements

Implementation in

Description Reference
templates
Specific credit risk adjustmenisll be subtracted
fromthe exposure to be riskeighted CSV_CR_SEC Paragrapl168 182
Total SEARBA risk exposure amount cannc
decrease compared with the starting poi CSV_CR_SEC_SUM  Paragrapii85
over the timehorizon for both scenarios
Total SECSA risk exposure amount cannc
decrease compared with the starting poi CSV_CR_SEC_SUM  Paragraphi85

over the time horizon for bth scenarios
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Implementation in

Description Reference
templates
Total SECERBArisk exposure amount cannc
decrease compared with the starting poi CSV_CR_SEC_SUM Paragraphi85
over the time horizondr both scenarios
Total SEAAA risk exposure amount cannc
decrease compared with the starting poi CSV_CR_SEC_SUM  Paragrapii85

over the time horizn for both scenarios

Table25: Market risk, counterparty credit risk losses and @VKey constrants and quantitative
requirements

Implementation in

Reference
templates

Description

No impactunder the baseline scenario All market risk templates Paragrapi251

Computation of baseline NTI CSV_MR_PROJ Paragrapt285
TE banks haircut for itenfseld with a trading
intentand their related economic hedges CSV_MREUM Paragrapi258
Adverse scenario client revenues floored at 7
of NTI staring point and 75% of clier CSV_MR_PROJ Paragrapt288
revenues starting point
NIl to be excluded from NTI No Paragrapt219
NTI in the _adverse 2018nd 2020 equal to CSV_MR_SUM Paragrap290
cappedclient revenues
Prescribed REA increase for VaR, APR CSV_MR_REA Paragrapl306
Floor for REAincrease for CVA, IRC (floored ¢
relative increase of REAin the IRB portfolic CSV_MR_REA Paragraph807,310
the adverse scenario)
Identification of the two most vulnerabl
counterpartiesbased on the max keeen
the internal and external PD.efling of Ng Paragrapi296

stressed LGD and the use of stres:
exposure without additional collateral for th
calculation of counterparty credit losses al
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Implementation in

Description Reference
templates
the cross default to all exposures for the
two counterparties
Table26: NIt key constraints and quantitative requirements
_ Implementation in
Description P Reference

templates

Nominal net interest incomeannot increase
over the stress test time horizon under tt CSV_NII_SUM Paragrapl364
adverse scenariorelative to 201

Under the adverse scenario, assumptions car
f SFR oF &G 3ANRdzL) f SOSE
NIl compared with the 204 value before cgyv NiI_Sum Paragrapi365
considering the impact of the increase

provisionsfor nornperforming exposures ot
interestincome

Under the baseline scenario, banks are requi
to project the interestaccrued on non
performing exposures in line with the standii CSV_NII_SUM Paragrapi367
accounting practice. The interest revenue

calculated on the amortised cost (gross carry
amountless credit allowance)

Banks are required to projectincome on Rc

i A CSV_Nll and 86
performing exposures on a net basis, i.e. on csy NIl SUM Paragrapl367
value of the exposure net of provisions -

Under the baseline scenario, the marg
component of the EIR of repriced liabilities v
increase at a minimum by a proportion of tt NO Paragrapl382

increase in the sovereign bond spread of t
country of exposure
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Under the adverse scenario, the marg
component of the EIR okpriced liabilities will
increase ata minimum by a proportion of tf
higher of the increase in the sovereign spread
the country of exposure and the impact of t
idiosyncratic component shock

Implementation in
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The margin component of the EIR on repric
assets will be capped at the sum of the mar
starting value and a proportion of the change

the sovereign bond spread in the country
exposure

Changes in reference rates projected by ba
shall be consistent with the maceoonomic
scenarios for risHree yield curves

Under the static balance sheet assumptioon
performing exposures will increase at tt
expense of performingxposures along the tim
horizon of the exercise

Increase of nofperforming exposuresand
provisiongn Nllisaligned with the developmen
of non-performing exposures assets inthe cre
risk templates

templates Reference
No Paragrapl382
No Paragrapi385
No Paragrapl320
CSV_NII Paragraph834
CSV_NII_SUM,

CSV_NII_CALCand Chapter4.3.4
CSV_CR_SCEN

Reported EIRs of existing and maturing

portfolios have to fulfil the requirements o
intertemporal consistency

CSV_NII_CALC Chapterd.4.2
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Projections of losses from new nanaterial
conductriskevents are subject to a minimt
overall 3year floor, computed in the baselir
scenario as 3 times the average of t
historical conduct risk losses reported by t
bank during the201512019 period 2 NJ 'y
material events only. Under the adver
scenario the floor is 2 times the floor for t
baseline

Implementation in
templates

CSV_OR_GEN

Reference

7%
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Table27: Conduct risk and other operational riskkey constraints and quantitative

Paragraphd27,428

Projections of conduct losses connected
material conduct risk events are subject to
floor in the quality assurance process, i
banks ttrat submit projections which an
lower than the floor are required to justif
their projections to their competent authorit

