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Foreword by the Chairperson

2015 marked an important milestone for the
European Banking Authority (EBA) as we cel-
ebrated our first five years of existence, but
most importantly as we made significant pro-
gress towards a unified regulatory and super-
visory framework for banking services in the
EU Single Market. We have contributed to giv-
ing life to a rather simple but at the same time
ambitious idea put forward by Tommaso Pa-
doa-Schioppa back in the early 2000s: to have
technical rules defined at the EU level and
adopted through EU regulations, so that they
can be directly applicable to all financial insti-
tutions operating in the Single Market without
any need for national implementation or pos-
sibility for additional layers of local rules.

| am very proud that the Single Rulebook in
banking is now a reality, with 117 technical
standards and 46 guidelines delivered in key
areas, including the definition of capital and
liquidity requirements as well as recovery and
resolution, and deposit guarantee schemes.
We have also been able to identify areas where
the degree of harmonisation achieved was not
sufficient — for instance, in the framework
for covered bonds — or was not working as
intended — as in the rules for securitisation —
and we identified possible routes to establish
a true level playing field, build on best prac-
tices and support well-functioning markets.

Besides our key role on the regulatory front,
we have also invested a lot of work and effort
in monitoring risks and vulnerabilities in the
EU banking sector and pushed for enhanced
disclosure and transparency, which is crucial
for restoring confidence, stabilising market
developments and fostering market discipline
in the banking sector. We are now considered
the central data hub for EU banks: supervi-
sors, investors and the market community as
a whole can access a comprehensive dataset
of EU major banks in a consistent and compa-
rable way across the Single Market.

2015 was the year of our second ‘ad hoc’ trans-
parency exercise, which has been praised as a
model of clarity and informative and accessi-
ble data. For the first time, the exercise was
largely based on supervisory reporting data,
with very limited extra burden for the banks.
We have also closely followed the significant
progress in the balance-sheet repair of the
European banking sector. This was the very
objective of the regulatory reform package, i.e.
improving the quality and increasing the level
of capital available in the banking system.
EU banks are now stronger and better capi-
talised. Their average Common Equity Tier 1
ratio (CET1) reached 13.6 % in the last quarter
of 2015 compared to slightly more than 9 %
in 2011. And despite the persisting concerns
about banks” credit quality and the still high
level of legacy assets, we have also seen a de-
crease in the average ratio of non-performing
loans (NPLs] to total loans.

Finally, we have further sharpened our con-
tribution in the area of consumer protection,
especially by deepening our policy focus on
financial innovation. The mandates received
in the Revised Payment Services Directive
(PSD2), which also include requirements to
improve operational and security require-
ments for payment services, are allowing us to
enter a new field of work at the frontier of new
technological developments and in an area
where competition from new entrants could
significantly benefit final users.

Going forward we will be reducing the intensity
of our regulatory production and shifting our fo-
cus to understand the effects and impact of the
new regulatory framework so as to make the
reform package work in practice. In particular,
we will devote some serious thinking to a more
proportionate approach to rule-making, in which
the complexity of the rules aims at matching the
complexity of the business models of the banks
in a consistent way across the Single Market.
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With the bulk of the rules in place, we are also
aware that bank failures cannot be complete-
ly eliminated and regulation should not aim
at that. However, failures must be managed
in a way that minimises unnecessary disrup-
tion and internalises, to the largest extent
possible, the cost of the failing entity, impos-
ing losses first and foremost to its sharehold-
ers and creditors, rather than on taxpayers.
The Bank Recovery and Resolution Directive
(BRRD), which was introduced at the begin-
ning of 2015, has provided a credible set of
tools with which to intervene sufficiently early
and quickly in failing institutions, thus ensur-
ing the continuity of the institution’s critical
functions and minimising the impact on the
financial system. One of the key points of
the BRRD is indeed the determination by the
resolution authorities of the amount of liabili-
ties that should be available to absorb losses
in case of a crisis. And here more clarity is
needed for banks to start changing their bal-
ance sheet structures in order to comply with
this new loss absorption requirement. It will
be essential that all relevant parties — reso-
lution authorities, prudential and conduct
supervisors, banks and investors — have a
common understanding of the requirements
and of the quality and amount of liabilities
that in each case could be written down or
converted into equity in resolution. Hence our
call for enhanced transparency, reflecting our
belief that if investors are to bear the costs of
bank failures, they need to have access to all
relevant information.

With some remaining elements of the Basel
framework still to be finalised, | can say that
our regulatory fatigue is far from fleeting. An
important area of focus going forward will be on
improving the consistency and reliability of risk-
weighted assets calculated with banks’ internal
models. In this respect, we issued a roadmap for
the implementation of the regulatory review of
internal models. The request from the industry
to have longer timelines to implement the regu-
latory changes is reasonable and has been fac-
tored into our final roadmap.

I would like to conclude on another important
challenge that is hanging over us and which
could have an important impact on the banking
system and more in general on the integrity of
the Single Market. The negotiations for a new
settlement for the UK in the EU, and the im-
minent vote to decide whether UK citizens want
to remain in or leave the EU, raise important
questions. In particular, is the Single Rulebook
as conceived so far fit for purpose in the new in-
stitutional set up created by the Banking Union,
considering that a greater uniformity of rules
might not be suitable for non-participating
Member States? | am convinced that common
rules and convergence in supervisory practices
are essential to preserving the integrity of the
EU-28 Single Market. If a multi-layered Single
Rulebook is to be introduced to achieve this in
practice, then it has to be managed in an in-
tegrated fashion, to avoid any regulatory dif-
ference generating barriers and uneven com-
petitive conditions in the cross-border business
between ‘ins” and ‘outs’.
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Interview with the

Executive Director

1 The EBA has celebrated its first five
= years of activity. How would you evalu-
ate the progress made, both in terms of out-
puts as well as organisation?

Over the past five years, the EBA has brought
to life the Single Rulebook for the EU banking
sector. We produced over 160 standards and
guidelines, but we also looked at ensuring that
the Single Rulebook is implemented consist-
ently across the Union. We did so by developing
appropriate tools, by giving guidance to Com-
petent Authorities (CAs), as well as institutions,
through our centralised and integrated Q&A
system, which provides answers to the practi-
cal questions that supervisors and institutions
may have in relation to the correct application
of EU banking standards. Since 2014, the inter-
active Single Rulebook tool on our website has
allowed all interested parties to access a com-
prehensive compendium of EU banking regula-
tion. This tool links the technical standards we
have developed, as well as our guidelines and
related Q&As, to Level 1 text of EU legislation:
the Capital Requirements Regulation (CRR],
the Capital Requirements Directive (CRD IV)
and the BRRD. We will soon include the Deposit
Guarantee Scheme Directive [DGSD) and even-
tually the PSD2 to this tool.

The implications of these deliverables are far
reaching, as they not only put in place a system
by which EU banks are all functioning along the
same regulatory lines, for the sake and ease of
all potential investors, but EU consumers too
can now be confident that they are protected
by the same rights across the bloc. These are
clearly the preconditions for ensuring that in-
vestors, institutions and consumers alike have
confidence in the EU banking sector.

The resulting new single set of harmonised
regulatory principles is valid across the Un-
ion and applicable to all banking institutions
across the Union in the same manner. But we

still allow for a margin of manoeuvre, wher-
ever possible, so that national authorities
can deal efficiently with their own national
specificities.

Just to mention a few examples of our propor-
tionate approach to regulation: our report on
the impact assessment and calibration of the
Net Stable Funding Ratio (NSFR) recommend-
ed the introduction of this ratio in the EU to
ensure stable funding structures. It was based
on a solid analysis which did not find evidence
that would point to any potential negative im-
pacts of the NSFR in the EU, but prompted our
recommendation to take into account certain
EU specificities which may justify a different
calibration of factors for specific transactions.

Also, in our report on qualifying securitisa-
tion we acknowledged that a one-size-fits-all
regulatory approach to securitisation was no
longer the best option and we recommended
introducing a distinction between qualifying
securitisations and other securitisations. On
this we strived to come up with an approach
that would mitigate those risks that are not
related to the underlying exposures.

These reports show our commitment to ad-
dressing the issue of proportionality. In the
NSFR report for instance we explained our
intention to explore in more detail the costs
of implementing the requirements for smaller
banks, and in general to ensure an effective
application of the principle of proportionality
across the EU.

2015 also saw a leap forward in our work on
the protection of EU consumers: we focused
on the retail conduct of financial institutions
to ensure it prevents consumer detriment and
does not undermine market confidence and fi-
nancial stability. We looked at all the stages of
the interaction between consumers and finan-
cialinstitutions: from when a consumer defines
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his product of choice (the pre-sale phase) to
how this is sold (at the point of sale), as well as
how this is followed-up afterwards (post-sale).

We developed several sets of regulatory re-
quirements covering the products that are
within our scope of action: from mortgages and
personal loans to accounts and payment ser-
vices; and we worked closely with the European
Insurance and Occupational Pensions Authority
(EIOPA] and the European Securities and Mar-
kets Authority (ESMA] for those issues that cut
across financial sectors, and are relevant for
the insurance and investment sectors too.

In our Guidelines on remuneration policies
for sales staff, we strived not only to produce
regulations that would prevent the mis-selling
of financial products to consumers, but also
to lay the foundations driving the EU banking
industry towards conceiving banking products
with the consumer’s interest in mind. As such,
| believe that our work will not only ensure fair
treatment for EU consumers, but also provide
the conditions for banking institutions to avoid
the costs and impact that derive from mis-
selling financial products.

In 2015, extensive work was also brought for-
ward on the security of virtual and internet
payments. From stronger consumer authen-
tication to treatment of sensitive information
and code of conducts, we strived to lay the
foundations for a harmonised and safe frame-
work, and to provide payment institutions with
clarity on what EU regulation requires.

| also want to highlight how in all our tasks
and working processes throughout 2015, we
have endeavoured to maintain high standards
not only in terms of transparency, but also in
terms of reaching out to all our stakeholders,
ensuring that they are informed of our work
and are in a position to provide us with their

input and remarks. Last year, 44 public con-
sultations were conducted on our regulatory
products (technical standards, guidelines, etc.],
in addition to the regular advice we receive from
our Banking Stakeholders Group (BSG).

All other stakeholders, beyond our BSG, were
also invited to submit their feedback through
the public consultations that we organise on
our deliverables and to participate in the pub-
lic hearings that we organise at our premises
in London. These are opportunities for them to
better understand our work and to ask our ex-
perts all the technical explanations that may
be needed regarding our deliverables.

Finally, it must also be borne in mind that we
conduct costs and benefits analysis on all our
regulatory proposals, as a way of ensuring
that the impact of EU regulation is clear and
known in the context of our regulatory work.

2 The EBA has now entered its second
= five-year mandate. What are the main
challenges that you see ahead of you?

For the coming years, | see our workload shift-
ing from regulatory production to understand-
ing the impact of it. While the intensity of the
regulatory production is declining — with the
bulk of the Single Rulebook in banking in place
— the EBA will focus its attention on ensuring
that the reform package works in practice.

We are mindful of the industry’s request to
have longer implementation timelines. But
starting with the calibration of the leverage
ratio and the consistency and reliability of
risk-weighted assets calculated, we intend to
better understand the effects that the reforms
are having on bank structures, ensuring that
the new regulatory framework has not be-
come too complex, especially for those banks
with very simple business models. We see this
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as part of our duty as regulators to assess
simpler ways to achieve the same prudential
outcomes, whenever possible.

On the side of risk assessment, we have cre-
ated a new and sound data infrastructure
which underlies the regular EU framework
for prudential reporting. This, matched with
ad-hoc data collection efforts, enhanced the
EBA's analytical capabilities, resulting in reg-
ular updates on risks and vulnerabilities in
the EU banking sector. Our analysis today not
only captures the trends that affect the bank-
ing and financial sectors, but also provides an
unprecedented level of transparency into the
health of EU banks.

During 2015, we have also focused on the
appropriate application of the principle of
proportionality and have engaged in a wide-
ranging dialogue with concerned stakeholders
which culminated in a very useful workshop
on this subject. The most telling example of
our work in this direction was the application
of the proportionality principle in the area of
remuneration; following its assessment last
year, we concluded that its application raises
delicate legal issues and in our view will re-
quire changes to the Level 1 text.

Nonetheless, shifting priorities and emerg-
ing needs will not mean that the regulatory
work is over, the drafting of technical stand-
ards remains one of our core tasks and quite
a resource-intensive one. The number of staff
at the EBA has not increased proportionally
to the increase in workload of the past years.
While the EBA has faced the daunting task of
proposing wide-ranging regulatory standards
in response to the financial crisis, | should
also point out that our staff have worked hard
towards achieving these goals, despite facing
various challenges from tight deadlines to re-
source constraints.

3 How is the Banking Union progressing
= andwhatrole doyou see initforthe EBA?
The EBA has played an important role since
the establishment of the Single Supervisory
Mechanism (SSM), namely in providing the
tools allowing for truly uniform banking su-
pervision across the EU Single Market. From
bringing common definitions of NPLs to map-
ping options and discretions at national level,
one of our key tasks remains the promotion
of the convergence of supervisory practices
in the EU. This ensures that regulatory and
supervisory rules are implemented equally
across all Member States, as this is the ba-
sis to achieve consistent outcomes and a truly
level playing field, which are the basis of the
Single Market.

We are also driving forward our supervisory
convergence agenda, which is essential to
ensuring the integrity of the Single Market in
the new institutional set up created with the
Banking Union. We have stepped up our par-
ticipation in and providing feedback to super-
visory colleges, where an increasing number
of joint decision processes and coordinated
actions are taking place. Our focus has also
moved to practical convergence tools, such as
the supervisory handbook and training pro-
grammes for CAs’ staff. We provided assis-
tance to enhancing supervisory cooperation in
times of crisis, facilitating coordination to deal
with spill-over effects across borders.

In practice, this has seen us busy in improving
the adequacy, relevancy and comparability of
how supervisory data is disclosed and report-
ed by EU banks. In addition, we have worked
to define principles for disclosures in times
of stress and to identify best disclosure prac-
tices. Our efforts in this direction have focused
for instance on the disclosures requirements
foreseen by the Basel Pillar 3 requirements,
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which aim to develop a set of disclosure re-
quirements that allow market participants to
evaluate the capital adequacy of institutions.

Other exercises such as the EU-wide trans-
parency exercise are indicative examples of
our efforts: this exercise identified the short-
comings of EU banks in non-performing ex-
posures (NPEs), which were for the first time
published following the EBA's harmonised
definition.

Disclosing these figures in user-friendly and
comparable formats allows for greater un-
derstanding of the capital positions and expo-
sures of EU banks as a whole. Throughout the
coming year, we will continue to develop these
transparency activities, which are fundamen-
tal to monitoring the evolution of risks, as well
as to build confidence in the EU banking sec-
tor. This is an important deliverable against
the requirement in our mandate to contribute
to the integrity, transparency, efficiency and
orderly functioning of financial markets.

4 Could you identify an area where sig-
= nificant new mandates are emerging
for the EBA?

A key activity for the EBA in 2016 will be the
development of the RTS and guidelines under
the PSD2 and the Interchange Fee Regulation
(IFR). In line with the objective of contributing
to the stability of the financial system, for the
benefit of the Union’s economy, its citizens and
businesses, the PSD2 attributes various tasks
to the EBA.

Establishing a consistent and efficient regu-
latory framework to ensure the safety of pay-
ments is essential to stimulating economic
growth, consumption and trade by allowing
all market participants, consumers and re-
tailers alike to enjoy with confidence the full
benefits of the EU Single Market. In particular,
our technical standards on strong customer
authentication and secure communication are
key in achieving the objective of enhancing
consumer protection, promoting innovation
and improving the security of payment ser-
vices across the EU.

| strongly believe that ensuring the fair treat-
ment of consumers brings in turn consumer
confidence, a major driver of efficiency in any
business sector, including banking.
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Key publications and decisions

Figure 1: Comprehensive list of EBA publications and decisions in 2015
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. . o . _ [ opinion
ITS EBA publishes a revised version of its final draft of technical standards on prudent valuation B Public Hearing
EBA adds BRRD to its online Interactive Single Rulebook and Q&A tools EEd  Recommendation
[Ed  Report
Regulatory Technical
Standards
0P| EBA advises on the definition of eligible capital
[RALTE]  EBA advises the European Commission on Credit Valuation Adjustment (CVA) risk
0P| EBA recommends the convergence of lending-based crowdfunding regulation across the EU
CP] EBA consults on prudential requirements for central securities depositories
[iF]  EBA delivers the benchmarking package
0P
EBA publishes new DPM and XBRL taxonomy for the remittance of supervisory reporting as of 30 June 2015
EBA updates on future EU-wide stress tests
REP EBA publishes the results of the Basel Il monitoring exercise as of 30 June 2014
EBA consults on its Guidelines on sound remuneration policies
0P EBA puts forward preliminary proposals to improve the Internal Ratings Based (IRB) regulatory framework
0P| EBA finds the Swedish waiver on covered bonds justified
EBA consults on records of financial contracts
EBA. EIOPA and ESMA consult on draft technical standards on the credit quality steps for ECAIls credit assessments
0P| EBA advises on resolution procedures for EU banks
CP] EBA consults on business reorganisation plans under the BRRD
EBA updates its risk dashboard for the EU banking sector
ITS EBA issues amended technical standards on supervisory reporting for institutions
EBA publishes Guidelines on standardised fee terminology for EU payment accounts in the EU
EBA consults on exposures to shadow banking
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REC EBA issues recommendation on the equivalence of non-EU authorities for participation in supervisory colleges
EBA publishes a revised version of its 2015 Work Programme

[REP EBA publishes the first annual Report addressed to the EU Parliament and the Council on the convergence of supervisory
review practices in the EU banking sector

REP| EBA reviews the work of EU colleges of Supervisors for cross-border banking groups

EBA consults on a revised data template for the identification of Global Systemically Important Institutions (G-SIIS)

REP| EBA updates its monitoring of Additional Tier T (AT1) capital instruments

[REP ESAs” report shows that the main risks to EU financial market stability have intensified

EBA issues final guidelines on recovery indicators

EBA consults on draft technical standards on the mapping of ECAIs credit assessments for securitisation positions

EBA publishes final Guidelines on triggers for the use of early intervention measures
EBA publishes updated DPM and XBRL taxonomy for remittance of supervisory reporting of funding plans and supervisory
benchmarking

CP] EBA consults on technical standards on specialised lending exposures

REP| Joint Committee of ESAs publishes its recommendations on securitisation

CP] EBA consults on the valuation of derivatives in resolutions
EBA updates list of closely correlated currencies

EBA issues guidelines on the implementation of resolution tools

EBA outlines its upcoming initiatives for the requlation of retail payments and its final Guidelines for the security of internet
payments

EBA updates guidelines on interest rate risk arising from non-trading activities

EBA publishes guidelines on triggers for resolution

EBA publishes guidelines on contributions and payment commitments to deposit guarantee schemes

[REP EBA publishes the final version of its updated report on the monitoring of AT1 capital instruments

[IE  EBAissues final guidelines and opinions on mortgage creditworthiness assessments and arrears and foreclosure
EBA assesses the regulatory equivalence of third countries
EBA publishes an interactive ITS on reporting
EBA updates its Risk Dashboard for EU banking sector

The EBA consults on passport notifications for mortgage credit intermediaries
Highlights from the Joint ESAs Consumer Protection Day 2015

RTS EBA publishes the final draft standards on assessment methodologies to use Advanced Measurement Approaches (AMA) for
operational risk

CP| ESAs consult on margin requirements for non-centrally cleared derivatives

0P| EBA issues technical advice to the Commission on contributions to the Single Resolution Fund

0P| EBA supports the removal of the Danish Krone from the ITS on currencies with constraints on the availability of liquid assets
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REP EBA publishes its 2014 Annual Report

EBA issues amended technical standards on leverage ratio disclosure and reporting

[REP| EBA updates on consumer trends in 2015

0P Joint Committee Launches a discussion on Packaged Retail and Insurance-based Investment Products (PRIIPS) Key
Information Documents

EBA issues amended technical standards on the reporting of liquidity coverage ratio

PH| EBA advises on the criteria and capital treatment for securitisation

EBA. EIOPA and ESMA consult on the prudential assessment of acquisitions and increases of qualifying holdings

0P| EBA supports the proposed amendments to the RTS specifying the derogations for currencies with constraints on the
availability of liquid assets

REP EBA publishes its seventh semi-annual report on risks and vulnerabilities in the EU banking sector

EBA issues final standards on processes for notifying that a banking institution is failing

EBA defines the functioning of EU banking resolution colleges

RTS EBA publishes the final technical standards to ensure effective resolution under the BRRD
EBA Chairman dismisses rumours over haircuts to Greek deposits

EBA publishes technical standards on independent valuers

EBA consults on conditions for capital requirements for mortgage exposures

[TALEE  EBAissues advice on securitisation

EBA publishes technical standards and guidelines on simplified obligations

EBA streamlines intra-group financial support for banking institutions
Call for expression of interest regarding the replacement of two members of the EBA Banking Stakeholder Group (BSG) in the
category of consumers
EBA updates on the upcoming transparency exercise and on the key features of the 2016 EU-wide stress test

EBA publishes final product oversight and governance requirements for manufactures and distributors of retail banking products

REP EBA publishes a report on macroprudential policy measures

REP EBA identifies divergent supervisory practices in the implementation of its Guidelines on the assessment of the suitability of
members of the management body and key function holders

REP EBA publishes RWA assessment as the next step in improving the consistency of internal model outcomes
EBA publishes key information on the systemic importance of the 37 largest banks in the EU

CP) EBA consults on draft Guidelines on cooperation agreements between deposit guarantee schemes

EBA calls for evidence on SME lending and the SME supporting factor

EBA consults on technical standards on the exemption of non-financial counterparties from CVA risk charge

EBA issues final Guidelines on passport natifications for mortgage credit intermediaries
Board of Appeal of the ESAs dismisses an appeal by a Romanian insurer against the EIOPA decision

0P| EBA publishes technical advice on protected arrangements in a resolution situation

EBA to conduct further analysis on Net Stable Funding Requirements (NSFR) and Leverage Ratios

.— EE.&"’
= o

= =
= m
w [(x]

Consultation Paper
Discussion Paper
Guidelines
Implementing
Technical Standards
Opinion

Public Hearing
Recommendation
Report

Regulatory Technical
Standards
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REP| EBA updates on remuneration practices and high earners data for 2013 across the EU

EBA Board of Supervisors decides on the extension of terms of office for the EBA Chairperson and Executive Director

REP| ESAs see continued risks in EU financial markets and call for rigorous action on assets and liabilities
[PH| EBA to hold a public hearing on an upcoming report on the calibration of a stable funding requirement
EBA publishes new DPM and XBRL taxonomy for the remittance of supervisory reporting
EBA includes the Bank of Albania in EU supervisary colleges
REP| EBA publishes the results of the Basel Il monitoring exercise as of 31 December 2014
EBA consults on the harmonised definition of default
0P| EBA recommends to the EU Commission the retention of a maturity ladder in the TS on additional liquidity monitoring metrics
REP| EBA looks at asset encumbrance in EU banks
ESAs set out a joint work plan for 2016
0P| EBA seeks legislative clarifications on mortgage lending values

EBA launches a call for expressions of interest for new members of its stakeholders group

CP] EBA consults on its benchmark rate under the Mortgage Credit Directive (MCD)

EBA publishes a wark programme for 2016

EBA updates the list of Common Equity Tier 1 (CET1) capital instruments

CP] EBA, EIOPA and ESMA consult on anti-money laundering and countering the financing of terrorism

EBA consults on communication between competent authorities supervising credit institutions and statutory auditors

EBA signs a Memorandum of Cooperation (MoC) with South Eastern European (SEE) supervisors

EBA publishes final templates and instructions for the Quantitative Impact Study (QIS) on the definition of default

EBA consults on Guidelines on how confidential information collected under the BRRD should be disclosed

EBA publishes its Risk Dashboard which finds further increase in EU banks" capital ratios in 2015

EBA announces the details of the 2016 EU-wide stress test

CP] EBA consults on stress tests for deposit guarantee schemes
EBA consults on information exchanges between authorities regarding qualifying holdings
ESAs consult on PRIIPs key information for EU retail investors
ESAs define the risk weights for credit ratings in the EU
REP| EBA publishes a benchmarking report on the use of higher ratios for variable remuneration
REP| EBA updates on remuneration practices and the use of allowances across the EU
CP] EBA consults on draft Guidelines on the treatment of CVA risk under SREP
EBA consults on criteria for a preferential treatment in cross-border intragroup financial support under the LCR
EBA announces the 5th year Anniversary Conference
EU banks better capitalised in 2015, but NPLs remain of concern
REP| EBA provides assessment of banks' Pillar 3 reports for 2015

22
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Consultation Paper
[ Discussion Paper
ESAs update the list of identified Financial Conglomerates B Guidelines

Implementing

REP EBA reports on the publication of administrative penalties on an anonymous basis Technical Standards
[ Opinion

DP ESAs seek stakeholder input on automation in financial advice [PH] PEblic Hearing

EBA launches a consultation on FINREP using IFRS 9 Recommendation
[ Report

REP EBA benchmarks approaches on scenarios in recovery plans Regulatory Technical

. : o Standards

EBA consults on the separation of payment card schemes and processing entities under the IFR

0P EBA seeks input on strong customer authentication and secure communication under PSDZ

EBA consults on cooperation and the exchange of information for passporting under PSD2

CP) EBA consults on draft Guidelines on ICAAP and ILAAP information collected for SREP purposes

REP EBA issues recommendations for sound prudential regimes for investment firms

EBA consults on assessment methodology on the use of internal models for market risk

LTI  FBA identifies areas of improvement in the cooperation between EU and third countries

EBA issues final Guidelines on institutions exposures to shadow banking entities and recommends an approach to limiting risks

EBA defines harmonised prudential requirements for central securities depositorie

EP confirms the extension of Andrea Enria as Chairperson of the EBA

REP EBA recommends introducing the NSFR in the EU

EBA issues a methodology for the valuation of liabilities arising from derivatives

EBA delivers guidance for business reorganisation plans under the BRRD

RTS EBA defines the minimum set of information on financial contracts for detailed records

REP EBA issues advice on synthetic securitisation for Small and medium-sized enterprises (SMEs)

0P| EBA calls for more certainty and consistency in the application of restrictions to profits pay-outs to restore capital adequacy

CP] EBA consults on draft Guidelines on stress testing

[E  EBA publishes final Guidelines on sound remuneration policies and its Opinion on the application of proportionality

REP EBA updates on risks and vulnerabilities in the EU banking sector

EBA consults on draft quidelines on remuneration requirements for sales staff

Figure 2:  Overview of regulatory products delivered against the EBA Work Programme
Guidelines B Deliered

Implementing Technical Standards
Regulatory Technical Standarcs
Opinion/Advice

Published Reports

Recommendation

Peer review

Transparency exercise

Consultation Papers

Discussion Papers

Training organised for Competent Authorities*

Delayed from 2015 to 2016
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Figure 3: EU banking regulation in global perspective

Al financial regulation across the globe that
GZO FINAN ClAL REGU LATO RY RE F0 RM has been drafted as a response to the 2008
financial crisis and the work of the G20.
Financial Stability Board (FSB) to coordinate and International Organization of Securities Commissions (105C0)

develop a comprehensive framework for global

regulation and oversight
International Association of Insurance Supervisors (IAIS)

Elaborating international financial : : :
sictor supenvisory and regulatory Financial Accounting Standards Board (FASB)

policies and standards, and coordinating

across various standard setting bodies
BASEL COMMITTEE ON BANKING SUPERVISION (BCBS)

The FSB Key Attributes of Effective
Resolution Regimes for Financial
Institutions lay out the core elements

that a resolution framework should A comprehensive set of reform
have in order to allow authorities to . . measures to strengthen the
resolve financial institutions across FSB Resolution Basel Il Prudential regulation, supervision and risk
the EU in an orderly manner. Framework Standards management of the banking sector

LEVEL | Minimum requirements on: Capital;
EU Single LEGISLATION e Liquidity; Leverage; Counterparty Credit
DIRECTLY APPLICABLE risk (Credit Valuation Adjustment ~CVA);
il JILBCUCHOUIEURIEMBEREIATES Large exposures; Disclosure requirements

for banking Proposed by the

European Access 10 faki it of business:
Commission and coess to taking up pursuit of business:
Exercise of freedom of establishment;

th
EEE{;BZZE} by the Prudential supervision; Capital buffers;

Parliament and DIRECTIVES Corporate governance; Sanctions

Council
BRRD Comprehensive and effective arangements

to deal with failing banks at national level,
NATIONAL TRANSPOSITION as well as cooperation arrangements to
REQUIRED tackle cross-border banking failures

LEVEL Il EBA Binding EBA drafts technical
Technical Standards standards which are
sl E:’RPEL(I:gkYBLE endorsed by the European

THROUGHOUT EU Commission and published
HERBERSIAIES EC Delegated Acts in the Official Journal

EBA COMPLY OR EXPLAIN EBA Guidelines
REGULATORY PRODUCTS

Enhance regulatory harmonisation and EBA Recommendations
support consistent practices across the £U
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Achievements in 2015

Completing the Single Rulebook and enhancing
consistency in prudential regulation

In 2015, the EBA worked to complete the bulk
of the G20 package, thus strengthening the
Single Rulebook applicable to the EU bank-
ing sector. In achieving this aim, the EBA was
actively engaged at the international level to
make a significant contribution to the work of
the Basel Committee on Banking Supervision
(BSBS), for instance, on the Internal Ratings-

Based Approach (IRBJ). The aim of this work
was to ensure appropriate consistency be-
tween international and EU standards and de-
livered binding technical standards, reports,
guidelines and opinions under the CRD/CRR
in relation to a range of topics. The EBA also
enhanced its monitoring of different aspects
of the Single Rulebook.

Figure 4:  Summary of key regulatory products in 2015

Topic Key regulatory products completed in 2015

Remuneration Guidelines on sound remuneration policies (')

Opinion on the application of the proportionality principle in relation to remuneration practices (7

Reports on the benchmarking of approved higher ratios ') and the use of allowances (4

Net stable funding requirement Report on NSFR (%

Securitisations and covered bonds  Report and Opinion on qualifying securitisation (}

Report on synthetic securitisation (')

IRB approach Discussion Paper on the future of the IRB approach (?]

Consultation Paper on the Guidelines on the definition of default ()

RTS and ITS on benchmarking portfolios (")

Reports on Counterpart Credit Risk (CCR) benchmarking (') and Low Default Portfolio (LDP) (")

Exposures: Guidelines to set appropriate aggregate limits and tighter individual limits on institutions” exposures
shadow banking entities to shadow banking entities (]

Report on institutions exposures to shadow banking entities (')

Operational risk RTS on the Advanced Measurement Approaches (AMA) assessment of operational risk (]

Own funds Report on the monitoring of Additional Tier 1 (ATT) capital instruments issued by EU institutions ('

Summary of the forms of capital instruments used by EU institutions ()

CRR options and national Clear and transparent information on the exercise of supervisory options and national discretions (")

discretions
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[1

EBA Guidelines on sound remuneration policies, https://www.eba.europa.eu/documents/10180/1314839/EBA-
GL-2015-22+Guidelines+on+Sound+Remuneration+Policies.pdf

[Z

EBA Opinion on Proportionality, https://www.eba.europa.eu/documents/10180/983359/EBA-0p-2015-25+0pinio
n+on+the+Application+of+Proportionality.pdf

[3

EBA benchmarking report on the use of higher ratios for variable remuneration, https://www.eba.europa.eu/
documents/10180/950548/Benchmarking+Report+on+Approved+Higher+Ratios+for+Remuneration.pdf

() EBA Report on the use of Allowances, https://www.eba.europa.eu/documents/10180/950548/
Report+on+the+Use+of+Allowances.pdf

[5
[6
[7

EBA Report on NSFR, https://www.eba.europa.eu/documents/10180/983359/EBA-0p-2015-22+NSFR+Report.pdf

Report and Opinion on qualifying securitisation, https://www.eba.europa.eu/-/eba-issues-advice-on-securitisation

EBA report on Synthetic Securitisation, https://www.eba.europa.eu/documents/10180/983359/EBA-0p-2015-
26+EBA+report+on+synthetic+securitisation.pdf

[8

EBA Discussion Paper on the future of the IRB approach, https://www.eba.europa.eu/requlation-and-policy/
credit-risk/discussion-paper-on-the-future-of-the-irb-approach

[9

EBA Consultation Paper on harmonised definition of default, https://www.eba.europa.eu/-/eba-consults-on-
harmonised-definition-of-default

(") EBA Regulatory and Implementing Technical Standards on benchmarking portfolios, https://www.eba.europa.
eu/regulation-and-policy/other-topics/regulatory-and-implementing-technical-standards-on-benchmarking-
portfolios

(") EBA Report on CCR benchmarking 2014, https://www.eba.europa.eu/-/eba-publishes-rwa-assessment-as-
the-next-step-in-improving-consistency-of-internal-model-outcomes

("?) EBA Report on the 2014 Low Default portfolio (LDP) exercise, https://www.eba.europa.eu/-/eba-publishes-rwa-
assessment-as-the-next-step-in-improving-consistency-of-internal-model-outcomes

("°) EBA Guidelines on limits on exposures to shadow banking, https://www.eba.europa.eu/requlation-and-policy/
large-exposures/guidelines-on-limits-on-exposures-to-shadow-banking

("“) EBA Report on institutions’ exposures to shadow banking entities, https://www.eba.europa.eu/regulation-and-
policy/large-exposures/guidelines-on-limits-on-exposures-to-shadow-banking

("*) EBARTS on the AMA assessment of operational risk, https://www.eba.europa.eu/regulation-and-policy/
operational-risk/regulatory-technical-standards-on-assessment-methodologies-for-the-use-of-amas-for-
operational-risk

(") EBA Report on the monitoring of AT1 capital instruments issued by EU institutions https://www.eba.europa.eu/
documents/10180/950548/EBA+Report+on+the+Additional+Tier+1+instruments+-+May+2015.pdf

("7) Updated list of CET1 capital instruments, https://www.eba.europa.eu/-/eba-updates-list-of-common-equity-
tier-1-cet1-capital-instrumen-1

("8) Options and national discretions, https://www.eba.europa.eu/supervisory-convergence/supervisory-disclosure/
options-and-national-discretions
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Contributing to a sounder remuneration
framework

The remuneration framework for EU insti-
tutions has been strengthened through the
legislative changes introduced by the CRD
IV which came into force on 1 January 2014.
These changes promote a sound balance be-
tween performance-based variable remuner-
ation that is paid out over time and is subject
to the potential application of malus and claw-
back to ensure its alignment with banks’ risk
exposures, and a sufficient level of fixed re-
muneration that caters for the independence
of staff in applying sound judgment. These
elements and the part of pay-out of variable
remuneration in non-cash instruments are
crucial for ensuring appropriate alignment
with the bank’s performance in the long term.

To ensure that remuneration frameworks
within the EU do not impede the level playing
field and, as mandated by the CRD, in 2015
the EBA developed Guidelines on sound re-
muneration policies (') which will enter into
force on 1 January 2017. In parallel, the EBA
issued an Opinion on the application of the
proportionality principle (%) calling for a leg-
islative change that allows for waivers of some
remuneration provisions in situations where
their application would be too burdensome
compared to their prudential benefit.

The Guidelines also supplement the EBA's
RTS on identified staff (*') and set out the iden-
tification process for staff that has a mate-
rial impact on an institution’s risk profile. The
remuneration of these staff members must
comply with specific requirements that ensure
the alignment between risk and performance-
related variable remuneration. The Guidelines
also specify the criteria for the mapping of all
remuneration components into either fixed or

(") EBA Guidelines on sound remuneration policies,
https://www.eba.europa.eu/regulation-and-policy/
remuneration/guidelines-on-sound-remuneration-
policies

() EBA Opinion on the application of propor-
tionality, https://www.eba.europa.eu/docu-
ments/10180/983359/EBA-Op-2015-25+0pinion+on
+the+Application+of+Proportionality.pdf/588134c4-
c438-4315-9b61-4fb5bseb7b15.

(?') EBA RTS on the criteria to identify categories of
staff whose professional activities have a material
impact on an institution’s risk profile under Article
94(2) of Directive 2013/36/EU, https://www.eba.
europa.eu/documents/10180/526386/EBA-RTS-
2013-11+(0On+identified+staff].pdf

2015

variable pay that are the basis for calculating
the ratio between the variable and the fixed
components of remuneration.

The Opinion on the application of the pro-
portionality principle provides an analysis of
the costs and regulatory burden that would
be triggered by an implementation of a defer-
ral scheme and the payout of remuneration
in non-cash instruments even by small and
non-complex institutions. The EBA highlights
the specific limitations that exist in particular
for cooperative and savings banks with re-
gard to the use of shares or share-linked in-
struments as part of the remuneration pack-
ages. The EBA also observes that for smaller
amounts of variable remuneration the costs
for applying these specific requirements ap-
pear not to be appropriately balanced by the
prudential benefit.

The Opinion was accompanied by a report that
points out the material differences between
Member States in implementing and applying
remuneration provisions. The EBA found that
21 Member States have implemented waivers
that differ significantly in terms of their scope
and applicable thresholds, leading to an un-
even playing field in terms of competition for
the most talented staff. The EBA notes that it
is important that a clear legal basis to allow
for waivers is created in an explicit way. This
is the only way through which a sufficient level
of harmonisation in the application of waivers
can be ensured.

The Opinion and other information on remu-
neration trends and practices, submitted to
the European Commission and the European
Parliament and Council, should inform the
review of the remuneration provisions under
Article 161(2) of the CRD which is due by 30
June 2016.

ANNUAL REPORT

27


https://www.eba.europa.eu/regulation-and-policy/remuneration/guidelines-on-sound-remuneration-policies
https://www.eba.europa.eu/regulation-and-policy/remuneration/guidelines-on-sound-remuneration-policies
https://www.eba.europa.eu/regulation-and-policy/remuneration/guidelines-on-sound-remuneration-policies
https://www.eba.europa.eu/documents/10180/983359/EBA-Op-2015-25+Opinion+on+the+Application+of+Proportionality.pdf/588134c4-c438-4315-9b61-4fb5b4e67b15
https://www.eba.europa.eu/documents/10180/983359/EBA-Op-2015-25+Opinion+on+the+Application+of+Proportionality.pdf/588134c4-c438-4315-9b61-4fb5b4e67b15
https://www.eba.europa.eu/documents/10180/983359/EBA-Op-2015-25+Opinion+on+the+Application+of+Proportionality.pdf/588134c4-c438-4315-9b61-4fb5b4e67b15
https://www.eba.europa.eu/documents/10180/983359/EBA-Op-2015-25+Opinion+on+the+Application+of+Proportionality.pdf/588134c4-c438-4315-9b61-4fb5b4e67b15
https://www.eba.europa.eu/documents/10180/526386/EBA-RTS-2013-11+(On+identified+staff).pdf
https://www.eba.europa.eu/documents/10180/526386/EBA-RTS-2013-11+(On+identified+staff).pdf
https://www.eba.europa.eu/documents/10180/526386/EBA-RTS-2013-11+(On+identified+staff).pdf

EUROPEAN BANKING AUTHORITY

Promoting a common approach to the of funding. For this, the Commission needs
calculation of the net stable funding to take into account the EBA Report on NSFR
requirement and the treatment of under Article 510 of the CRR () which was is-
liquidity risk sued by the EBA in December 2015.

In October 2014, BCBS published a standard 11 EBA NSFR Report contains a proposal
on the NSFR (%2). This ratio is aimed at ensur-  ©f calibration of the NSFR (where the Basel

NSFR is the benchmark without prejudice to
relevant European specificities) and an as-
sessment of its impact on the risk profile of EU
institutions by business model (looking par-
ticularly into how non-compliant banks can be
expected to restructure their balance sheets
to meet the requirement], financial markets
(with particular attention to the impact on
investment in financial assets, different fund-
ing markets, secured funding, market mak-
ing, investment banking activities and the risk
capacity of a financial system], the economy
and bank lending (particularly lending to small

The CRR envisages that the Commission shall qnd medium-sized enterpri_ses [S_MES]v trade
assess the appropriateness of implementing finance and pass-through financing models).

the NSFR in the EU and, if appropriate, by end The Commission specifically requested the in-
clusion of a proportionality analysis on the as-

sessment of the implementation of the NSFR
in the EU.

ing that banks maintain a stable funding profile
in relation to the composition of their assets
and off-balance-sheet activities in the context
of a one-year time horizon. The standard is ex-
pected to be implemented in 2018. The ratio
responds to the inappropriate bank funding
structures observed during the crisis, which
were shown to be highly sensitive to contrac-
tions in the short-term funding markets and
led to bank failures, costly interventions, and
contributed to a decline in bank lending to the
real economy.

2016 submit to the European Parliament and
the Council a legislative proposal on how to
ensure that institutions have a stable source

(%) EBA Report on NSFR under Article 510

(%) Basel Ill: the net stable funding ratio, Basel Com- of the CRR, https://www.eba.europa.eu/
mittee on Banking Supervision, https://www.bis. documents/10180/983359/EBA-Op-2015-
org/bcbs/publ/d295.pdf 22+NSFR+Report.pdf
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The EBA NSFR Report shows that most EU
credit institutions were already complying
with the NSFR. In particular, 70 % of the
banks in the sample (%) were compliant and
only 14 % had NSFRs below 90 %. The short-
fall of non-compliant banks in this sample in
December 2014 amounted to EUR 595 billion.
This significant shortfall was mainly concen-
trated in a small fraction of banks, where, in
some cases, significant and difficult adjust-
ments could be expected.