CSV_OR_GEN

Paragrapt29

Projections of losses due to other operatior
risks are subject to minimum overall 3ear
floor, computed in the baseline scenario a
times the average of the other historic
operational risk losses reported by the ba
during the2015r2019 period;the average is
multiplied by 0.8 under the baseline scenal
and by 1.5 under the adverse

CSV_OR_GEN

Paragrapi 33

Total capital requirements farperational risk in
each year of the projection horizon shall not f
below the actual minimum capital requiremen
for operational risk reported by the ban
31DecemberR019

CSV_OR_GEN

Paragrapi 35

In the absence of relevant historical losses anc
projections, overall operational risk los
projections, aggregate for the 3 years of tl
exercise, will be calculated as a function of |
relevantindicator (6% of the RI and 15
respectively in the baseline and adver
scenarios)

CSV_OR_GEN

Paragrapi 34
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Implementation in

Reference
templates

Description

For operational risk categories whereapital

requirements are calculated using basic &

standard approaches, capital requirements st CSV_OR_GEN Paragrapi37
stay constant and equal to capital requiremet

reported by the bank for the starting poir

(31December2019)

Table28: Nortinterest income, expenses and capitakey constraints and quantitative
requirements

Implementation in

Description Reference
templates
Prescribed caps for dividend income, NFCI
sharg 'of. the_: _proflt of investments 'csv NFCI DIV Paragraphgd56 457,
subsidiaries, joint ventures and associa - - 454
outside the scope of consolidation
Floor/cap for other remainingadministrative
expenses, remaining other operating
expensesdepreuathn'and other provision o Paragraph460,494
or reversal of provisions, other operatr
income (excluding leasing incomeand
expenses
L|m|tat|onothe number bone-off adjustments CSV_ONEOFF Paragraphd63 469
and permitted as well as excluded cases
Prescribed threshold for recognition «
submitted oneoff adjustments CSV_ONEOFF Paragrapi65
Prescribed floor for dividend payments and li
between the baseline and adverse scenari No Paragraphe 76475
Prescribed approach for distribution restrictiol
under Articlel41(3) of the CRD CSV_MDA Paragrapi 77
Application of the commontax rate CSV_CAP Paragrapid82
Previous stocks of DTAs and DTLs is No Paragrapi82

recalculated with the common tax rate
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Implementation in

Description Reference
templates

Prescribed fI(_)or _f_or DTAs that do not rely CSV_CAP ParagrapH85
future profitability

The creation of DTAs that rely on futu
profitability and do not arise from temporar
differences is limited to the offsetting c No Paragrapi86
negative pretax profits

Prescribed floor for D'SL CSV_CAP Paragrapi 88

No impact for realised gas or losses, gains ¢
losses on derecognition of neimancial Paragraphd48 491,
assets, modification gains or losses, nega CSV_P&L 492,493,428495
goodwill, impairments on goodwill, foreig 498
exchange effects

Prescribed cap fasperating leasing income No Paragrapd94

Prescribed approach for gains and losses No Paragrap/s11

defined benefit pension schemes
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Box 35: Overview of the differences between CA banks and trading exemption banks for the full
revaluation on all assets and liabilities at partial or full fair value

The only differences between CA banks and trading exemption banks are (i) the exemptig
the full revaluation for items held with a trading intent and their related hedges;h@)setting
to 75% of baseline NTI of client revenues for trading exemption banks if the baseline
positive; and (iii) that trading exemption banks should not provide any data on client rever

Full revaluation on all assets and liabilities at paator full fair value

Category of bank Baseline Adverse

Revaluation of all assets and liabilities with a full or partial fair v:

For items heldwith a tradingintentandtheirrelated hedges, img

Comprehensive is cappedat -0.20% of the sum of the fair value of assets &
approach banks No impact liabilities (net of economic hedges)
(CA)

Losses are scaled by the ratio between the 75th percentile of
daily VaR figures for the full year 2019, and the daily VaR repc
for the reference date 3Decanber2019

Revaluation of all assets and liahilities with a full or partial fair v:

behaviour except items held with a trading intentand their relat
Trading exemption hedges

banks (TE) No impact

Impact for items held with a trading intent and theglated hedges
is-0.20% of the sum of the fair value of assets and liabilities

Projection of client revenues for items held with a trading intent

Category of bank Baseline Adverse

If baseline NTI<0 Baseline NTI
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min(baseline_NTI *

Min {Average (NTI) . If client revenue
. If baseline NTI >0 . 75%, CRev * 75%
Comprehensive 20172019, Average data available .
Projected CRev)
approach banks (NTI) 20152019,
(CA) Max (0, Average

If client revenue

NTI) 2018019
(NTD) ) data not available

Min {Average (NTI) If baseline NTI<0 Baseline NTI
20172019, Average
(NTI) 20152019,

Max (0, Average If baseline NTI>0 Baseline NTI *0.75
(NTI) 2018019)}

Trading exemption
banks (TE)
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518. This annex contairedditional instructions for banks whose stress test projections are not
subject to IFRS® assumptions as per paragraph Competent authorities aaprovide further
guidance on countrgpecific issues.