The EBA did not find strong statistical evi-
dence suggesting a detrimental effect of the
NSFR on bank lending nor did it find evidence
that the NSFR would result in significant dis-
tortions in financial assets, markets or trad-
ing book positions in banks even though some
adjustment in prices could arise and therefore
certain assets or activities might be affected.
Rather, the suggested calibration of the NSFR
is expected to protect against the existing
funding risks entailed by these transactions.

Therefore, the EBA recommends the introduc-
tion of the NSFR in the EU for credit institu-
tions on a solo and on a consolidated basis
under the general approach to liquidity of the
CRR regarding waivers, preferential treatment

(%] The sample comprised 279 institutions.

Figure 5:

EBA framework on STS
securitisation:

The European Commission launched the
CMU Action Plan in September 2015 to
help build a true Single Market for
capital across the 28 EU Member States.

Providing an alternative funding

The CMU is @ medium-term project but
with some important early initiatives,
including a set of measures to relaunch
high-quality securitisation.

Securitisation is one of the key pillars of
the CMU and the EBA plays an important
role in contributing to an EU framework
for simple, transparent and standardised
(STS) securitisation.

channel to the real economy

Enabling risk transfer from banks

to other banking and non-banking
entities
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and sub-consolidated requirements. In gener-
al terms, the Report considers that the Basel
calibration fits well in the European scenario
except for some European specificities which
are highlighted. In this regard, the Report in-
cludes specific proposals of calibration of the
NSFR for trade finance transactions, central
counterparty clearing houses, residential
loans guaranteed by banks or insurers and
other specific cases.

Developing a sound and prudent
framework for securitisations and
covered bonds

The EBA made a significant contribution to the
development of the European securitisation
regulatory framework in 2015 and carried out
several significant projects. In particular, the
Commission’s proposals on reviving the se-
curitisation markets in the EU (], which rep-
resent the main pillar of the Capital Markets
Union (CMU) project, are substantially based
on the EBA advice and recommendations of
July 2015.

(%) Securitisation, European Commission, http://
ec.europa.eu/finance/securities/securitisation/
index_en.htm

The EBA's role in the Capital Markets Union (CMU]

Harmonised definition of STS
securitisation instrument

Removing the stigma attached to
the securitisation market
following the financial crisis

securitisation product

Increasing funding
opportunities for bank,
non-bank, corporate and
household borrowers,
while keeping the
underwriting safe

Enhanced risk-sharing in
the wider capital markets

Boosting cross-border securitisation investment

Increasing investors' confidence in high-quality

Contributing to the
strengthening of

the resilience of
the financial
system

Enhanced financial

stability
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Figure 6:

'STS' criteria

mitigating risk of securitisation process

30

PILLARI
SIMPLICITY

No excessive leverage;
legal true sale of
securitisation exposures;
homogenity of underlying
assets; self-liquidation
of exposures; etc.

PILLAR I
TRANSPARENCY

Retention of economic
interest; no acceleration
of market liquidation
triggers; procedures on
replacement of derivative
counterparty; etc.

PILLARIII
STANDARDISATION

Disclosure of data on
underlying assets on a
loan-by-loan level;
disclosure of underlying
transaction documentation;
periodic reporting; etc.

In 2015, the EBA's work on securitisation
largely focused on the development of two
pieces of comprehensive technical advice to
the Commission, covering traditional ‘true
sale’ securitisations and synthetic securiti-
sations. The Reports, which are the result of
an extensive EBA analysis and include sets
of specific recommendations, were published
in July and December 2015 respectively and
represent a major input to the Commission’s
regulatory work. In addition, the EBA con-
sulted stakeholders on the mapping of credit
ratings assigned to securitisation products
into the credit quality steps that allocate cap-
ital requirements under the CRR, and pub-
lished recommendations, jointly with ESMA
and EIOPA, on risk retention, due diligence
and disclosure requirements on securitisa-
tion across sectors.

The EBA report on the framework for prefer-
ential capital treatment of ‘qualifying” tradi-
tional securitisation, issued in July 2015 (%),
represents an important milestone in the se-
curitisation regulation in the EU. In the report,

(%) EBA Report and Opinion on qualifying securitisa-
tion, https://www.eba.europa.eu/-/eba-issues-
advice-on-securitisation

EBA framework for preferential treatment of ‘qualifying’ traditional securitisation: 2-stage approach

Additional criteria

mitigating credit risk of underlying assets

REGULATORY UNDERWRITING
STANDARDS,

GRANULARITY,
MAXIMUM RISK WEIGHTS

backed by an empirical analysis, the EBA de-
signed a framework for simple, transparent
and standardised (STS]) securitisations and
suggested a more risk-sensitive approach to
the capital treatment of such ‘qualifying” se-
curitisation transactions.

Firstly, the EBA set out a list of specific criteria
which aim to ensure that securitisation trans-
actions are simple, transparent and standard-
ised. The well-defined criteria were designed
to capture and mitigate the major drivers of
risks of a securitisation not related to the un-
derlying exposures, as illustrated by the crisis.
Secondly, the EBA proposed that exposures
underlying the STS securitisations should
meet criteria ensuring their minimum credit
quality, as an additional important safeguard
of the overall quality of these products.

Finally, the EBA suggested that securitisations
meeting both STS and credit quality criteria
qualify for lower capital charges compared to
those foreseen by the Basel 2014 securitisa-
tion framework, so as to recognise the relative
lower riskiness of such transactions, while
always keeping the regulatory capital within a
perimeter of prudential surcharge.
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The EBA report covered both long-term and
short-term securitisations, and provided spe-
cific criteria for the short-term asset-backed
commercial paper (ABCP) products to address
their distinct characteristics, taking into ac-
count that these products represent a major
source of short-term financing for SMEs.

The Commission has embraced the EBA's
recommendations in its proposals for a new
securitisation framework, presented in Sep-
tember 2015. The EBA believes that restruc-
turing the securitisation market along the
lines of the EBA's recommendations should
increase investors’ confidence in the secu-
ritisation products and remove the perceived
stigma attached to the whole securitisation
market following defaults of low quality and
risky products in the financial crisis. Ultimately,
this should contribute to strengthening the
resilience of the European financial system by
providing an alternative funding channel to the
real economy and by enhancing risk-sharing
within financial markets. SMEs in particular
would benefit from restarting the securitisa-
tion markets: on the demand side, the secu-
ritisation would enhance the issuance of ABCP
products, an important source of financing for
SMEs, while on the supply side, it would allow
banks to provide more loans from the released
capital, and in general to finance the loans to
SMEs more easily.

Within the global discussion on reviving secu-
ritisation markets, the EBA has contributed to
the joint work of the BCBS and the Interna-
tional Organization of Securities Commissions
(I0SCO) culminating in the publication of the
BCBS/IOSCO criteria for identifying simple,
transparent and comparable securitisation
instruments. Following the publication of the
report on traditional securitisations in July
2015, the EBA conducted an assessment of
the synthetic securitisation market in the EU
and published a report in December 2015 (¥),
which analyses the main specificities of the
synthetic securitisation technique and a wide
range of existing market practices in this area.

At the time of writing the report, there was
no agreed global standard on the preferential
treatment of ‘qualifying” synthetic securitisa-
tions that comply with certain criteria. Also,
the Commission’s proposed amendments to

(?7) EBA report and opinion on synthetic securitisation,
https://www.eba.europa.eu/-/eba-issues-advice-
on-synthetic-securitisation-for-smes

2015

the CRR, in the context of the new securiti-
sation framework, introduced an element of
differentiation in the treatment of synthetic
securitisation transactions, allowing the as-
signment of preferential capital treatment to
specific synthetic transactions only. Taking
into account these facts and other evidence
available, in its report the EBA supported the
limited extension of the preferential capital
requirements to senior tranches of balance-
sheet securitisations backed by SME loans
and retained by originator banks, as suggested
in the Commission’s proposal, and noted that
a substantial widening of the scope to cover
for a qualifying 'STS’ synthetic securitisation
framework would be premature at this stage.

Moreover, the EBA suggested specific techni-
cal amendments to the Commission’s propos-
al. It advised the Commission to amend the list
of criteria determining the preferential capital
treatment of these ‘qualifying” synthetic secu-
ritisations to take into account the specifici-
ties of the synthetic securitisation compared
to traditional securitisation. It also advised the
Commission to extend the qualifying treat-
ment to those transactions where private in-
vestors provide credit protection in the form of
cash deposited with the originator institution.
The EBA acknowledges the specificities of this
market segment and the lack of global stand-
ards and stands ready to continue its analysis
of synthetic securitisation, to inform possible
future regulatory developments in the EU.

Substantial analysis has also been conducted
in relation to transparency of securitisation
markets in the EU. The EBA worked togeth-
er with ESMA and EIOPA to assess existing
disclosure requirements relating to due dili-
gence, supervisory reporting and risk reten-
tion rules for securitisation products in the
EU. The report (%], produced under the remit
of the ESAs” Joint Committee and published
in May 2015, identified inconsistencies in the
existing Level 1 and Level 2 regulations and
proposed a number of recommendations to
address such inconsistencies. The report also
served as the ESAs’ response to the public
consultation launched by the Commission in
the context of the CMU.

(%) ESAs" Joint Committee report on transparency of
securitisation market in the EU, https://www.eba.
europa.eu/-/joint-committee-of-esas-publishes-
its-recommendations-on-securitisation
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To complete the overview of the EBA's work
in relation to securitisations, the EBA notes
the intensive work carried out in 2015 on the
development of ITS on the mapping of ECAls
credit assessment for securitisation posi-
tions. The consultation paper was published in
May 2015 and the final draft ITS were submit-
ted to the Commission in February 2016 (%),
which, after several years, brought to a close
the project. These draft ITS specify the ‘map-
ping’, or correspondence, between credit rat-
ings and credit quality steps, that determine
the allocation of appropriate risk weights to
credit ratings issued by ECAls on securitisa-
tions, where the Standardised Approach or the
Internal Ratings Based (IRB) approach for se-
curitisations are used. The draft ITS will allow

(") Final draft ITS on the mapping of ECAls credit
assessment for securitisation positions, https://
www.eba.europa.eu/regulation-and-policy/
external-credit-assessment-institutions-ecai/its-

the credit ratings of all registered credit rating
agencies to be used for the purposes of cal-
culating the institutions’ capital requirements
and by forming a part of the Single Rulebook in
banking. This will enhance regulatory harmo-
nisation across the EU.

The EBA welcomed the Commission’s pub-
lic consultation initiative on covered bonds
published in September 2015, which borrows
heavily from the report on EU-covered bond
frameworks and capital treatment that the
EBA had published in 2014. In 2015, the EBA
also published an Opinion in response to a
notification by a CA on the introduction of na-
tional partial waivers to the CRR requirements
on covered bonds’ exposures to institutions.
The EBA keeps monitoring regulatory devel-
opments both at an EU and national level,
with a view to following up during 2016, on the
mandate on best practices received by the Eu-
ropean Systemic Risk Board (ESRB].

on-the-mapping-of-ecais-credit-assessments-for-
securitisation-positions

Figure 7:  List of main EBA products on securitisation and covered bonds in 2015

=> EBA comprehensive report and opinion on qualifying
treatment of traditional ‘true-sale" securitisation
(07 July 2015)

Traditional 'true-sale’ securitisation

=> EBA comprehensive report and opinion on qualifying
treatment of synthetic securitisation
(18 December 2015))

Synthetic securitisation

=> ESAs Joint Committee report and recommendation
on disclosure on due diligence, supervisory reporting
and risk retention rules (12 May 2015)

Transparency requirements on
securitisation products

=> [T5 on the mapping of ECAls credit assessment for
securitisation positions (consultation launched on 7
May 2015, until 7 August 2015, final draft IS
published 15 February 2016)

Mapping of ECAIs credit assessments

=> Commission's public consultation paper on covered
bonds (Sept. 2015) informed by EBA report
(1 July 2014)

=> (pinion in response to notification by a competent
authority on the introduction of national partial
waivers to the CRR reguirements on covered bonds
exposures to institutions (b March 2015)

Covered bonds
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Enhancing the framework for an IRB
approach

The EBA believes that the IRB Approach is a
risk-sensitive way of measuring capital re-
quirements that encourages institutions to im-
prove their risk management practices. How-
ever, the high degree of flexibility in the IRB
framework has compromised comparability in
capital requirements across institutions and
led to a lack of trust in IRB models among mar-
ket participants. In order to enhance compa-
rability of capital requirements in accordance
with the IRB Approach the EBA has initiated
a broad review of the IRB Approach. In March
2015, the EBA published a Discussion Paper
on the future of the IRB Approach (¥) outlining
its proposed plans to ensure comparability of
capital requirements while preserving their risk
sensitivity, with the overall aim to restore trust
in internal models. The EBA also specified in
the paper that it will coordinate its regulatory
review with the international IRB regulatory de-
velopments by the Basel Committee, and that
the proposed implementation timelines may
have to be amended to accommodate the re-
spective international policy developments.

The EBA proposed focusing its efforts on the
following aspects:

= reviewing the regulatory framework in order
to provide the necessary clarification on the
main definitions and technical aspects of
the IRB models (3);

= enhancing supervisory consistency through
the implementation of common assessment
methodology and greater reliance on the
EBA's benchmarking exercises;

= increasing transparency through the devel-
opment of standardised comparable tem-
plates.

The EBA proposed that the regulatory review of
the IRB Approach should be performed in four
phases based on the prioritisation of topics:
assessment methodology, definition of default,
risk parameters and credit risk mitigation.

(*) EBA Discussion Paper on the future of the IRB
Approach, https://www.eba.europa.eu/regulation-
and-policy/credit-risk/discussion-paper-on-the-
future-of-the-irb-approach

(*') EBA Report on comparability of Risk Weighted
Assets (RWAs] and pro-cyclicality, https://www.
eba.europa.eu/-/eba-publishes-reports-on-com-
parability-of-risk-weighted-assets-rwas-and-pro-
cyclicality

2015 ANNUAL REPORT

In this context, the EBA considered it crucial
to finalise the RTS on the assessment meth-
odology of the IRB Approach (*?] as this will
enhance consistency in supervisory prac-
tices and will ensure that the implementa-
tion of all subsequent changes envisaged in
Phases 2 to 4 will be assessed according to
the same criteria.

High priority was also given to the work related
to the definition of default under Phase 2. The
rationale for such prioritisation was that the
definition of default is the basis concept for the
estimation of risk parameters and wide rang-
es of practices in this area lead to undue vari-
ability in risk parameters across banks. This
work resulted in the publication of the detailed
and comprehensive Consultation Paper on
the Guidelines on the definition of default in
September 2015 (*¥]. As it is expected that the
changes in the definition of default might lead
to significant changes in the rating systems,
the EBA simultaneously launched a Quantita-
tive Impact Study (QIS) in order to measure the
potential impact of the proposals. The work on
the definition of default will continue in 2016
based on the results of the QIS and responses
received during the consultation period.

(*) EBA RTS on assessment methodology for IRB ap-
proach, https://www.eba.europa.eu/regulation-and-
policy/credit-risk/regulatory-technical-standards-
on-assessment-methodology-for-irb-approach

[**) Consultation on EBA Guidelines on the application
of the definition of default, https://www.eba.europa.
eu/-/eba-consults-on-harmonised-definition-of-
default
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BOX 1 — EBA's work on enhancing the consistency of RWAs

In 2015, the EBA continued to work on
the consistency of Risk Weighted As-
sets (RWAs] in the EU banking sector,
running benchmarking exercises of
banks’ internal models. This work is
an important supervisory tool, whose
objective is to identify any material
differences in RWA outcomes, un-
derstand the sources of such differ-
ences and, if needed, formulate the
necessary policy solutions to enhance
convergence between banks and to
improve disclosure.

The EBA submitted to the Commission
the final draft RTS and ITS, which spec-
ify the framework for EU institutions
and CAs to carry out the annual super-
visory benchmarking foreseen by the
CRD. The EBA also issued its response
to a call for advice by the Commission
on the benchmarking process.

During 2015, the EBA developed the su-
pervisory benchmarking exercises for
credit and market risk and published
two reports in July 2015, the LDP report
and the CCR and CVA risk report. This
was a continuation of the work initiated
in the last quarter of 2014.

As part of the benchmarking exercise,
the EBA computed benchmarks on
counterparty credit risk and provided
detailed feedback and bank-specific re-
ports to the CAs. These reports allowed
each CA to compare its own submis-
sion with the EU sample, detecting the
most relevant deviations and anoma-
lies. In particular, the benchmarking
tool enabled the CAs to compare the
outcomes of institutions” internal mod-
els and to identify the non-risk-based
variability across firms.

For the LDP exercise, a key finding
from the analysis was that three-
quarters of the observed differences
could be explained by two factors:

the proportion of defaulted exposures
in the portfolio and the portfolio mix
between large corporate, sovereign
and institutions exposures. Defaulted
exposures are riskier exposures by
definition and there is a wide range
of practices in relation to the defini-
tion of default and the treatment

of defaulted assets, which explains
an important part of the observed
differences. In addition, large corpo-
rate exposures, on average, are also
riskier than sovereign or institutions
exposures. Therefore, the portfolio
mix explains part of the observed dif-
ferences. The remaining differences
are due to a number of other reasons,
including differences in bank-spe-
cific factors from risk management
practices, which were detailed in the
July 2015 report. The LDP exercise
provided EU benchmarks for different
risk parameters (e.g. EU averages of
PDs and LGDs for the same type of
portfolios, among other indicators).
This analysis also found that if the
internal IRB parameters estimated by
institutions were replaced with the EU
benchmarks, the risk weight would
increase on average by about 7.5%
(exposure-weighted average) in the
large corporate portfolio and by 6.6%
for the total portfolio. However, this
impact is influenced by different col-
lateralisation status and deal struc-
ture and should not be interpreted as
an underestimation due to potentially
inadequate modelling.

As for CCR and CVA, the analysis found
that the variability across banks was
especially observed on initial market
values (IMV] estimated by the Internal
Model Methods (IMM] for equity and
foreign exchange over-the-counter
(OTC) derivatives and on Effective Ex-
pected Positive Exposure (EEPE].




Exposures to shadow banking entities

In 2015, the EBA published Guidelines to set ap-
propriate aggregate limits and tighter individ-
ual limits on institutions’ exposures to shadow
banking entities which carry out banking activi-
ties outside a regulated framework under Article
395(2) CRR (*]. A data collection exercise was
also carried out and an EBA Report published
on institutions” exposures to shadow banking
entities which shed light on the links between
the asset side of institutions’ balance sheets and
the shadow banking sector (*%).

The rationale for the Guidelines is two-fold:
first, shadow banks are generally not subject
to prudential regulation (or are not subject to
the same standards of prudential regulation)
as core regulated entities such as institutions,
and do not provide access to deposit guar-
antee schemes to investors nor do they have
access to central bank liquidity. Exposures to
shadow banks are, therefore, inherently risky
and thus worthy of specific limits to be set by
institutions as part of their internal processes.
Second, institutions’ exposures to shadow
banks can be of concern for macroprudential
reasons, in particular financial stability and
regulatory arbitrage concerns.

(*) EBA Guidelines on limits on exposures to shadow
banking, https://www.eba.europa.eu/regulation-
and-policy/large-exposures/guidelines-on-limits-
on-exposures-to-shadow-banking

(**) EBA Report on institutions exposures to shadow
banking entities, https://www.eba.europa.eu/
regulation-and-policy/large-exposures/guidelines-
on-limits-on-exposures-to-shadow-banking
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The Guidelines set out the qualitative ap-
proach that institutions should adopt for the
purposes of monitoring and setting appropri-
ate internal individual and aggregate limits for
exposures to ‘shadow banking entities’. For
the first time in an EU legislative context, a
definition of 'shadow banking entity’ is given
as no definition is provided in the CRR (*). This
was informed by the data collection exercise
which considered the relevance of institutions’
exposures to certain types of regulated and
unregulated entities (the so-called ‘shadow
banking entities’] and the impact of potential
limits. 184 institutions (169 credit institutions
and 15 investment firms) from 22 Member
States participated in the exercise, which was
the first of its kind.

(%) The Guidelines define 'shadow banking entities’
as undertakings that carry out one or more ‘credit
intermediation activities’ (defined as bank-like
activities involving maturity transformation, liquidity
transformation, leverage, credit risk transfer or
similar activities) and are not "excluded undertak-
ings’. 'Excluded undertakings’ are entities specified
in the Guidelines that are subject to an appropriate
and sufficiently robust prudential framework. For
example, the following are ‘excluded undertakings’:
credit institutions, investment firms, insurers and
entities established in third countries which are
subject to prudential requirements which are con-
sidered to be equivalent to those applied in the Un-
ion, and entities subject to consolidated prudential
supervision (whether as a result of EU legislation,
applicable national legislation or an equivalent third
country legal framework). Money Market Funds and
AlFs employing leverage on a substantial basis ac-
cording to Article 111(1) of Commission Delegated
Regulation (EU) 231/2013 are not excluded from the
scope of the definition of 'shadow banking entity’.

Figure 8: Exposures (in million EUR) and average of aggregate exposures [as a percentage
of eligible capital] by type of non-MMF investment funds (considering only individual exposures

equal to or above 0.25 % of eligible capital]

Exposure after exemptions & CRM
(million EUR)
80 000

60 000

40000

5 - Non MMF - Non MMF 3 - Non MMF 4 - Non MMF 2 - Non MMF 6 - Non MMF
investment fund - mvcstmcn tfund - investment fund - investment fund - investment fund - investment fund -
Otherinv. funds ~ Hedge funds ~ Realestate funds Fixed income funds — Equity funds Not identified
(61 institutions) (29 institutions) (46 institutions) (39 institutions) (39 institutions) (2 institutions)
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Monitoring the implementation of the
Single Rulebook

In 2015, the EBA stepped up its monitoring
work in relation to the Single Rulebook, in
particular in relation to remuneration prac-
tices, own funds and supervisory options and
discretions.

The EBA is continuously monitoring the devel-
opment of remuneration practices and trends.
In particular, it followed up on the use of role-
based allowances and the corrective meas-
ures taken by CAs in response to the publica-
tion of its Opinion on allowances in October
2014. In November 2015, the EBA reported its
findings in a follow-up report (), which was
submitted to the Commission.

As part of its benchmarking activities, the
EBA collected information regarding the ap-
plication of Article 94(1)(g)(ii] of the CRD. In
line with this provision, the ratio between the
variable and the fixed component of the total
remuneration shall not exceed 100 %, with the
possibility for Members States to allow share-
holders to approve a higher maximum level of
the ratio (up to 200 %). The benchmarking re-
port published in November 2015 [*¥) showed
that the majority of Member States have im-
plemented this possibility. The extent to which
institutions made use of this possibility and
the corresponding market share differs sig-
nificantly between Member States.

In total, 214 EU institutions increased the ap-
plicable maximum ratio to 200 %, while 97 %
of them did not make use of this possibility
and many institutions have not yet seen the
need to increase the maximum ratio. However,
in terms of the total remuneration, the main
amount is primarily driven by the remunera-
tion of non-identified staff. Taking only into ac-
count the Member States where this possibil-
ity has been implemented, the institutions that
made use of a higher maximum level of the
ratio represent in total 53 % of the aggregated

(*) EBA Report on the use of allowances, https://
www.eba.europa.eu/documents/10180/950548/
Report+on+the+Use+of+Allowances.pdf

(%) EBA Benchmarking Report, https://www.eba.
europa.eu/documents/10180/950548/Benchmarkin
g+Report+on+Approved+Higher+Ratios+for+Remun
eration.pdf

balance sheet of institutions and 48 % of the
total number of staff. However, overall, institu-
tions apply ratios above 100 % only to 63 % of
the identified staff and, in particular, to staff
active in the area of investment banking.

In line with the CRD, the EBA annually collects
data on staff that has received remuneration of
EUR 1 million or more in the previous financial
year. In addition, detailed information is also
collected in particular on the remuneration of
identified staff from over 100 groups and in-
stitutions. The EBA publishes the aggregated
data and a benchmarking analysis on an an-
nual basis. Both data collections aim at ensur-
ing a high level of transparency regarding the
remuneration practices within the Union. The
EBA analysed the data submitted by CAs for
the year 2013, the analysis of data for 2014 will
be published in another report in early 2016.

The EBA observed that the percentage of high
earners who are identified staff increased
over time to 59 % in 2013, leading to a better
alignment of remuneration and risk. In 2014,
the percentage further increased to 87 % fol-
lowing the publication of the RTS on identified
staff. The number of high earners decreased
from 3,530 in 2012 to 3,219 in 2013. This re-
flects a number of factors, including move-
ments in the exchange rate between the euro
and pounds sterling.

The benchmarking results show that remu-
neration practices within Member States and
between institutions were not sufficiently
harmonised, even if different levels of remu-
neration paid in Member States are taken into
account. In particular, the application of defer-
ral and payout in instruments differs signifi-
cantly. This is mainly driven by differences in
the application of waivers. Overall, it can be
observed that the average ratio of variable to
fixed remuneration paid to identified staff was
slightly reduced from 108 % in 2012 to 104 % in
2013 with a stronger decrease in 2014 to 65 %.
The EBA will continue to monitor remunera-
tion trends and practices in 2016.
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CAs shall publish information on how options
and discretions are exercised under Union law
(Article 143(1)(b) of the CRD). This informa-
tion shall be sufficient to enable a meaningful
comparison of the approaches adopted by the
CAs of the different Member States in order to
assess consistency of approaches.

For that purpose, the EBA developed an ITS
on the format structure, contents list and an-
nual publication of — among other items —
the options and discretions available in Union
law. These ITS clarify that an option refers to
a situation in which Member States are given
a choice on how to comply with a given pro-
vision, selecting from a range of alternatives
laid down in EU law while a discretion refers to
a situation in which CAs or Member States are
given a choice on whether to implement, or not
a given provision. Based on this framework, in
2015, the EBA published clear and transpar-
ent information on the exercise of CRD and
CRR options and discretions between CAs
and Member States (¥).

In addition to enhanced transparency con-
cerning the exercise of options and discre-
tions, the EBAis of the view that it is necessary
to monitor the impact of these options and
discretions on the EU prudential framework in
order to ensure a level playing field. For that
purpose, the EBA engaged in peer reviews on
the exercise of these options and discretions,
together with CAs. Due to this preliminary
analysis, it appeared that the exercise of op-
tions and discretions is more significant for
Members States and CAs participating in the
Single Supervisory Mechanism than for non-
participating Member States. Taking this into
account, the European Central Bank (ECB]
launched a wide exercise of harmonisation of
the exercise of options and discretions within
its jurisdiction in 2015.

In May 2015, the EBA published an update of
its October 2014 Report on the monitoring
of AT1 capital instruments issued by EU in-
stitutions with a view to promoting effective
compliance with the criteria for AT1 instru-

(*’) Options and Discretions, EBA, http://www.eba.
europa.eu/supervisory-convergence/supervisory-
disclosure/options-and-national-discretions
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ONGOING WORK
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In 2016, the EBA will propose some standardised terms
and conditions for AT1 issuances which will cover the
prudential parts of the terms and conditions. The EBA
will also continue its monitoring of AT1 issuances and
update the report as appropriate to take account of de-
velopments (in relation to terms and conditions).

ments (“). To inform the Report, the EBA re-
viewed 15 issuances for a total amount of EUR
21.4 billion.

The EBA found that, although AT1 instruments
tend to be complex instruments, issuances are
in general quite standardised, except for fea-
tures, which are by nature institution-specific
(such as the definition of the triggers at differ-
ent levels depending on the structure of the
group concerned). Nevertheless, a number of
provisions of existing AT1 instruments were
identified that should be avoided in the future
or where revised wording should be used in
order to avoid uncertainty. This is particularly
the case with some provisions related to regu-
latory calls, share conversion mechanisms,
contingent clauses, and covenants.

To support the necessary further convergence
in practice, the Report contains guidance on
a number of topics that were identified in the
2014 Report and which needed further work
(such as the triggers for regulatory calls). The
Report also introduces guidance on new is-
sues that were identified in the course of the
2015 review (for instance on tax gross up and
pre-emption rights for existing shareholders).

As regards CET1, in 2015 the EBA published,
pursuant to Article 26 of the CRR, an updated
list of the forms of capital instruments that
are used by EU institutions (*'). The EBA will
continue its assessment of potential new
forms of instruments in 2016 and update the
list, where necessary.

() EBA Report on the monitoring of AT1 capital instru-
ments, https://www.eba.europa.eu/-/eba-updates-
its-monitoring-of-additional-tier-1-capital-instru-
ments

[4) Updated list of CET1 capital instruments, https://
www.eba.europa.eu/-/eba-updates-list-of-com-
mon-equity-tier-1-cet1-capital-instrumen-1
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Concluding the regulatory framework for effective
recovery, resolution and deposit guarantee schemes

Finalising the Single Rulebook on
recovery planning, early intervention
and resolution triggers, and developing
coherent resolution policies

In the area of crisis management, the EBA
embarked on a demanding work programme
to assist all EU Member States to enhance
their recovery, resolution and depositor pro-
tection regimes. The work programme fo-
cused on: (i) concluding and enhancing the
regulatory framework through level 2 stand-
ards and guidelines; (i) promoting supervisory
convergence, including through supervisory
and resolution colleges; and (i) contributing
to an ambitious resolution agenda at a global
level. The establishment of the Banking Union
added additional responsibility to the EBA in
its role as coordinator for the whole of the EU.

Under its mandates stemming from the BRRD
and the Deposit Guarantee Scheme Directive
(DGSD]J, since 2014 the EBA has finalised 33
Technical Standards, Guidelines and Opin-
ions in the context of resolution and depositor
protection. These level 2 products conclude
the harmonised regulatory framework and
provide support to supervisory and resolution
authorities and Deposit Guarantee Schemes
(DGS) across the EU in the practical appli-
cation of the rules. Despite the budget con-
straints and the unprecedented workload, the
EBA was able to meet the ambitious deadlines
set by the BRRD. Nearly all of these products
have already been published and delivered
to the Commission but not all of them have
been endorsed yet. This delay can be partly
explained by a decision of the Commission to
bundle regulatory products so as to reduce
regulatory complexity. Only a limited number
of products mandated by the BRRD have not
been delivered yet.

The regulatory products drafted by the EBA
under its BRRD mandates cover a wide range
of matters of importance to the resolution
framework.

All recovery plans developed by institutions
according to the BRRD should include a
framework of indicators identifying points at
which appropriate recovery actions may be
taken, which shall be agreed by CAs when as-
sessing recovery plans. The EBA Guidelines
on the minimum list of qualitative and quan-
titative recovery plan indicators specify the re-
quirements for developing this framework and
provide a list of indicators which should be in-
cluded by each institution in its recovery plan.

The BRRD introduced a common set of early-
intervention measures that complement exist-
ing supervisory powers and measures, estab-
lished under the CRD and applied according
to the Supervisory Review and Evaluation Pro-
cess [SREP] Guidelines (EBA/GL/2014/13). In
order to harmonise practices and in light of a
relevant BRRD mandate, the EBA published
the final Guidelines on triggers for use of early
intervention measures, which rely on the out-
comes of SREP scores.

According to the BRRD, no resolution action
can be taken towards an institution unless the
CA (or under certain conditions also a Reso-
lution Authority] determines that this entity
is failing or likely to fail. This determination
should be made on the basis of circumstances
and objective elements specified in the EBA
Guidelines on failing or likely to fail, which aim
at ensuring continuum between ongoing su-
pervision, early intervention and resolution.

In the area of resolution planning, the EBA
Opinion on critical functions adds clarity to
the definition of this key resolution planning
concept and ensures its consistency with the
Financial Stability Board (FSB) Key Attributes
of Effective Resolution Regimes.

To ensure proportionality in recovery and reso-
lution planning, the BRRD allows authorities
to apply a simplified obligations regime in cer-
tain cases. In this regard, the EBA published
Guidelines establishing a set of mandatory
and optional indicators, against which Compe-
tent and Resolution Authorities should assess
the impact of the failure of an institution to de-
termine its eligibility for simplified obligations.



With respect to the bail-in tool, a further RTS
on the contractual recognition of bail-in aims
to ensure the cross-border effectiveness of
the bail-in power, where liabilities within the
scope of the write-down and conversion pow-
ers are governed by the law of a third country.
Furthermore, the EBA Opinion on exclusions
from bail-in improves the transparency and

2015 ANNUAL REPORT

predictability of the use of authorities’ discre-
tion for market participants, by specifying the
criteria according to which certain groups of
liabilities may be excluded from the applica-
tion of the write-down power. Finally, the EBA
undertook substantial work in the area of the
minimum requirements for own funds and eli-
gible liabilities [MREL) — see box 2.

BOX 2 — The EBA 's work on minimum requirement of
eligible liabilities (MREL]

An area of particular importance in
the EBA's Work Programme in 2015
was the draft final RTS on the setting
of MREL. Under the BRRD, MREL
serves to ensure that an institution
has available, at the point of failure,
sufficient liabilities eligible to be writ-
ten down or converted to absorb the
losses. MREL is set by Resolution Au-
thorities on a case-by-case basis for
each institution as a robust minimum.

The EBA technical standards fur-
ther specify the criteria applicable
to this requirement and thus aim

at a significantly higher degree of
harmonisation, while respecting the
diversity of institutions and business
models across the EU. In particular,
the standards clarify how each insti-
tution’s capital requirements should
be linked to the amount of MREL
needed to absorb losses and how, to
the extent necessary and given the
resolution plan for the institution,

a firm should be recapitalised after
resolution. Resolution Authorities
should, as a default, rely on super-
visory assessments for the degree
of loss that a bank needs to be able
to absorb and the capital it needs to
operate. This means that banks which
are simpler, less risky and easier to
resolve should expect to have lower
MREL requirements.

MREL shares the same goal as the
FSB’s proposals on total loss ab-
sorption capacity (TLAC) for Globally
Systemically Important Institutions
(G-Slls) and also many of its most
important design features. The EBA
final draft RTS on MREL seek to apply
MREL in a way which is compatible
with the FSB's TLAC proposal.

The draft RTS were finalised and sub-
mitted to the Commission in July 2015.
In December 2015, the Commission
proposed a number of amendments.
In particular, it proposed to amend the
reference to institutions of significant
importance. Although the EBA agreed
with the Commission’s argument

that a delegated regulation cannot

set a harmonised level of MREL, it
dissented from some Commission
amendments, believing that they
would reduce the effectiveness of the
RTS in promoting smooth cooperation
and convergence when setting MREL.
The Commission’s delay in dealing
with the MREL RTS has had a knock-
on impact on the EBA's finalisation of
related Guidelines, and it is imperative
for authorities and market participants
that clarity is brought to this important
area soon. Following the Opinion of the
EBA, the Commission may decide to
adopt the draft RTS with its proposed
amendments.
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One of the key elements of the new resolution framework is that Reso-
lution Authorities will have to set requirements to make sure that banks
which fail in the EU can either be closed down or recapitalised by their
own shareholders and creditors, but not by taxpayers.

All EU banks will have a Minimum Requirement for Own Funds and
Eligible liabilities (MREL). This will be set on a case-by-case basis ac-
cording to the criteria, which are described in the BRRD and have been
developed further in our technical standards. This requirement will be
more demanding for the largest globally systemic banks, and will be set
in a way which implements the G20 agreement on total loss absorbing
capacity (TLAC). Smaller banks, or banks which are easier to resolve,
should face considerably lower requirements.

L

We are now working to review the MREL framework to assist the Com-
mission in making sure all the details of the G20 TLAC agreement can
be fully implemented. But our standards and recent policy guidance
from Resolution Authorities mean that banks can already start plan-
ning for MREL now.

Mark Adams

8 POLICY EXPERT IN THE
RESOLUTION UNIT

The Standards on loss absorption are com-
plemented by the ongoing work on valuation.

The EBA has consulted on the RTS for valu-
ations in recovery and resolution. In parallel,
the EBA finalised the RTS on the valuation of
derivatives for bail-in purposes. The draft RTS
provide Resolution Authorities with a series of
tools to carry out a swift and objective valu-
ation of derivative liabilities. The RTS apply a
statutory methodology based on the costs or
gains that would be incurred by the counter-
party in replacing the contract.

ONGOING WORK

Following the entry into force of the new DGSD
in July 2015, the EBA also helped to develop the
rules for strengthening the resilience of Depos-
it Guarantee Schemes (DGSs) and improving
depositors” access to compensation. All DGSs
in Europe have to be pre-financed by credit in-
stitutions. The EBA Guidelines on contributions
to DGSs and on payment commitments will
help ensure consistent application of the new
funding mechanisms provided for in the DGSD.

The EBA will advise the Commission on its proposal to implement the TLAC
standard in EU legislation. The EBA will submit a report on the implementa-
tion of MREL as set out in Article 45(18) of the BRRD. The report will consider a
number of policy questions including the consistency between MREL and other

international standards.
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The EBA Guidelines on risk-based contribu-
tions set out methods for calculating ex ante
contributions to DGSs that are adjusted to the
risk profile of each credit institution, thus pro-
moting risk discipline and eliminating moral
hazard. In line with the DGSD, the Guidelines
on payment commitments further specify the
option for DGSs to authorise credit institutions
to contribute, up to 30 % of the required contri-
butions, in the form of secured commitments,
fully compliant with EU law on financial col-
lateralisation. This ensures that DGS access
to funding is properly guaranteed by low risk
assets that can be quickly mobilised, in case
the institution does not meet its commitment.

The EBA Guidelines on cooperation agreements
between DGSs, to be concluded in February
2016, will facilitate the entry into cooperation
agreements between DGSs and ensure that such
agreements include the necessary elements to
ensure effective cooperation, particularly in the
event of an institution’s failure. Ongoing work

Charles Canonne

POLICY EXPERT IN THE
RESOLUTION UNIT
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regarding depositor protection includes draft
Guidelines on stress tests of DGSs, on which the
EBA published a consultation paperin 2015, with
a view to promoting the quality and consistency
of approach in these areas.

Supporting cooperation between
authorities in crisis management

The recent financial crises have shown that
cross-border cooperation and coordination
are vital for the effective resolution of failing
institutions within the EU banking sector. The
BRRD requires the establishment of resolu-
tion colleges to carry out a variety of tasks by
relevant authorities, including reaching joint
decisions on the development of plans, set-
ting MREL, carrying out resolvability assess-
ments and identifying impediments. The EBA
contributed to the effectiveness of this process
by creating a framework for cooperation of
Resolution Authorities and other authorities

2015 marked a milestone for the protection of EU depositors, as the
new Directives on Bank Recovery and Resolution (BRRD) and on De-
posit Guarantee Schemes (DGSD] entered into force. This reform re-
affirmed the right of EU depositors to have their deposits absolutely
guaranteed up to EUR 100.000 in liquidation and extended it to orderly
resolution cases. Depositors in the EU will have access to their funds
more rapidly and Deposit Guarantee Schemes (DGSs] will be subject to
compulsory funding rules.

Here at the EBA we have fleshed out this legislative framework by roll-
ing out the new rules for resolution and guarantee schemes. | am
confident that in the coming years, through the implementation of the
funding guidelines and the conclusion of the cooperation agreements,
EU citizens will really be able to reap the benefits of the reform of de-
posit guarantee schemes. If and when the proposal for a European
Deposit Insurance Scheme for the Banking Union is adopted, we will
remain dedicated to facilitating convergence across the entire EU. We
will continue to play our role as a watchdog, so that we can ensure that
the common rules are appropriately applied across the Single Market.
As required by the DGSD, we will also act as a hub for collecting infor-
mation on DGSs such as covered deposits, available funding means and
risk based calculation methods.”
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in colleges. This framework provides for active
information exchange and encourages effec-
tive dialogue among authorities responsible
for banks and their subsidiaries/significant
branches, as well as providing assistance in
reaching joint decisions.

The EBA sets outin a final draft RTS how these
colleges should function, covering amongst
other matters, the establishment and govern-
ance of resolution colleges, the development

of resolution plans within them and the execu-
tion of resolution schemes. The involvement of
the Resolution Authorities of third countries,
both in resolution planning and in group reso-
lution, is also taken into account. The EBA's
work in this area is informed by its experience
in EU supervisory colleges and home-host co-
operation in supervision. Its involvement will
also allow the EBA to act as mediator in cases
of disagreement on, for instance, joint deci-
sions in resolution matters.

BOX 3 — New legislative proposals in the area of resolution

The pan-EU regulatory framework
on bank resolution is still evolving.

In their laws transposing the BRRD,
some Member States have introduced
a number of tools to make resolution
more effective, such as structural
measures to separate activities that
are perceived as risky from more
traditional activities, or changes to
the ranking of liabilities and deposits
in insolvency. The EBA contributed

to the Commission’s evaluation of
these proposals and to promoting an
exchange of views between Member

States on these issues, stressing the
need for measures to make resolu-
tion more credible and feasible. In
addition, the EBA provided various
opinions on technical matters to the
Commission, such as on the building
up of the Single Resolution Fund.

In November 2015, the Commission
issued a proposal for a European
Deposit Insurance Scheme. The EBA
will monitor the ongoing discussions
and any possible implication on its
existing products and activities.
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Strengthening supervisory convergence and ensuring
the consistent implementation of supervisory and
regulatory policies across the EU

The EBA's primary mandate is to ensure a
common Rulebook across the Single Mar-
ket. However, if supervisory practices and
outcomes diverge, this poses a potential
risk to the integrity of the Single Market, its
level playing field and the effective oversight
of cross-border groups operating within the
Single Market. Against this backdrop, conver-
gence of supervisory practices across the EU
is key to ensuring good-quality supervision,
based on compliance with the Single Rulebook
leading to consistent and comparable supervi-
sory outcomes.