Credit risk

519. Banks which are subject to nGAAP are expected to comply with the requirements of this
methodological note as it applies to S1 and S3 exposures. All performing exposures and
associatedprovisions should be mapped to S1 equivalent fields, and altpediorming
exposures and associated provisions should be mapped to S3. Thus, no stocks and flows of S2
exposures have to be reported by nGAAP banks.

520. Provisions for equivalent stages shoulddadculated using forwartboking information to
ensure comparability and consistence among banks. Notwithstanding this, parameters in
combination to the respective formulas prescribed by the methodological note and the
templates should lead to accurateosks of provisions given this information.

521. A precise listing of the fields to be populated in the template is providdcbie29 below.
Table29: Fields in credit risk templates to be populated by banks applying nGAAPs

Fields to be populated by nGAAP banks for 2018, 2019 and 202C
Beginningof-year stocks Performing exposure (Exp) Of which: S1 (Exp S1)
Nonperformingexposure (Exp S3)
LTV S1
Funded Collateral (capped) S1
LTV¢ Non-performing exposure
Funded Collateral (capped) Non-performing exposure
Stock of provisions (Prov Stock) Of which: S1 (Prov Stock S1)
Stock of provisions (Prov Stockwdfich: norperforming assets (Pro
Stock S3)
TR13
S3 flow (S3 flow)
LGD13
Curerate stage 1 to stage 3 assets (CtBel
LR33
Performing exposure (Exp) of which: S1 (Exp S1)
Nonperforming exposure (Exp S3)

Within year 1 flows and
parameters

End-of-year stocks
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Market risk

522. The scope of market risk includes all financial instruments for which thesocevould,
based on the applicable accounting regulation, result in a value adjustment (except assets
valued by the moderate LOCO8&tegories). Amortised cost items being part of a hedge
accounting relationship are also recognised in the market risk methodology. Financial
instruments shall be mapped for reporting purposes to IFRS categories that imply a comparable
accounting treatmentis under nGAAP. The mapping procedure shall ensure that the balance
sheet impact of a financial item under nGAAP is equal to the impact implied by the IFRS
classificationt is mapped to.

523. To calculate CCR losses as described in seBt&rihe largest counterparty exposure
must be taken into account irrespective of its accounting treatt@spointed out in paragraph
294,

524. Banks shall provide in the accompanying explanatory note a detailed description of the
mapping procedure applied to translate nGAAP accounting positionsettHRS classifications
used in the market risk template.

NII

525. The definition and the respective mapping of performing and-performing exposures
should be aligned with that in place for credit risk.

526. The effective interest rate should be reported by angidg the approach outlined in
section4. This applies to performing exposures (S1 and S2 exposures) apdmoming (S3)
exposures.
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Table 33: Treatment of exposures secured by mortgages on immovable property

Exposure value

Type of collateral LTV
SME Non-SME
<70%
Residential TR XK [ ¢
ym:z X [ ¢
<40%
Commercial nm:> X [ ¢
pr: XK [¢

No longer secured by immovable
property>®

56 This field refers to the component of the exposure timho longer eligibléor the application of theCRPpreferential

treatment due to a decrease in the value of the collateral

+
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(F) the difference
(E) for AIRB banks, the between the purchase
additional value absolute value of the price and the amount
. (B) specific credit adjustmentsin (D) other own funds amounts deducted owed by the debtor
for info: LRLT 53-53 . . _ _ .
covered risk adjustments; rdance with reductions pursuant to point (d) of (where an NPE is
Articles 34 and 105 Article 36(1) which relate purchased at a price
to NPE lower than the amount
owed by the debtor)

G) amounts written
off by the
institution since the
exposure was
classified as NPE

(A) Amount to be

Exposure Value*

Exposures originated between 26 April 2019 and 1 January
2020

of which turned into default before 1Jan 2020

of which turned into default during the Stress Test Horizon
|Eﬁgible for Calendar Application 35% unsecured
Unsecured |Efigr'ble for Calendar Application 100% unsecured

EXPOS L | = Fxposures renewed during the Stress Test Horizon

of which turned into default during the Stress Test Horizon
Eligible for Calendar Application 35% unsecured

Eligible for Calendar Application 100% unsecured
* exposure value of a debt instrument shall be its accounting value measured without taking into account any specific credit risk adjustments, additional value adjustments, amounts deducted, other own funds reductions related to the exposure or partial write-offs made by the institution since
the last time the exposure was classified as non-performing. The exposure value of a debt instrument that was purchased at a price lower than the amount owed by the debtor shall include the difference between the purchase price and the amount owed by the debtor.

exposure value of a loan commitment given, a financial guarantee given or any other commitment shall be its nominal value, which shall represent the institution’s maximum exposure to credit risk without taking account of any funded or unfunded credit protection. In particular,

(a) the nominal value of financial guarantees given shall be the maximum amount the entity could have to pay if the guarantee is called on;

(k) the nominal value of loan commitments shall be the undrawn amount that the institution has committed to lend.
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