In 2015, two important themes of supervisory
convergence work were: Pillar 2', in view of
the anticipated implementation date of the
EBA guidelines on common methodologies for
the supervisory review and evaluation process
(SREP] on 1 January 2016; and ‘Recovery Plan-
ning’, given the entry into force of the BRRD at
the start of the year and the requirements on
supervisory colleges.

The EBA work on supervisory convergence
was developed through the assessment of su-
pervisory practices, the production of supervi-
sory policy and the EBA training programme.

Assessing supervisory convergence

In promoting and monitoring supervisory con-
vergence it is necessary to assess the progress
made. As such, the EBA focused its efforts on
the production of its first annual Report on su-
pervisory convergence as well as on assess-
ing the functioning of supervisory colleges and
convergence in recovery planning.

The Report on supervisory convergence, pub-
lished in April 2015, highlighted that since
2011 there has been significant progress in
supervisory colleges’ interaction and a sus-
tained supervisory convergence process. How-
ever, further steps are needed to neutralise
the risks to the Single Market, in particular in
some aspects of supervisory methodologies,
supervisory practices and supervisory out-
comes which, in the context of joint decisions
on capital and liquidity, continue to pose some
challenges, although in a minority of cases.

Figure 9: Key topics for supervisory attention in 2015
T RISK AND DATA
QUALITY
IMPACT OF
GEOPOLITICAL RISKS v LT3
SUPERVISORY

CAPITAL POSITION BENCHMARKING

CREDIT RISK AND KEY REMUNERATION
QUALITY OF ASSETS TOPICS

A significant step forward in supervisory con-
vergence across Member States is expected
following the delivery of the EBA's main policy
products around supervision, as they are im-
plemented by CAs.

Furthermore, as part of its convergence man-
date, the EBA is tasked with contributing, pro-
moting and monitoring the efficient, effective
and consistent functioning of colleges of su-
pervisors across the EU. Colleges of supervi-
sors play an important role in the effective and
consistent supervision of cross-border groups
and have been a vital forum for the coordina-
tion of supervisory activities, sharing informa-
tion and reaching joint decisions.

On an annual basis, the EBA establishes a
Supervisory Colleges Action Plan. In 2015,
the plan provided a set of objectives and de-
liverables expected to be performed within the
supervisory colleges’ framework. Additionally,
the EBA, capitalising on its work on risks and

ONGOING WORK

The EBA will publish its next Report
on supervisory convergence in 2016.
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Figure 10: Frequency of college interactions
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vulnerabilities in the EU banking sector, is-
sued a list of key topics (see Figure 9] for par-
ticular supervisory attention to encourage col-
lege discussions on these relevant issues. It
also set tasks to support and monitor colleges
in these processes.

The year 2015 has been a milestone with a
number of changes, from college membership
as a result of the establishment of the SSM at
the end of 2014, to the impact of new regu-
latory requirements on supervisory colleges,
namely the technical standards on the func-
tioning of colleges, which inevitably resulted
in the re-establishment of colleges. The EBA
provided support to colleges during this tran-
sition in the form of dedicated training events,
bilateral engagement with CAs and regular
feedback to consolidating supervisors.

The EBA, in its public report on the function-
ing of colleges, concluded that overall, the
requirements of the 2015 EBA Colleges Ac-
tion Plan have been fulfilled to a reasonable
extent. Significant efforts and improvements
were observed for various aspects of colleges’
work, such as the frequency of interaction be-
tween college members (see Figure 10} and
the quality of college meetings, but, with sub-
stantial drawbacks in others, such as aspects
of joint decision processes, the quality of joint
decision documents and requests for individ-
ual recovery plans outside the joint decision
process. Each aspect was scored against the
EBA 3-level scoring system of good, satisfac-
tory and improvement needed.

In 2015, CAs put effort into improving both the
quality of the group risk assessment reports
and the process for their development. In gen-

eral, good quality group risk assessments were
observed, with all material risks being cap-
tured which enabled a shared understanding of
the risks to which groups are exposed.

Although the overall assessment of the qual-
ity of capital and liquidity joint decisions
demonstrated marginal positive trends (see
Figure 11], some recurrent issues remained
a challenge in 2015. In particular, the incom-
plete information on the decomposition of the
SREP capital requirements by risk type sig-
nificantly affected the reasoning of the joint
decision. Challenges also remained with re-
gard to the formulation of the additional capi-
tal requirements and the interplay between
the SREP capital requirements and combined
buffers or capital planning expectations.

Finally, with the introduction of the BRRD and
the requirement for supervisors to assess
BRRD compliant recovery plans and for EU
cross-border banking groups to reach a joint
decision for the first time on the assessment
of the group recovery plan, in 2015, the EBA
devoted resources to monitoring this process
and providing support and guidance to super-
visors to fulfil these tasks.

The vast majority of the monitored colleges be-
gan this formal joint decision process in 2015.
A substantial challenge faced by a number of
supervisory colleges was the treatment of pre-
existing individual recovery plans, or dealing
with requests from host authorities for indi-
vidual plans for subsidiaries of cross-border
banking groups which were made outside the
joint decision process established in the BRRD.

To support the process, the EBA provided sup-
port to supervisory colleges on the process and
assessment of recovery plans with bilateral
guidance to consolidating supervisors as they
prepared the timelines and set procedures.
The guidance focused on the timeframes
envisaged by the BRRD for assessing recov-
ery plans and the authorities that should be
involved in the assessment process. The EBA
also contributed to the assessment by provid-
ing comments on the recovery plan for con-
sideration by the consolidating supervisors.
Furthermore, the EBA provided guidance on
other issues like requests for individual re-
covery plans, calibration of triggers within the
framework of the recovery plan indicator, cov-
erage of individual entities and the mapping of
core business lines and critical functions.



To ensure consistent approaches, the EBA
provided templates for the assessment and
joint decision on recovery plans contained
within the Single Supervisory Handbook (SSH)
chapter on the supervisory assessment of the
recovery plans published in 2014. It was found
that these non-binding templates were widely
used in 2015 and helped supervisors to struc-
ture their assessments and navigate through
the different parts of the recovery plan. Fur-
thermore, although in 2015 most colleges
were still at an early stage of the assessment
process, those that started drafting joint deci-
sions used the EBA non-binding template for
this purpose as a reference.

The EBA also provided support to CAs in their
assessments of institutions’ recovery plans by
publishing two thematic comparative reports
on recovery plans across the EU. The first Re-
port, which was published in March 2015, fo-
cused on core business lines and critical func-
tions and the second, published in December
2015, analysed recovery plan scenarios.

The thematic comparative analysis on recov-
ery plan scenarios was undertaken on 19 re-
covery plans across the EU. Scenario analysis
is a key part of a sound recovery plan, mainly
because it allows institutions and supervisors
to test the feasibility of recovery options and
the adequacy of recovery indicators. Overall,
the EBA analysis has shown that in a number
of recovery plans the approach chosen for the
scenario analysis is already broadly in line with
the BRRD requirements while others remain
at a less advanced stage. Among the latter,
areas for improvement included the relevance
and severity of the scenarios and their impact
on the relevant recovery indicators.

2015

Finally, recognising the special nature of con-
duct risk and its potential prudential impact
on institutions, the EBA undertook a stocktak-
ing exercise of current supervisory practices
in this area. The topic of conduct risk has been
discussed at the EBA table at different levels
and on several occasions and the EBA has
been encouraging supervisors to pay particu-
lar attention to this topic for some time now,
including adding conduct risk to the EBA 2015
Colleges Action Plan as a specific topic for su-
pervisory attention.

In the context of the EBA's strategy on supervi-
sory convergence, a stock-take of supervisory
practices and supervisory responses to con-
duct risk was organised in 2015 focusing on
four areas:

= conduct risk losses and institutions’ ap-
proaches on conduct risk

= supervisory responses
= supervisory assessment

= cooperation among supervisors and exter-
nal auditors

ONGOING WORK

ANNUAL REPORT

The EBA will aggregate the findings on conduct risk in
2016 to have an overview of the conduct risk incidents that
occurred in institutions across the Union in the period
2013 to mid-2015, along with an analysis of incidents and
practices [type of incidents] that led to the respective con-

duct risk losses.

Figure 11: Assessment of the process and content of joint decisions
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Promoting convergence through
supervisory policy

Supervisory convergence in the EU is under-
pinned by a number of EBA policy documents.
In 2015, the EBA policy work on supervisory
convergence focused on Pillar 2 issues and
so, with the aim of addressing ambiguity and
bringing about a higher degree of conver-
gence, the EBA published an Opinion on the
interaction of Pillar 1, Pillar 2 and combined
buffer requirements and on the maximum
distributable amount (MDAJ. Additionally in
the context of Pillar 2, the EBA is currently
developing policy on Information and Commu-
nication Technology (ICT) risk, the outcome of
which will complement the EBA SREP guide-
lines. Finally, the EBA is also elaborating poli-
cy on simplified obligations for recovery plan-
ning under the BRRD.

Firstly, in December 2015, the EBA — prompt-
ed by the EBA Guidelines on common SREP
methodologies on the articulation of Pillar 2
capital requirements and the evident ambi-
guity deriving from the reading of the related
CRD provisions leading to different supervi-

sory approaches with regard to identification
of the trigger and calculation of the MDA —
published an Opinion on the MDA. The Opin-
ion clarifies the provisions of Article 141 of
the CRD limiting the distribution of interim
and year-end profits to pay dividends, variable
remuneration and AT1 payments in case of
breaches of the combined buffer requirement.
The Opinion aims to contribute to the consist-
ent application of the Single Rulebook and
to supervisory convergence in relation to the
stacking order of capital requirements avoid-
ing detrimental effects to the Single Market
and to capital markets.

The Opinion restates the relevance of the
stacking order of capital requirements [Pil-
lar 1 minimum requirements + Pillar 2 ad-
ditional own funds requirement + Combined
Buffer requirements — see Figure 12) for both
triggering the breach of the combined buffer
and for the MDA calculation and invites CAs
to consider requiring institutions to disclose
MDA-relevant capital requirements or at least
not prevent or dissuade any institution from
disclosing this information. The Opinion also
emphasises on the need for CAs to consider

Ensuring that banking supervision practices are convergent and con-
sistent across the EU is one of the cornerstones of the integrity of the
Single Market, as well as a major aspect of the EBA mandate. Despite
the existence of common rules, divergent supervisory practices and
outcomes pose a potential risk to the effective oversight of cross-border
groups and the development of a level playing field in financial services.

Our work on supervisory convergence is easily explained by the three
“Cs”: Compliance with the Single Rulebook, Comparability of supervi-
sory practices and Consistency of supervisory outcomes. With my team,
we work hard to achieve a situation where EU institutions with similar
risk profiles and business models can be assessed by the various CAs
in a consistent manner, and are also subject to comparable supervisory
expectations, actions and measures.

Slavka Eley

HEAD OF THE SUPERVISORY
CONVERGENCE UNIT
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any restrictions to distribution arising from
the application of the MDA framework, jointly
with the assessment of the Capital Conserva-
tion Plan (Article 142 of the CRD) and of the
potential funding risks relating to restricting
AT1 payments. The Opinion also advises the
Commission to increase the clarity of the rel-
evant CRD provisions and to reconsider the
automatism of the restrictions, in particular
with regard to ATT instruments.

It is expected that the Opinion will support
the consistent application of distribution re-
strictions in order to promote a level playing
field across the Single Market and that it will
provide greater certainty for banks’ capital
planning needs. Furthermore, transparency
in Pillar 2 outcomes should provide clarity for
investors in banks.

Furthermore, building on the operational risk
component of the common SREP guidelines,
in 2015, the EBA initiated its policy work with
CAs on assessing ICT risk in banks, with the
aim of bringing about consistency in super-
visory understanding and supervisory ap-
proaches to assessing this risk. Although
the benefits of using ICT in banks are gener-
ally recognised and clear-cut, the ICT risks in
banks are much less known and, therefore,
often underestimated.

ICT risks like outsourcing to the cloud and as-
sessing ICT risk as a prudential risk in banks
were the focus in 2015. A joint workshop by the
EBA with the European Union Agency for Net-
work and Information Security (ENISA), on the
use of cloud services in the EU banking sector
brought together information technology (IT)
supervisors from EU CAs, IT officers from EU
banks and large cloud service providers. The
participants engaged in panel discussions on
the challenges faced by banks in adopting the
cloud, views on existing guidance for supervi-
sors in monitoring the risks faced in the de-
ployment of cloud services as well as on the
lessons learned on the safe implementation
of cloud services by three large providers. The
outcomes of this work will be finalised in 2016.
The EBA is also developing guidelines for su-
pervisors for assessing ICT risk as part of the
SREP, which will complement the existing
guidance under operational risks in the guide-
lines on common SREP methodologies, to be
published in 2016.
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Figure 12: Stacking order of own funds requirements
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Finally, to support its policy work on simpli-
fied obligations for recovery planning, the
EBA, jointly with the ECB, organised a work-
shop in June 2015 on the implementation of
simplified obligations for recovery planning
under Article 4 of the BRRD. The main aim of
the workshop was for SSM and non-55M CAs
to share their initial approaches and evolving
practices in applying simplified obligations
for recovery planning, as well as to identify
the main challenges and areas of emerging
divergences.

The workshop covered the methodology for
determining the eligibility for simplified obli-
gations, the subsequent reduced scope for the
content of recovery plans, and the assessment
of simplified recovery plans. The work done to
date on this topic will be the basis for further
EBA policy work on simplified obligations.

Direction of loss
impact

Combined buffer
W Total Srep capital

requirement

Minimum own

funds(P1)

47



EUROPEAN BANKING AUTHORITY

48

Promoting supervisory convergence
through EBA training programmes

The EBA's work on supervisory convergence
also looks to common EU training on key ele-
ments of supervisory practices.

In 2015 the EBA, notwithstanding the cut in its
sought 2015 training budget, provided a record
number of 24 training programmes to staff of
CAs, an increase of 41 % from training offered
in 2014 reaching more than 1, 000 participants
(see Figure 13). The EBA training in 2015 (see
Figure 14) consisted of 16 sectoral training
programmes, of which two were cross-secto-
ral and co-organised with EIOPA and five were
soft skill training. 1, 018 participants in total
attended EBA training programmes in 2015,
with some candidates placed on the waiting
lists for training sessions that were oversub-
scribed.

The majority of the EBA's sectoral training pro-
grammes, 13 in total, were held at the EBA's
office in London however following increasing
demand from individual CAs, four trainings
were repeated locally in order to avail these to
a large number of their staff in a more cost
effective manner. These training programmes
were: ‘Assessment of recovery plans and joint
decision on group recovery plans’ held at the
Bank of Slovenia which was open to partici-
pants from other CAs; and the following which
were delivered to ECB staff in Frankfurt: "Su-
pervisory Assessment of Recovery Plans’,
‘Common European SREP framework  and

‘Supervisory Colleges Functioning’. 50 par-
ticipants attended each of the trainings at the
ECB. All costs pertaining to the trainings were
kindly met by the hosting authorities.

Furthermore, for the first time in 2015, de-
mand was such that two EBA training pro-
grammes were held concurrently on 26-27
November 2015, ‘Guidelines on Security of In-
ternet Payments’ in London and "Supervisory
Colleges Functioning and Capital and Liquidity
Joint Decisions’ in Frankfurt. This meant that
the EBA was able to meet demand and at once
reach a larger number of staff at the CAs.

Coinciding with the entry into force of the
BRRD in January 2015 and the subsequent
national transposition, training in the area
of recovery planning was needed in order to
provide relevant stakeholders with a common
understanding of the regulatory framework
for assessing recovery plans by EU CAs. The
EBA, therefore, provided such training to both
EU supervisors and industry participants.

In 2015, the EBA staff and the European Uni-
versity Institute (EUI) began collaborating for
both physical and online trainings. The EUl in-
vited speakers from Queen University, Canada
and Imperial College, London to the EBA’s
annual seminar on ‘Market Risk’ held on 4-5
November 2015 which was the Agencies’ first
joint training. Based on feedback received
from participants, the innovative format with
its mix of presenters (academic, industry and
regulator]) stimulated in-depth discussions

Figure 13: Overview of the training the EBA has provided to EU Competent Authorities from
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and provided supervisors with a great oppor-
tunity to gain additional knowledge from the
academics, address existing challenges with
industry experts as well as share experiences
on lessons learned.

With regard to online training, following ex-
tensive research on the need to create a web-
based training for supervisors, the EBA Board
of Supervisors (BoS) supported that the EBA
should build on its unique position to further
promote supervisory convergence by signifi-
cantly extending its training offered. To this
end, the EBA, with the technical expertise of
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the EUI, developed, streamed and tested a
pilot online tool on ‘Assessment of Bank Re-
covery Plans’. The feedback from participants
was positive with most attendees eager for the
launch of the online modules.

Finally, the EBA continued its cross-sector pro-
gramme in 2015 and co-organised two training
programmes led by EIOPA: ‘Group supervision
under Sl and colleges of supervisors” held on
7 8 May 2015 in Berlin and ‘Supervisory Hand-
books in Insurance and Banking” on 14 and
15 December 2015 in Frankfurt am Main.

Figure 14: Overview of the Technical Training events the EBA provided to Competent Authorities

in 2015
No  Title Date Host Attendees
T Seminar on Supervisory Colleges Functioning 10-11 March EBA. London 36
7 Supervisory assessment of recovery plans — Introduction to the module  11-17 March EBA, London 43
of the EBA Supervisory Handbook
3 Supervisory assessment of recovery plans — Introduction to the module 16 March ECB, Frankfurt 70
of the EBA Supervisory Handbook (for ECB SSM staff only)
4 Data Analysis Systems in Supervision 18-19 March EBA, London 63
5 EBA-FSI Joint Training on CRD IV-CRR/Basel 3: Latest Developments and  21-23 April EBA. London b5
Implementation Challenges
6 Importance of Liquidity Risk Management for the stability of individual 27-19 April Luxembourg 20
banks and the financial system
7 Cross-sector training: Group supervision under SII and colleges of 7-8 May Berlin, Germany b4
Supervisors
8 Common European Supervisory Review and Examination process (SREP)  11-12 June EBA, London 59
framework — The EBA Guidelines on SREP
9 Workshop on Mediation 30 September EBA, London 18
10 Data needs for risk analysis purposes 1-2 October EBA. London 69
11 Data Point Model and XBRL 7-8 October EBA. London 42
12 Supervisory assessment of recovery plans and joint decision on group 19-20 October Ljubljana, Slovenia b8

recovery plans (Hosted by Bank of Slovenia)

13 Seminar on Market Risk (EBA joint with EUI 4-5 November EBA. London 68

T4 Common European Supervisory Review and Examination process (SREP) — 19-20 November ECB, Frankfurt 50
framework — The EBA Guidelines on SREP (for ECB SSM staff only)

15 EBA Guidelines on Security of Internet Payments 26-27 November EBA. London 70

16 Seminar on Supervisory Colleges Functioning and Capital and Liquidity 26-27 November ~ ECB, Frankfurt 50
Joint Decisions (for ECB SSM staff only)

17 XBRL/DPM for Developers and Technical Support staff 8-9 December EBA. London 33

18 Cross-sector training: Supervisory Handbooks in Insurance and Banking ~ 14-15 December Frankfurt am Main Al

19 Common European Supervisory Review and Examination process (SREP)  16-17 December EBA, London b1
Framework — the EBA Guidelines on SREP

Total 970
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Figure 15: Overview of the Soft Skills Training the EBA provided to EU Competent Authorities in

2015
Title Date
Structured Analysis and Writing 10 November
Structured Analysis and Writing 13 November
Structured Analysis and Writing 23 November
Structured Analysis and Writing 3 December
Structured Analysis and Writing 17 December
Total

Location Attendees
EBA. London 11
EBA. London 10
EBA. London J
EBA. London 9
EBA. London 1
48

ldentifying, analysing and addressing key risks in the

EU banking sector

Since its foundation, the EBA has contributed
to ensuring the stability, integrity, transparency
and orderly functioning of the EU banking sec-
tor. In addition, the EBA has carried out work
in the macroprudential field, especially, the one
connected to shadow banking. It achieved all
this through monitoring and assessing market
developments as well as through the identifica-
tion of trends, potential risks and vulnerabilities
across the EU banking system. Policy actions
have been activated when deemed necessary
based on such analyses.

Over time, the EBA has developed a compre-
hensive risk infrastructure, including super-
visory reporting standards, solutions for data
collections and tools for data usage. For keep-
ing the quality of outputs of such infrastruc-
ture at the highest level, the EBA identified the
importance of common definitions, compa-
rable data and overall transparency on bank
information as key.

The EBA's main outputs for identifying, ana-
lysing and addressing risks in the EU banking
sector include: Risk Dashboards, semi-annu-
al risk reports, and transparency and stress
test exercises.

Monitoring the evolution of the EU
banking sector

As part of the EBA's assessment of the risks
and vulnerabilities of the EU's banking sys-
tem, the EBA continued to produce its Risk
Assessment Report (RAR] twice a year. This
public report is the main product for discharg-
ing the EBA's responsibility to highlight risks to
the Parliament, the Council, the Commission
and the ESRB, and it is available on the EBA
website. The report provides a forward-looking
view of risks based on supervisory and market
data as well as on market intelligence. Another
main input is the risk assessment question-
naires sent to banks and to market analysts.

The EBA Risk Dashboards are another compo-
nent of the regular risk assessment conducted
quarterly by the EBA and complement the Risk
Assessment Report. They summarise the main
risks and vulnerabilities in the banking sector
on the basis of the evolution of a set of Key Risk
Indicators (KRIs). With extended list of reporting
entities as well as increased number of KRls,
during 2015, the EBA dedicated substantial work
for improving the Risk Dashboard. For ease of
interpretation and use, and for clearer under-
standing of the KRI computation, the EBA also
produced the Methodological guide on risk indi-
cators and detailed risk analysis tools. The guide
will serve the EBA compilers of risk indicators
and internal users. The new Risk Dashboard will
be introduced at the beginning of 2016.



Figure 16: New EBA Risk Dashboard
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Contributing factors/interactions

NPL ratios remain on elevated levels compared to their long-term history
and geographical comparatives, although declining over the year. Further
NPL sales and other measures for NPL resolution will be needed to
improve asset quality. Credit risk remains heightened for some parts

of the EU and for exposures in emerging market and commodities. An
improvement in asset quality strongly depends on further economic
recovery. However, economic prospects are fragile, owing e.g. to
developments in China and other EM economies.

Changes in market sentiment and market liquidity could lead to further
price volatilities in all asset classes. Heightened volatility of asset
valuations, interest and exchange rates is expected, also due to potential
additional and diverging monetary policy actions around the globe.

Information and communication technologies remain a key operational
risk. This includes cyber attacks, which are increasing in scope and
sophistication. A further growing level of outsourcing and cost cutting
measures adds to increasing operational risks.

The increase in real estate based lending and loans to small and mid-
sized enterprises (SMEs) further aggravates the vulnerabilities in these
loan exposures. Increasing real estate lending aggravates risk of price
bubbles in some real estate markets. Also concentration in sovereign
exposures as well as in the exposures towards certain countries (e.q.
towards Brazil or China) remains high at some single names.

The scope of identified misconduct practices remains wide and
misconduct costs high. Recent and further potential drivers for litigation
risks are related to FX, investments in sovereign bonds and mis-selling of
subordinated debt instruments to retail investors.

Profitability remains weak, driven by further declining net interest
margins not compensated by income from fees and commissions.
Profitability is also negatively influenced by growing competition from
shadow banking institutions and Fintechs. Banks profitability suffers
from low quality of assets in several jurisdictions and from conduct
cost at several banks, too.

Amid volatile funding spreads, no major constraints could be abserved
for the issuance activity for secured and unsecured instruments.
Recently, yields in the ATT and T2 markets have widened significantly.
There has been a bias towards short term maturities of senior unsecured
instruments as banks are waiting for further clarifications around MREL
before issuing long term instruments. This increases risks from maturity
mismatches.

There has been less supply of senior unsecured than secured instruments
recently, not at least due to Lower yields on the latter. Uncertainties about
TLAC and MREL are affecting issuance of subordinated debt instruments,

and to a lesser extent senior unsecured bonds.

b1



EUROPEAN BANKING AUTHORITY

Level of risk
Last quarter (memo) Current quarter
Expected Forward
Bank risk Risk drivers Level trend Level trend Contributing factors/interactions
Regulatory MREL, structural As before, it is expected that the impact of regulatory reforms, including
and legal reforms those on harmonisation of risk weights, will be muted. On MREL further
environment > = clarification will be needed in many countries before banks will be able to
issue complying instruments. Structural refoms remain a key concern in
= some jurisdictions as they are the basis for NPL transactions.
= Fragmentation  Funding, Fragmentation among jurisdictions of asset quality, profitability and
= assgtqqql\ty. - > - > funding structure, and also supervision, remains high.
= profitability,
supervision
Sovereign risk  Debt overhang Risk of debt restructuring and challenges from a large debt overhang
| > | =>  insome countries remain high. Significant sovereign exposure leads to
elevated vulnerabilities of some banks.
LEVEL TREND The level of risk summarises, in a judgmental fashion, the probability of the materialisa-
W figh A Increasing tion of the risk factors and the likely impact on banks. The assessment takes into consid-
Medium > Stable eration the evolution of market and prudential indicators, National Supervisory Authorities and
B low W Decreasing banks™ own assessments as well as analysts views.

One the key objectives of the EBA is to improve the functioning of the EU
internal market by ensuring its integrity and transparency, strengthen-
ing supervisory coordination and enhancing consumer protection. But
for all this to be achieved, the EBA needs to have accurate information
and appropriate tools, so that risks across the global financial system
can be correctly understood and addressed.

In 2015, we were able to provide market participants and the broader
community with timely and unique information on the EU’s banking sec-
tor. We also produced in depth analyses and risk indicators based on our
EU-wide harmonised definitions and user-friendly assessment tools.

Luis Garcia

STATISTICIAN IN RISK
ANALYSIS UNIT Throughout 2016, the EBA will keep on playing a key role in addressing

the continuously changing landscape of the EU banking industry. Our
informative products, ranging from Rrsk Dashboards to the supervisory
benchmarking report, the transparency exercise and the disclosure of
indicators on systemic importance, testify to this role.




Based on the definitions of non-performing
and forborne exposures (published in the
Commission Implementing Regulation (EU)
No 2015/227 (*?) in 2015) and supervisory re-
porting data provided by banks, the EBA moni-
tors trends in asset quality across EU coun-
tries. The EBA has contributed to discussions
about NPLs in the EU’'s Economic and Finan-
cial Committee (EFC) and Financial Services
Committee (FSC) with analyses of the link
between capital ratios, NPL ratios and banks’
willingness to lend as well as the changes in
banks’ business models and their profitability.

The EBA also makes use of market data, mar-
ket intelligence and supervisory sources to pro-
vide information to its board and other public

(?) The regulation is the version published in the of-
ficial journal of the EBA definitions of non-perform-
ing exposures and forbearance published as final
ITS in 2013 and revised in July 2014. (Implement-
ing Regulation (EU)) No 680/2014 laying down
Implementing Technical Standards with regard to
supervisory reporting of institutions according to
Regulation (EU) No 575/2013 of the European Par-
liament and of the Council, http://eur-lex.europa.
eu/legal-content/EN/TXT/?uri=0J:J0L_2015_048
_R_0001].
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authorities. For example, it produces weekly
newsletters on liquidity and funding and on
developments in the bank equity, CDS and EDF
markets. In 2015, it also provided internally and
to the BoS the EU banks’ performance reports,
with granular bank-by-bank data, based on
quarterly results of large EU banks.

In September 2015, the EBA began issuing a
report on banks’ asset encumbrance, which
will be published annually on the EBA's web-
site. The supervisory reporting on asset en-
cumbrance is pursuant to the CRR mandate
and the recommendations by the ESRB on
the funding of credit institutions (ESRB/12/2),
published in February 2013.

Besides regular reporting, the EBA also con-
tributed to ad hoc studies. At the beginning of
2015, the EBA published a paper on the po-
tential implications of regulatory measures on
banks” business models. The paper focused
on the possible changes that banks may have
to introduce, while adapting their way of doing
business to the new regulatory requirements.
In addition to this paper, the EBA conducted
many other studies, which were for internal
use or were only presented at the meetings of
its governing bodies.

Figure 17: Virtuous circle of the relationship between NPL and coverage ratios
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Working on asset quality assessment is both very challenging and in-
tensively rewarding. Starting with the challenges, and there are many,
there is first the issue of understanding how we want to assess the
level of NPLs in Europe. We have to imagine that not so long ago, truly
harmonised definitions on asset quality were not in place. Of course,
there were the accounting framework and the CRR which had already
achieved a lot in terms of asset quality definitions. However, many ar-
eas of possible or actual inconsistencies could be found when looking
in details into the definitions available in these two frameworks. That
Is why a couple of years ago we had to provide a new definition of non-
performing exposures and forbearance.

Ensuring consistency in data and in the use of definitions, as well an-

: ticipating the impact of the changes in accounting standards on the

| : definition of NPLs, will be the future challenges for the EBA in this area.
Remi Boutant : . - - :

Working on asset quality issues requires both theoretical and practical

BANK EXPERT IN THE RISK knowledge of accounting, credit risk, capital and other supervisory tools

ANALYSIS UNIT and rules, as well as analytical skills to deal with data. This is rather
B complex but asset quality is an area where there is always something

new to do, different issues to be investigated and solved and this is what
makes this job stimulating and demanding at the same time.

Preparing for the 2016 EU-wide stress test  Ensuring transparency

In 2015, the EBA carried out significant pre-
paratory work for the 2016 EU-wide stress
test. Key elements of this stress test were al-

) _ To foster more consistency in banks’ disclo-
ready published in July 2015.

sures, the EBA conducted an EU-wide transpar-

) ency exercise during the second part of 2015.
In November 2015, the EBA published a re-

viewed draft stress test methodology note

: The data, covering 105 banks from 21 coun-
together with the draft stress test templates.

tries across the EU and Norway, was released

The relevant stakeholders were encouraged on 24 November 2015. The EBA published on
to comment both on the methodology and the i1 \yepsite an extensive collection of bank-by-

temp_lates. Th.e EBA.aLso organised a physical 15 data, including a wide range of interac-
meeting for discussing the draft methodology iy to0(s to facilitate the analysis and visu-
note and templates with the relevant stake- 4iisation of the results. The publication was

holders. complemented with a report summarising the
aggregate results of the exercise and provid-
ing an overview of the recent developments
across EU banks (see Box 4).

The launch of the stress test was set at the
end of February 2016 (%)

(] More on the 2016 EU-wide stress test can be found
in the chapter "Key areas of focus for 2016’
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Figure 18: Results of the 2015 EU-wide transparency exercise
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As in previous exercises, the disclosure in-
cluded information on capital, RWA, profit and
losses, credit risk positions (including secu-
ritisation), exposures to sovereigns and mar-
ket risk exposures. In addition, data on NPE
and forborne exposures based on harmonised
EU definitions were included for the first time.

The data processing and collection and pro-
cedures for the 2015 exercise was a major
step forward as the EBA mostly relied on the
information reported to it on a regular basis
through the supervisory reporting frameworks
(FINREP, COREP). For the first time, templates
were filled in centrally by the EBA and sent for
verification by banks and supervisors. In this
process, the EBA processed and disclosed up
to 13,600 data points for each bank involved;
this amounted to over 1.3 million data points
published in aggregate form.

bh



EUROPEAN BANKING AUTHORITY

bo

BOX 4 — Results of the 2015 EU-wide transparency exercise

EU banks showed a solid capital position in June 2015. The aggregate CET
capital ratio for the 105 banks in the sample was 12.8 %, with the Tier 1 (T1)
capital ratio at 14.0 % and the total capital ratio reaching 16.7 %. The fully
loaded CET1 ratio, i.e. computed without the application of the transitional
adjustments, reached 12.0 %.

EU banks’ leverage ratios also benefited from capital improvements in recent
years. The aggregate reported leverage ratio was 4.9 % as of June 2015.

The banks in the sample reported an aggregate weighted NPE ratio close to 5 %
for all on-balance-sheet debt instruments; 5.6 % when considering only loans
and advances, and types of instrument that generated the majority share of NPE.

The geographical breakdown of the NPE ratio showed a great dispersion
across the different countries in the European Single Market. In general, banks
in those countries that had been subject to more financial and/or economic
stress reported higher levels of non-performing exposures. In terms of gross
domestic product (GDP), the total of NPLs in the reporting banks represented
7.5 % of the total GDP.

In terms of profitability, banks reported an aggregate weighted average return
on regulatory capital (RoRC] of 9.1 % as of June 2015, a sharp increase com-
pared to December 2014 (4.65 %), and especially compared to December 2013
(0.44 %). Considering the seasonal effects that can lead to an overestimation
of RoRC as of June 2015, profitability remained a source of concern. There are
several drivers that explained these low returns: the context of continued low
interest rates squeezed banks’ interest margins; impairments remained an
important toll for banks, especially in some jurisdictions, and represented on
average 6 % of banks’ regulatory capital in June 2015, absorbing more than

11 % of their total net operating income; limited efficiency gains also contrib-
uted to dragging down banks™ net profits, with an average cost-to-income ratio
above 59 % as of June 2015; and finally, provisions linked, among others, to
conduct risk issues were still relevant especially in certain countries, pushing
down net profits and representing almost 2 % of banks” RoRC as of mid-2015,
and almost 4 % of banks’ total net operating income.

Figure 19: Weighted average NPE ratio for loans and advances per banks’ country
of origin compared to country’s GDP (June 2015)
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Figure 20: June 2015 - RoRC cascade whole sample
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Assessment of Pillar 3 reports

In 2015, the EBA resumed its assessment
of Pillar 3 reports (which include informa-
tion required by Part Eight of the CRR] that
had been interrupted in 2014 to focus on the
drafting of Guidelines on the use of the con-
cepts of materiality, confidentiality and pro-
prietary nature of information as well as on
the frequency of disclosures (*). The assess-
ment of Pillar 3 reports conducted in 2015
was the first to assess the compliance of
credit institutions” disclosures with the new
requirements introduced by the CRR that be-
came mandatory as of 1 January 2014.

The assessment covered areas where the CRR
introduced changes compared to the previous
requirements of Directive 2006/48/EC (CRDJ;
namely, risk management, own funds, capital
requirements, indicators of global systemic
importance, unencumbered assets, mar-
ket risk, remuneration policy and use of the
IRB approach to credit risk. The assessment
revealed that the consistency of disclosures

(“) EBA Guidelines on materiality, proprietary and con-
fidentiality and on disclosure frequency, December
2014, https://www.eba.europa.eu/regulation-and-
policy/transparency-and-pillar-3/guidelines-on-
materiality-proprietary-and-confidentiality-and-on-
disclosure-frequency

Operating expenses to RC

Provisions to RC
Impairments to RC
Taxes to RoRC

Other incomes/expenses to RC
Extraord P&L after tax to RoRC

had indeed increased when standardised
disclosure formats specified in RTS or guide-
lines were used. Nevertheless, challenges
of consistency and comparability remain for
other disclosure requirements where such
standardised formats do not exist, and further
improvements are still needed to fully com-
ply with disclosure requirements, especially
those newly introduced by the CRR, such as
those on risk management and credit risk un-
der the IRB approach.

Using macroprudential tools to prevent
and manage financial crises

In July 2015, the EBA published its Report on
macroprudential policy measures across the
EU. The objective of this Report was to take
stock of the range of practices applied by EU
Member States in relation to the provisions
for macroprudential policies set out in the
CRR and CRD 1V, focusing on the interaction
of macroprudential and microprudential ob-
jectives and tools. The Report will contribute
to the ongoing discussions regarding the im-
plementation of macroprudential measures
and will provide additional input to the regu-
latory work carried out by the Commission,
the EBA and the ESRB regarding macropru-
dential tools.
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Providing consistent, high-quality and
comparable data

Data quality assurance was a key area of work
for the EBA in 2015, following the broadening of
data collections in 2014 with the introduction of
new reporting standards, which provided fully
harmonised information on banks” own funds
(COREP) and balance sheet data (FINREP).
Significant resources were invested throughout
2015, leading to a number of improvements.

After having promoted the development and ap-
plication of validation rules and quality checks
in 2014, during the first half of 2015, over 1,500
validation rules were implemented in the EBA's
European Supervisory Platform [(ESP) (%)
These validation rules blocked the acceptance
of data not meeting strict quality requirements.
Validation rules and quality checks are run
regularly in conjunction with the transmission
of data from CAs to the EBA. Higher accuracy
and reliability of supervisory data have been
achieved due to this enhanced data flow.

The EBA puts emphasis on assuring com-
pleteness and timeliness of data, therefore,
data is regularly monitored to ensure high
quality. Feedback on timeliness, complete-
ness and accuracy of data were distributed to
the CAs, both at regular meetings and through
bilateral communication. Towards the end of
2015, improvements on completeness, timeli-
ness and data accuracy were noticeable. How-
ever, more work can and will be done in 2016.

() The EBA's ESP is the IT platform developed by the
EBA to allow each CA to submit microprudential
information, on an institution-by-institution basis.

ONGOING WORK

The revised FINREP will follow the application date of
IFRS? in the EU and the first reference date is foreseen
to be 31 March 2018. The EBA will finalise the draft ITS,
including the data point model, taxonomies and valida-
tion rules in 2016, allowing institutions one year for

implementation.
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ONGOING WORK

In 2016, the Risk Indicators data-
base will be expanded to include
more than 300 risk indicators to
provide a comprehensive set of
risk and financial information for
supervisory tasks.

The Memorandum of Understanding (MoU) for
sharing of microprudential data of individual
banks was updated in 2015, resulting in an ex-
tension to cover all CAs reporting ITS data to
the EBA. All supervisors joined a shared data-
base on a voluntary basis through which they
share and receive the KRIs of banks in the EBA
sample. In this dedicated database, supervi-
sors can analyse and compare the KRIs of 192
banks in the EBA's sample. For facilitating the
use of the shared data, the EBA further devel-
oped its analytical online tool, where supervi-
sors can create customised Risk Dashboards.

Implementation of International
Financial Reporting Standards (IFRS) 9
into FINREP

In July 2014, the International Accounting
Standards Board (IASB) issued IFRS 9 — Fi-
nancial Instruments, which supersedes the
reporting standard for financial instruments
in force in the EU since 2005 (IAS 39). IFRS 9
fundamentally changes the way financial in-
struments are accounted for and, therefore,
a thorough update of the financial reporting
framework for IFRS reporters included in
the ITS on supervisory reporting (FINREP) is
needed. Due to the importance of consulting
the institutions earlier in the process of ap-
plying changes to FINREP reporting, the EBA
launched a public consultation on the pro-
posed changes in December 2015.



2015

Protecting consumers monitoring financial innovation
and ensuring secure and efficient payment services

across the EU

In 2015, the EBA continued enhancing the pro-
tection of consumers, and promoting trans-
parency, simplicity and fairness for consumer
financial products and services across the
Single Market. The EBA further analysed the
retail conduct failure of financial institutions
which can cause not only significant consum-
er detriment, but can also severely undermine
market confidence, financial stability and the
integrity of the financial system.

In order to address some of the drivers of con-
duct failure, and to reduce consumer detri-
ment in the process, the EBA developed sev-
eral sets of regulatory requirements for the
products that are within the EBA's scope of
action, i.e. mortgages, personal loans, depos-
its, payment accounts, payment services and
electronic money. For issues that cut across
the banking sector but are relevant for the in-
surance and investment sectors, the EBA co-
operated closely with the other two European
Supervisory Authorities, EIOPA and ESMA.

The EBA also continued to fulfil its mandate
to monitor new and existing financial activities

and contributed to ensuring secure, easy and
efficient retail payments across the EU.

Protecting consumers

The EBA's work on consumer protection is
aimed at reducing consumer detriment when
purchasing retail banking products and ser-
vices. In 2015, the EBA developed require-
ments at all three stages of the interaction
between consumers and financial institutions:

= before the consumer decides to purchase a
product (i.e. pre-sale);

= when the consumer makes the decision to
purchase the product [i.e. at point of sale];

= after the consumer has purchased the prod-
uct (i.e. post-sale).

In July 2015, the EBA published the Guidelines
on product oversight and governance arrange-
ments for manufacturers and distributors of
retail banking products. These Guidelines es-
tablish a framework for robust and responsi-
ble product design and distribution by manu-
facturers and distributors.

ANNUAL REPORT
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The requirements for manufacturers cover
their internal control functions, identification
of the target market, product testing, product
monitoring, remedial actions, the selection of
distribution channels and information to dis-
tributors. The requirements for distributors, in
turn, cover the distributor’s internal arrange-
ments, identification and knowledge of the
target market, and information requirements.

Developing products with the consumer’s in-
terest, objectives and characteristics in mind
from the outset is a cornerstone of ensuring
good consumer outcomes, and should help to
re-establish and maintain confidence in the
banking sector. In addition, having good prod-
uct oversight and governance arrangements
in place might help reduce the need for CAs to
intervene in the markets ex post. The Guide-
lines will apply from 3 January 2017.

Furthermore, in support of the transposition
of the Mortgage Credit Directive (MCD), the
EBA published in August 2015 the Guidelines
on passport notifications for mortgage credit
intermediaries. The Guidelines formalise the
notification process between the national au-
thorities in the home and host Member States
and ensure that information on the provision
of services and the establishment of branch-
es, as well as on the transmission of notifica-
tions, the registrations, and the notifications of
changes is shared consistently across the EU.
They also include template notification forms
for exercising the freedom to provide services
and freedom of establishment, as foreseen in
Article 32 of the MCD. The Guidelines will ap-
ply from 21 March 2016.

Finally, in December 2015, the EBA published a
Consultation Paper on draft guidelines on re-
muneration policies and practices. With these
draft Guidelines, the EBA aims to address poor
remuneration policies and practices which it

ONGOING WORK

The EBA aims to produce a feedback statement and final-
ise the Guidelines on remuneration for sales staff in late

summer 2016.
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has identified as a key driver of miss-selling of
retail banking products and services. The draft
Guidelines provide a framework for financial
institutions to implement remuneration poli-
cies and practices that will link incentives with
the fair treatment of consumers, and reduce
the risk of mis-selling and resultant conduct
costs for firms.

The Guidelines emphasise the responsibility
of the management body, who will be in charge
of designing and monitoring remuneration
policies and practices, which should take into
account the rights and interests of consumers
but also promote the prevention of conflicts of
interests, the use of quantitative and qualita-
tive criteria for determining the level of varia-
ble remuneration, and retention of documents
for auditing purposes.

Furthermore, and as part of the EBA's effort
to support the transposition of the MCD, the
EBA published in June 2015 the Guidelines on
creditworthiness assessment. The Guidelines
provide greater detail on how creditors should
give effect to the relevant MCD provisions in
Articles 18 and 20(1), and thus contribute to
the EBA's objective of achieving a convergence
of supervisory practices for the directives that
fall into the EBA's scope of action. They estab-
lish requirements for verifying consumers’ in-
come, documenting and retaining information,
identifying and preventing misrepresented
information, assessing consumers’ ability to
meet their obligations under the credit agree-
ment, considering allowances for consumers’
committed and other non-discretionary ex-
penditures, as well as allowances for potential
future negative scenarios. The Guidelines will
apply from 21 March 2016.

Together with the Guidelines on creditwor-
thiness assessment, the EBA published in
June 2015 the Guidelines on arrears and fore-
closure, in support of Article 28 of the MCD.
These Guidelines establish requirements in
terms of policies and procedures for the early
detection and handling of payment difficulties
including staff training, engagement with con-
sumers, provision of information and assis-
tance to consumers, resolution process and
documentation of dealings with consumers
and retention of records.



Monitoring financial innovation

The EBA has an interest in contributing to the
success of innovative products and services,
either by establishing, where possible, regu-
latory frameworks and approaches that allow
innovative market segments to grow, and/
or proposing to the EU Commission and EU
co-legislators the areas in which such frame-
works should be developed and how these
frameworks should look like.

To that end, the EBA published in February
2015 an Opinion on lending-based crowdfund-
ing addressed to the Commission, the Parlia-
ment and the Council. The EBA focused its
work on the assessment of risks arising for
market participants as well as the drivers
of these risks, and the extent to which these
could be addressed in existing EU directives
and regulations. The Opinion identified the
Payment Services Directive (PSD) as the EU
legislative text that would be most relevant to
lending-based crowdfunding. However, even
if the PSD was to be applied to crowdfunding,
several risks are unlikely to be addressed by
existing EU law and therefore, the Opinion lists
a set of options on how to mitigate them.

Ensuring secure and efficient payment
services

In 2015, the EBA intensified its efforts with
regard to regulatory and supervisory conver-
gence in the area of payments. The EBA aims
to ensure secure, easy and efficient payments
across the EU. As a first step, the EBA issued
final Guidelines on the Security of Internet
Payments, which have been applicable since
1 August 2015.

The EBA has also started working on the im-
plementation of the revised Payment Services
Directive (PSD2), which entered into force in
January 2016 and has conferred on the EBA
the development of six technical standards and
five sets of guidelines. To that end the EBA pub-
lished, in December 2015, a Consultation Paper
on draft regulatory technical standards on the
framework for cooperation and exchange of
information between CAs for passporting un-
der Article 28(5) of the PSD2. The aim of these
RTSs is to set out a harmonised framework
which will provide clarity to payment institu-
tions about regulatory requirements and, in so
doing, will foster the cross-border provision of
payment services in the EU internal market.

2015

ONGOING WORK
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The EBA expects to produce a feedback statement and
finalise the RTS on passporting notifications under the
revised Payment Services Directive in summer 2016.

Also under the PSD2, the EBA published a
Discussion Paper on strong customer authen-
tication and secure communication. The dis-
cussion paper was developed jointly with the
ECB and it preceded a Consultation Paper on
the draft RTS on strong customer authentica-
tion and secure communication, which is cur-
rently foreseen for the second quarter of 2016.
These RTS will be crucial in achieving the ob-
jective of the PSD2 of enhancing consumer
protection, promoting innovation and improv-
ing the security of electronic payment services
across the European Union.

The RTS will specify the requirements of the
strong customer authentication, exemptions
from the application of these requirements,
requirements to protect the user's security
credentials, requirements for common and
secure open standards of communication
and security measures between the various
types of providers in the payments sector. This
particular technical standard is developed by
the EBA in close cooperation with the ECB,
through the Forum for the Security of Re-
tail Payments (SecuRe Pay] which is jointly
chaired by the ECB and the EBA.

Finally, in December 2015, the EBA also
launched a Consultation Paper on draft RTS on
the separation of payment card schemes and
processing entities under Article 7(6) of the
Interchange Fee Regulation (IFR]. The draft
RTS require payment card schemes and pro-
cessing entities to have accounting processes
in place to produce annual audited informa-
tion related to separated balance sheets, and
profit and loss accounts, to separate work-
spaces, and to ensure the independence of
senior management, management bodies and
staff. They also set out requirements related
to the use of shared services and a shared in-
formation management system, the treatment
of sensitive information, a code of conduct and
the separation of annual operating plans.
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Other activities

In June 2015, the EBA published its annual
Consumer Trends Report. The report high-
lighted eight relevant trends that may be the
basis for potential future work by the EBA in
the area of consumer protection. These trends
included household indebtedness, with a spe-
cific focus on mortgages; transparency and
comparability of banking fees; innovation in
payments; structured deposits; commercial
selling practices and remuneration, in par-
ticular, as a key causal driver of mis-selling;
and alternative financial services providers.
The report highlighted two trends for the
first time: the use of banking consumer data,
which is increasingly used by financial and
other institutions to generate additional rev-
enue; and negative interest rates and its ef-
fects on consumer contracts, both on deposits
and loans. The report also listed the measures
that the EBA will take in 2015/16 to address
these trends.

ONGOING WORK

The EBA expects to produce a feedback statement and
finalise its proposal in spring 2016, to align with the trans-
position date of the MCD, set for 21 March 2076.
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The EBA continued its work in the area of pay-
ment accounts. In March 2015, the EBA pub-
lished the Guidelines on national provisional
lists of the most representative services linked
to a payment account and subject to a fee un-
der the Payment Accounts Directive (PAD).
The Guidelines aimed at will in turn form the
basis for guiding CAs in the development of
provisional lists of the most representative
payment accounts services that are subject to
a fee. The PAD required CAs to submit their
lists by 18 September 2015. These lists will in
turn assist the EBA in developing standardised
terminology that will be applicable across the
EU Single Market and will be used as the basis
for two new information EBA documents: the
Fee Information Document and the Statement
of Fees, which are expected to be ready for
public consultation later in 2016. The Guide-
lines applied from May 2015.

Finally, in November 2015, the EBA published
a Consultation Paper on the EBA benchmark
rate under Annex Il of the MCD, in which the
EBA set out its proposal for how the EBA rate
should be calculated by creditors when calcu-
lating the illustrative example of the annual
percentage rate of charge (APRC] and the il-
lustration of a maximum instalment amount
to be included in the European Standardised
Information Sheet (ESIS).




International engagement

Participating in the Basel committee
process of regulation and supervisory
repair

The EBA actively participates in meetings of
the Basel Committee on Banking Supervision
(BCBSJ, a number of its expert sub-commit-
tees [the Policy Development Group and the
Supervision and Implementation Group), and
a range of specialist Working Groups and Task
Forces, including on capital, liquidity, the lev-
erage ratio, large exposures, the prudential
treatment of assets, the scope of regulation
consolidation (the EBA is the co-chair of this
Task Force), risk measurement, ratings and
securitisation, banking book, trading group,
margining rules, anti-money laundering (AML)
and accounting.

As in 2015, while working on the regulatory
review of the IRB Approach at EU level, the
EBA will continue to participate in the BCBS
discussions where the EBA will advocate the
solutions that will lead to enhanced qual-
ity of the internal rating systems and greater
comparability of capital requirements, at the
same time ensuring appropriate level of risk
sensitivity. In view of the need to maintain con-
sistency between global and EU standards, it
is possible that the global developments may
influence the scope and timelines of the EBA's
work in this area.

As regards the leverage ratio, the EBA con-
tributes, where needed, to the specification of
the BCBS definition of the ratio. This includes
answering frequently asked questions (FAQs)
and contributing to the development of new
rule text. The monitoring of the leverage ratio
is an essential part of this work, and is based
on the BCBS QIS exercise which, in turn,
is based on the EU voluntary QIS exercise.
Through its participation in this work, the EBA
is well-placed to contribute to international
developments in this area (in particular in the
context of its work on the leverage ratio report)
and to incorporate developments in the BCBS
standards into the EU framework.

The EBA has contributed to the review of the
whole Market Risk Framework (known as
the Fundamental Review of the Trading Book]
recently published by the BCBS, as well as to

2015

ONGOING WORK

This EBA will continue its work on
AML/CFT standards in 2016.

the revisions to the CVA framework, which is
currently under way. In this regard, the EBA
is encouraging the adoption at international
level of several policy recommendations which
were included in the CVA report that the EBA
published in February 2015. The objective is
to recalibrate the framework to address the
excessive capital requirements posed by the
current approach, while at the same time en-
suring an appropriate level of risk sensitivity
and hedging recognition.

As for other areas of its work, the EBA is
mindful of the need to ensure consistency be-
tween international anti-money laundering
and counter-terrorist financing (AML/CFT)
standards and its own work on guidelines
and draft technical standards under the new
Union legal framework. Accordingly, the EBA
is contributing to the development of interna-
tional standards, including by participating in
specialist Basel Committee working groups
and by supporting the Commission’s delega-
tion to the Financial Action Task Force. In
2015, in line with its own priorities and work
programme, the EBA focused in particular on
guidance on the risk-based approach to AML/
CFT, the cooperation of home and host AML/
CFT supervisors and criteria for effective AML/
CFT supervision.

The EBA was involved in the work of the Basel
Committee regarding a number of regulatory
initiatives. The EBA took part in the develop-
ment of the revised Pillar 3 Framework that
was issued in January 2015 and contains man-
datory templates for the disclosure of quanti-
tative information (*). The EBA is also involved
in the work of the Task Force on the Pruden-

(%) Standards on Revised Pillar 3 disclosure require-
ments, Basel Committee on Banking Supervision,
http://www.bis.org/bcbs/publ/d309.pdf
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tial Treatment of Assets, which assesses the
differences and commonalities in the super-
visory and banks’ classifications of assets for
credit risk purposes. As a result of this as-
sessment, definitions of NPE and forbearance
are planned to be issued in March 2016. These
definitions are similar to those that the EBA
released in October 2013.

In addition, the EBA participated in the Ba-
sel Committee’s Supervision implementation
group (SIG) benchmarking exercises in 2015
(e.g. several interviews with banks as well as
methodological discussions) and in the SIG
monitoring of developments in bank modelling
practices for banking and trading book as the
Basel Committee revises the capital frame-
work. This involvement encompasses the de-
velopment of sound practices for supervisory
approaches to model validation in the banking
book. Furthermore, the EBA was included in
the development of case studies and sound
practices to support supervisors with parts
of the current and future IRB approaches that
are challenging to implement.

The EBA has also been actively involved in
the Working Group on Margin Requirements
(WGMR] that was jointly set up by the BCBS
and the I0SCO. The WGMR, after develop-
ing the framework on margin requirements
for non-centrally cleared OTC derivatives has
been mandated to monitor whether inconsist-
encies in the translation of that framework
into national regulations may impede its im-

plementation or allow regulatory arbitrage.
The EBA also supported the WGMR when as-
sessing the industry readiness in view of the
first implementation date of that framework
this year. To this end, a wide range of industry
stakeholders were consulted in order to better
understand current practices and the specifi-
cities of certain market segments.

Finally, the EBA supported the Basel Commit-
tee in respect to the identification of G-Sllis.
For the second consecutive year, the EBA pub-
lished information on G-Slis, which will be re-
peated on an annual basis in the future. This
data disclosure includes a range of indicators
used to assess the systemic importance of the
largest banks in the EU, to address too-big-
to-fail concerns. Following the internationally
agreed standards by the Basel Committee,
this effort allows for Global Systemically Im-
portant Banks (G-SIBs] to be identified, even-
tually leading to higher capital requirements.

Enhancing the resilience and crisis
management provisions for financial
institutions and financial market
infrastructures at the global level

As in previous years, the EBA has been actively
participating in key Financial Stability Board
(FSB]J activities under the Resolution Steering
Group (which leads the FSB’s work on resolu-
tion and resolution planning). This enables it
to ensure that global and European develop-




ments in resolution policy are well-coordinat-
ed (for example on the development of stand-
ards for loss-absorbing capacity). The EBA
has also contributed to FSB consultations on
the funding of banks in resolution and ensur-
ing operational continuity in resolution. The
EBA will continue to contribute to the FSB's
2016 work programme on resolution issues.

More recently, the EBA has also been involved
inthe Cross-Border Crisis Management Group
(CBCM] workstream on continuity of access to
financial market infrastructures and the new
Financial Market Infrastructures Cross-Bor-
der Crisis Management Group (fmiCBCM] (¥7).
The EBA aims to improve the understanding of
the links between financial market infrastruc-
tures and financial institutions and the impli-
cations of resolution actions in this sector by
sharing its crisis management experience in
the banking industry.

Working with the International Monitory
Fund (IMF)

EBA and IMF staff have a regular exchange of
views on matters relating to banking regula-
tion and supervision and financial stability, in
particular, in connection with the IMF's global
financial stability monitoring work.

The EBA worked on a guidance note to assist
CAs in compiling IMF Financial Soundness
Indicators (FSIs) for deposit takers using sta-
tistical input derived from the EBA ITS on su-
pervisory reporting. FSls are aggregated sta-
tistical measures for monitoring the current
financial health and soundness of a country’s
financial sector and its corporate and house-
hold counterparts.

This mapping may allow EU/EEA compilers
to compute FSls for ‘deposit-takers’ (banks),
based on ITS statistical inputs and thus, bring
more efficiency gains in terms of harmonised
concepts and definitions, coverage, periodicity
and timeliness in the EU-wide FSls. It may also
reduce reporting burden for their firms, since
in most of the cases, the relevant ITS statisti-
cal inputs are already available in-house and
have undergone rigorous quality checks.

(“7) The fmiCBCM coordinates the development and
implementation of resolution procedures for FMls
and in particular Central Counterparties (CCPS).
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Engaging with third-country authorities

The EBA continues to invest in relations with
non-European countries (third countries) as
these relationships support the cooperation
between EU CAs with supervisory authorities
in these countries, which in turn facilitates
information exchange and cooperation in the
supervision of many of Europe’s largest banks
with operations there.

The EBA was mandated under Article 161(7) of
the CRD to review and submit a report to the
Commission on the application of the CRD and
the CRR on the cooperation of the Union and
Member States with third countries, identify-
ing any areas which require further develop-
ment with regard to cooperation and informa-
tion sharing on a cross-border basis. The aim
of such an analysis was to identify areas in the
legislation which are not conducive to such
cooperation and to propose amendments on
how to foster better cooperation between the
EU and third countries. The review was based
both on observations from EBA participation
in EEA supervisory colleges and feedback
gathered from Member States.

The EBA concluded that there are no signifi-
cant concerns although legislative amend-
ments in the field of equivalence assessments
were identified as areas which could facilitate
better cooperation. As a result, the EBA Opin-
ion puts forward that a clear legal mandate
on equivalence assessments in the CRD and
CRR will clarify the EBA's role and will enable
coordinated, consistent and continued equiva-
lence assessments which will provide consist-
ency in the treatment of third countries across
Member States. It also seeks to ensure that
the EBA has sufficient resources on an ongo-
ing basis to fulfil these tasks. The Opinion was
submitted to the Commission and published
on the EBA website (“).

() EBA Opinion on cooperation with third countries,
https://www.eba.europa.eu/-/eba-identifies-areas-
of-improvement-in-the-cooperation-between-eu-
and-third-countries
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ONGOING WORK

The work on assessing the equivalence of confidential-
ity regimes will continue throughout 2016 and beyond as
annual rounds, with the evaluation of further authorities
scheduled.

Third-country supervisory authorities may
participate in EEA supervisory colleges, ac-
cording to Article 116(6) of the CRD, if the
confidentiality regime of these countries is
equivalent to the requirements laid down in
the CRD. For many of the EEA's largest cross-
border banks their operations in third coun-
tries are very significant. Therefore, having
those supervisory authorities in the colleges
of supervisors is of utmost importance.

In order to facilitate consistent participa-
tion of third-country supervisory authorities
in supervisory colleges, the EBA, on its own
initiative, issued a Recommendation on the
equivalence of the confidentiality regimes of
29 non-EU supervisory authorities from 13
countries (*). The recommendation is a step
towards consistent EU supervisory practices,
as all National Competent Authorities (NCAs)
agreed to comply with the findings which will
harmonise third country participation in EU
supervisory colleges.

() EBA Recommendation on the equivalence of
confidentiality regimes, https://www.eba.europa.
eu/regulation-and-policy/colleges-of-supervisors/
recommendation-on-the-equivalence-of-confiden-
tiality-regimes

b6

Additionally, in 2015, the EBA responded to
the Commission’s request for technical advice
on the equivalence of the legal and supervi-
sory regimes in specific third countries. The
jurisdictions assessed were identified and
prioritised in close cooperation with the Com-
mission. In 2015, the results of the EBA as-
sessment of six third countries were submit-
ted to the Commission in the form of a report
and an EBA Opinion on equivalence. The EBA
Opinion is intended to feed into a revised ver-
sion of the Commission Implementing Deci-
sion (2014/908/EU] which will have a signifi-
cant prudential impact on credit institutions’
capital requirements and large exposures as
it declares which countries are regarded as
equivalent and allows banks to use preferen-
tial risk weights for certain exposures to enti-
ties in these countries, as those for exposures
to debtors within the EEA as specified in the
CRR. The Implementing Decision, replacing
the former national assessments of equiva-
lence, will allow the EU to move towards a
uniform treatment of third-country exposures
by establishing a common list of third countries
with EU-wide recognition. This is a necessary
step in the context of a single market in banking.

In 2015, an Memorandum of Cooperation
(MoC) was signed between the EBA and the
supervisory authorities of South East Euro-
pean (SEE] countries — namely the Banking
Agency of the Federation of Bosnia and Her-
zegovina, the Banking Agency of the Republic
of Srpska, the National Bank of the former
Yugoslav Republic of Macedonia, the Central
Bank of Montenegro, the National Bank of
Serbia and the Bank of Albania — to establish
a framework for cooperation and information
exchange. The agreement has been reached
under the auspices of the Vienna Initiative
— the public-private network established to
safeguard the financial stability of emerging
Europe — and reflects the systemic role of
EU banking groups in the financial systems of
these SEE countries.
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The signing of the MoC is the result of the ef-
fort and commitment of the EBA and repre-
sentatives of the Vienna Initiative to enhance
cross-border cooperation and supervision.
The EBA intends to carry out further work with
SEE authorities to help align their supervision
and regulation with EU standards, while EEA
CAs and the EBA expect to benefit from their
contribution in the supervision of EU cross-
border groups.

Within this framework, the EBA will update
SEE authorities on the relevant developments
of the Single Rulebook and on the progress in
convergence of supervisory practices, thus fa-
cilitating their participation in the colleges of
supervisors. The signatory authorities have
committed themselves to providing the EBA
with regular and ad hoc information on devel-
opments in their banking systems, which will
be used for risk analysis purposes.
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Establishing Framework Cooperation
Arrangements

The BRRD has given the EBA powers to estab-
lish uniform standards for information shar-
ing and coordination on cross-border crisis
management between, on the one hand, EU
supervisory and Resolution Authorities and,
on the other hand, relevant non-EU responsi-
ble authorities. In this context, in 2015 the EBA
undertook the initiative to propose a Frame-
work Cooperation Arrangement with key au-
thorities in jurisdictions with major, global fi-
nancial centres. The Framework Cooperation
Arrangement endorses relevant international
standards and aims to facilitate the conclu-
sion and consistency of future cooperation
arrangements between any of the non-EU
counterparties and any EU supervisory or res-
olution authorities.

Figure 21: EBA in the context of the Banking Union
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Working on cross-sectoral issues

Contributing to the Single Rulebook
through cross-sectoral work under the
Joint Committee

In 2015, the Joint Committee continued its
work as a forum for cross-sector coordina-
tion and exchange of information between the
ESAs. Under the chairmanship of ESMA, the
Joint Committee focused in particular on the
consumer protection and cross-sectoral risk
assessment. In addition, the ESAs have also
made significant progress in those areas of
the Single Rulebook which require coopera-
tion across the banking, insurance and mar-
kets sectors, such as credit rating mappings,
securitisation and anti-money laundering.

In the area of consumer protection, the work
focused on the regulatory mandate on the de-
velopment of draft RTS pursuant to the Regu-
lation (EU) No 1286/2014 on Key Information
Documents (KID) for Packaged Retail Invest-
ment and Insurance-based products [PRIIPs]).
The Joint Committee published in June 2015
a technical Discussion Paper and in Novem-
ber a comprehensive Consultation Paper. The
latter addressed the presentation and content
of the KID, including methodologies for the
calculation and presentation of risks, rewards
and costs within the document, its review, re-
vision and republication of the KIDs, as well as
the conditions for fulfilling the requirement to
provide the KID in good time. The KID will help
retail investors in the EU to better understand
and compare PRIIPs across the EU.

The ESAs continued their policy work on
cross-selling practices. In view of legal issues,
the ESAs decided to abstain from issuing joint
guidelines on Cross-Selling practices and to
inform the Commission about the issues en-
countered. Nonetheless, the joint work carried
out paved the way for the adoption of ESMA
guidelines as required by the revised Markets
in Financial Instruments Directive (MiFID I1).

In 2015, the ESAs started work on the automa-
tion of financial advice which focuses on the
characteristics of automated financial advice
tools, potential benefits and risks associated

with increasing automation of financial ad-
vice for consumers and financial institutions.
In December 2015, a Discussion Paper was
launched for public consultation to assess
possible actions to harness the potential ben-
efits of this innovation and mitigate its risks.

In addition, the ESAs held their third Joint
Consumer Protection Day on 3 June 2015
hosted by EIOPA in Frankfurt with Commis-
sioner Jonathan Hill as the keynote speaker.
The event attracted over 300 consumer rep-
resentatives, academics, legal and financial
consultants, national supervisors, experts
from EU institutions and the financial services
industry (banking, securities, insurance and
pensions).

As a part of the Joint Committee work, in June
2015 the ESAs published a technical discus-
sion paper on risk, performance scenarios
and cost disclosures for PRIIPs KIDs. This was
followed in November by a joint consultation
paper on the three RTSs under the PRIIPs
Regulation. The aim of these papers was to
gather stakeholder views on proposed rules
on the content and presentation of the KiDs,
which will provide EU retail investors with
consumer-friendly information and will help
them to understand and compare the PRIIPs
offered by banking, insurance or securities
firms across the EU.

Following the joint consultation on the on
guidelines for cross-selling practices which
was launched in December 2014, several con-
cerns were raised as to the ESAs” ability to ad-
dress cross-selling in a way that is compatible
with related provisions in other Level 1 legis-
lation, such as the MCD and PAD. The Joint
Committee therefore decided not to issue final
joint Guidelines, and for ESMA instead to is-
sue ESMA-only Guidelines covering only the
investment sector. The three ESAs also sent
a joint letter to the EU Commission raising
awareness of the issue in Level 1.



As part of the ESAs” mandate to monitor new
and existing financial activities, the ESAs have
noticed the continued digitalisation of finan-
cial services across the banking, insurance
and securities sectors. A particular area of in-
terest is the automation of financial advice, i.e.
the various ways in which consumers use au-
tomated tools (typically via websites) to receive
financial advice or recommendations without
(or with very limited) human intervention. In
order to gather input from various stakehold-
ers on this topic, the ESAs published a Dis-
cussion Paper in December 2015, with a view
to assess what, if any, action is required to
harness the potential benefits of this innova-
tion while at the same mitigating its risks. The
ESAs have received more than 60 responses to
the Discussion Paper which will be assessed
in early 2016.

For the purpose of monitoring risks and vulner-
abilities in the whole EU financial system, the
EBA contributes to the work produced by the
Joint Committee of the ESAs [EBA, ESMA and
EIOPAJ. In 2015, the ESA's Joint Committee pro-
duced two semi-annual cross-sectoral reports
on risks and vulnerabilities of the EU financial
system. They provided an overview of the main
cross-sectoral risks identified in the EU finan-
cial system and recommended concrete policy
actions to mitigate them. The main risks identi-
fied included weak economic growth in the EU,
low interest rates environment, high volatil-
ity of financial markets, decreasing structural
market liquidity and low profitability of financial
institutions. The reports were submitted at the
April and August 2015 meetings of the Eco-
nomic and Financial Committee of the Council
and also to the ESRB, and subsequently pub-
lished on the ESAs” websites.

The ESAs continued their work on anti-money
laundering and counter-terrorist financing
and the Joint Committee focused on the ESAs’
regulatory mandates under both the new
fourth Anti-Money Laundering Directive and
the Anti-Money Laundering Regulation.

2015
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In the second half of 2015, the Joint Commit-
tee consulted on guidelines on risk-based
anti-money laundering and counter-terrorist
financing supervision, on guidelines on sim-
plified and enhanced customer due diligence
and the factors credit and financial institutions
should consider when assessing the money
laundering and terrorist financing risk asso-
ciated with individual business relationships
and occasional transactions. Both guidelines
provide CAs and credit and financial institu-
tions with a common understanding of the
risk-based approach to anti-money launder-
ing and counter-terrorist financing and how it
should be managed. They are therefore cen-
tral to the EU’s anti-money laundering and
counter-terrorist financing regime.

On the topic of securitisation, the Joint Com-
mittee completed the work started in 2014 and
published a comprehensive report on the dis-
closure requirements and obligations relating
to due diligence, supervisory reporting and re-
tention rules in existing EU law on structured
finance instruments. The report, published
in May 2015, identified inconsistencies in the
existing Level 1 and Level 2 regulation, and
proposed recommendations to address these.
The report also served as the ESAs’ response
to the public consultation launched by the
Commission in the context of the CMU project.
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The Joint Committee developed and finalised
the joint draft ITS on the mapping of External
Credit Assessment Institutions (ECAls]" credit
assessments under the CRR and the Solvency
[I Directive. The draft ITS specify for all ECAls
the correspondence [‘mapping’] between
the risk weights and credit assessments (via
credit quality steps), as well as the factors
and benchmarks that should be taken into ac-
count to determine this correspondence. The
draft ITS are accompanied by 26 ECAIs" map-
ping reports, containing an explanation of how
the ITS principles have been employed in each
ECAIl case to produce the mapping. The draft
ITSs were submitted to the Commission in
November 2015.

The Joint Committee published its updated
annual list of identified Financial Conglomer-
ates in December 2015. The list shows 78 fi-
nancial conglomerates with the head of group
in an EU/EEA country, one with the head of
group in Australia, one with the head of the
group in Switzerland and two with the head of
group in the United States.

The Joint Committee has continued its re-
view of the joint guidelines on the prudential
assessment of acquisitions and increases of
qualifying holdings in the financial sector. The
Commission requested the ESAs to review
the Guidelines from 2008 in order to ensure a
common, uniform and consistent application
of the Directive on acquisitions and increase of
holdings in the financial sector (2007/44/EC).
A public consultation paper was published in
July 2015 for a three-month period.

In early 2015, the ESAs started to assess the
compliance of the different initial margin mod-
els to the requirements of the draft joint RTS on
EMIR and the BCBS-10SCO framework, and to
give some clarification on the supervisory ex-
pectations on the models provided to the devel-
opers, to improve the models. In June 2015, the
ESAs launched a second consultation on draft
RTS outlining the framework of the EMIR, with
regard to those OTC derivative transactions that
will not be subject to central clearing.

The ESAs continued to provide operational and
secretarial support to the Board of Appeal.
The Board of Appeal held its annual meeting
in September at the ESMA premises in Paris,
decided on one appeal case in 2015 and pro-
gressed onto another one lodged in autumn
2015.

Working with the ESRB on
macroprudential aspects

The EBA has been closely cooperating with
the ESRB and has been closely involved in its
work. EBA staff are involved in a number of
the ESRB work streams, such as those on
stress testing, macroprudential measures
and policy, on structural market liquidity and
on countercyclical capital buffers, etc. The
most notable topics on which the EBA and
the ESRB closely cooperated in 2015 included
participation in the expert group on real es-
tate and the joint task force on low interest
rates, and contribution to the final report on
sectoral risks. The EBA and the ESRB also
closely cooperated in planning for the 2016
EU-wide stress testing exercise.
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Key areas of focus for 2016

Promoting a common approach to the
calibration of the leverage ratio

The EBA is mandated under the CRR to report
to the Commission on a number of aspects
related to the leverage ratio (see Article 511
of the CRR]. While officially due for 31 October
2016, the deadline for transmitting this report
has been advanced to July 2016. Accordingly,
in early 2016, the EBA will, in close coopera-
tion with CAs, finalise its work in relation to
the report.

One core question for the EBA is that of Pil-
lar 1 migration of the leverage ratio and the
minimum level(s] that should be taken into
account, in particular, with regard to busi-
ness models and risk profiles. A considerable
number of other aspects, such as the interac-
tion with the RWA-based ratios and liquidity
requirements as well as the impact on vari-
ous segments of financial markets, are also
required to be analysed.

On this basis, by 31 December 2016, the Com-
mission will report to the European Parlia-
ment and the Council on the impact and effec-
tiveness of the leverage ratio, together with a
potential legislative proposal on the introduc-
tion of one or more levels of the leverage ratio
(in accordance with Articles 511(1) and (2] of
the CRR).

Given the broad variety of aspects to cover, the
EBA will combine a high degree of data analysis
with other more qualitative approaches such as
literature review, stylised balance sheet exam-
ples, case studies and expert review.

One key aspect to cover in the report is that of
business models and their riskiness to inform
the appropriate levels of the leverage ratio
that safeguard the resilience of the respective
business models.

This requires a concrete understanding of the
risk that the leverage ratio is supposed to ad-
dress while taking into consideration that the

leverage ratio itself is not meant to be risk sen-
sitive. In this context it is relevant to note that
Article 511(3)(i) of the CRR indicates that the
risk profile of business models and the risk of
excessive leverage’ need to be examined.

Against this backdrop the EBA, in close coop-
eration with CAs, is developing a quantitative
methodology to assess this risk on the basis of
a benchmarking approach. The data will come
from the EU voluntary QIS exercise and the
common reporting (COREP) framework. The
quantitative analysis will be complemented
by a qualitative assessment, which will be in-
formed by extensive interaction with the CAs
in the EU as well as a few dedicated interac-
tions with industry.

With regard to the business models, their
categories have been defined in close coop-
eration with CAs, and institutions that have
provided data have been allocated to these
categories. Further detailed knowledge of
institutions” activities will be gathered where
deemed necessary.

In addition to the mandate on business mod-
els, the EBA is also mandated to assess sev-
eral impact related aspects. In particular,
pursuant to Article 511(4)(b) of the CRR, the
interaction of the leverage ratio with the risk-
based own funds requirements as well as the
liquidity requirements needs to be assessed.
Specifically, in case of institutions that would
be bound by a certain minimum level of the
leverage ratio, while already meeting the re-
quirements for the risk-based ratio, it could
be considered that next to building up capital
there may be an incentive to shed assets of
particularly low risk weight. For the purposes
of this assessment, the EBA is developing an
approach to estimating the potential for insti-
tutions to reach compliance under these dif-
ferent capital constraints, as well as the LCR.

Furthermore, pursuant to Article 511(4)(a) of
the CRR, the EBA is working on the assess-
ment of potential effects of introducing a
leverage ratio requirement on for example:
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financial markets, robustness of institutions,
balance sheet structures, institution’s risk-
taking behaviour, clearing, settlement and
custody activities, and operations of CCPs,
cyclicality of the capital and total exposure
measure, lending to SMEs, local authorities,
regional governments, public sector entities
and trade financing. Although data from the
EBA Voluntary QIS Exercise can be useful for
these assessments, qualitative approaches
such as literature reviews, stylised balance
sheet examples, case studies and expert re-
view will be essential.

Enhancing the framework for credit risk

In 2016, the EBA will report on its regulatory re-
view of the IRB Approach, in particular to sum-
marise the responses received to the Discussion
Paper on the future of the IRB Approach and the
EBA's consideration of how best to incorporate in
its future work the views expressed by respond-
ents. The EBA will also clarify its proposals in re-
lation to the focus of regulatory developments on
aspects of the IRB Approach that require more
harmonised application within the requirements
of the CRR and its proposed timeframe for the
development of regulatory products such as
technical standards and guidelines in the area of
the IRB Approach.

In 2016, efforts are likely to focus on the fi-
nalisation of Phase 2 of the IRB work (%), re-
lated to the definition of default and on the
development of regulatory products related
to the estimation of risk parameters and the
treatment of defaulted assets that are envis-
aged under Phase 3.

It is planned that both these Guidelines on the
definition of default and the draft RTS on the ma-
teriality threshold will be published by mid-2016.

In 2016, the EBA will continue the work on the
regulatory products envisaged under Phase

(*) Phase 1 involved the development of the RTS under
Articles 144(2), 173(3) and 180(3)(b) of the CRR on
IRB assessment methodology.

3 and will focus predominantly on developing
draft Guidelines on the PD and LGD estima-
tions and on the treatment of defaulted assets.
It is planned that these Guidelines will provide
comprehensive guidance on all aspects relat-
ed to modelling and maintaining high-quality
risk estimates.

By providing common definitions and uniform
understanding of regulatory requirements,
the undue variability of the modelling prac-
tices and the resulting risk estimates will be
significantly reduced.

The EBA expects that the implementation of
the changes introduced by the regulatory re-
view of the IRB Approach will lead to increased
comparability of risk parameters and capital
requirements and will hence contribute to an
enhanced level playing field for institutions.

Reviewing the impact of proportionality

The principle of proportionality is central with-
in the EU banking regulation. It recognises the
importance of the diversity of the EU bank-
ing system and explicitly refers to the need
to apply rules in such a way that this diversity
is acknowledged and preserved. Although al-
ways keeping in mind the basic premise that
the Single Market needs a Single Rulebook,
the EBA recognises the importance of the
proportionality principle and assigns great
importance at developing effective prudential
regulation which is targeted and proportional
to the size, complexity, business model and
risk profile of institutions.

The EBA has made an effort to incorporate in
its technical standards and guidelines a range
of measures that would provide some types of
institutions with relief in the application of rules,
which would be otherwise undeservedly strict.

Recognising the importance of dialogue with
stakeholders to gain specific insights and evi-
dence, the EBA organised a Proportionality
Workshop on 3 July 2015. This workshop had
the participation of over 130 delegates, debat-
ing and exploring themes on proportionality
including: proportionality versus simplicity in
the banking rulebook; current work streams on



proportionality and simplification; approaches
to delivering proportionality in practice (are
we using the right methods and what evidence
base is needed). Speakers and panellists com-
prised leading academics, policy-makers, in-
dustry leaders and decision-makers.

The key objective of the review of the IRB Approach is to re-
duce variability in internal modelling practices and ensure
more comparable and risk-sensitive capital requirements.
This will be achieved not only through the review of regula-
tory framework but also by increasing supervisory consist-

ency and improving transparency.

2015

The EBA is ambitious in its plans to examine
further facets of proportionality and simplic-
ity in 2016 and intends to host a round ta-
ble with CAs and industry to inform work on
embedding proportionality into its regulatory
products, including guidelines and technical
standards.
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Resolving Europe’s legacy assets (NPLs])

One of the main goals for the European bank-
ing sector in the near future is tackling and
resolving NPLs. In this context, the EBA will
continue to monitor developments in NPLs by
providing regular updates in its Risk Dash-
boards and Risk Assessment Report and pos-
sibly producing ad hoc studies.

In addition, the EBA plans to make a stock-
take of the country-specific NPL resolution
practices, identifying overall factors which
create an impediment for NPL resolution. On
the one hand, it will focus on country-specific
factors, such as complexity of solvency proce-
dures or tax treatment of provisions for NPLs,
and, on the other, it will centre on the general
factors, such as the effectiveness and trans-
parency of NPL markets.

If the findings show that changes in proce-
dures or coordinated actions are needed, the
EBA will put out policy statements.

Facilitating the implementation and
understanding of IFRS 9 in relation to
banks in the EU

In the context of the forthcoming implementa-
tion of the IFRS 9 in the EU, in 2016, the EBA
will be launching an impact assessment of the
standard on a sample of approximately 50 in-
stitutions across the EU. This exercise, which
is not linked to the adoption process of the
standard taking place at the legislative level,
will help the EBA understand the estimated
impact of IFRS 9 on regulatory own funds, how
institutions are preparing for the application of
IFRS 9 (including the stage of implementation
and the application challenges) and support
the EBA in assessing the interaction between
IFRS 9 and other prudential requirements.
This exercise could also help institutions to
prepare for the application of IFRS 9.

The EBA acknowledges that institutions are in
the process of developing the necessary pro-
cesses, models and capabilities for the imple-
mentation of IFRS 9 and that the quality of the
information provided in this exercise is to be
improved in the future. In this context, the EBA
envisages repeating this exercise over time,
especially closer to the implementation date
of IFRS 9. During the second half of 2016, the
EBA will analyse the information received and
decide on the way forward.

The EBA is also working towards the imple-
mentation of IFRS 9 in the EU through the de-
velopment of EBA Guidelines to introduce in
the EU regulatory framework the BCBS Guid-
ance on credit risk and accounting for expect-
ed credit losses published in December 2015.
The objective of the EBA Guidelines is to set
out the supervisory approach for a high-qual-
ity and consistent application by credit insti-
tutions of the new expected credit loss model
in accordance with the applicable account-
ing framework. The EBA envisages finalising
these Guidelines during 2016.

The EBA started preparations for amending
the harmonised supervisory reporting frame-
work, and financial reporting in particular, to
make the necessary changes due to IFRS 9.
In 2016, the EBA will finalise and publish the
draft technical standards for amending FIN-
REP, which will provide institutions with suf-
ficient time to implement the changes in their
systems before the application of IFRSY and
the new FINREP.

Promoting Compliance, Comparability
and Consistency for supervisory
practices in the EU

Supervisory convergence will continue to be
a priority on the EBA's 2016 agenda. The first
Annual Report on supervisory convergence,
submitted to the European Parliament and the
Council in 2015,(°") identified good progress
amongst CAs but also differences in some
aspects of supervisory methodologies, super-
visory practices and supervisory outcomes.
Therefore, the EBA will continue promoting
the effective functioning of the Single Market
through the development of policy products,
provision of training and close support to su-
pervisory colleges of the largest cross border
banking groups.

In particular, in 2016, the focus will be on:
= monitoring supervisory convergence and in
particular the implementation of the SREP

guidelines;

= issuing policy products that complement
the SREP guidelines;

(') EBA report on convergence of supervisory prac-
tices; https://www.eba.europa.eu/-/eba-ongoing-
progress-on-supervisory-convergence-is-vital-for-
the-single-market
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= organising EBA training programmes;

= engaging with supervisory colleges.

Monitoring supervisory convergence
through onsite reviews

In the context of building a common super-
visory culture and promoting consistent su-
pervisory practices the EBA will, for the first
time, organise a series of bilateral visits to
the SSM and the nine non-SSM CAs to carry
out Iin depth reviews into current supervisory
practices on certain topics. The aim of these
bilateral onsite visits is to identify challenges
faced by supervisors and consider how to best
address them in order to cultivate supervisory
convergence and bring about strong super-
visory standards in the Union. One of these
areas is the current SREP methodology land-
scape where the EBA will devote substantial
efforts to engaging with CAs to assess meth-
odologies and the functioning of SREP. The
EBA will review the practicalities of rolling
out the SREP framework across the EU and
identify the main difficulties encountered by
CAs in its practical application. This will pro-
vide the EBA with an overview of the degree of
convergence brought about by the guidelines.
The findings will then feed into the EBA an-
nual Supervisory Convergence Report which
will also be published.

A second objective of these visits will be to en-
gage with supervisors involved in supervisory
colleges to discuss college topics and chal-
lenges faced in fulfilling college tasks from both
a home and host perspective. The outcome of
these discussions will serve to inform the EBA
approach to supervisory colleges in 2016 and
help the EBA support the consistent application
of the relevant legislation or guidance.

Issuing policy products that complement
the EBA common SREP guidelines

Further to the implementation of the common
SREP guidelines in January 2016, the EBA is
developing a range of guidelines on Pillar 2 is-
sues to complement the existing SREP guide-
lines. Namely, these guidelines will cover
stress testing, internal capital adequacy as-
sessment process (ICAAP] and internal liquid-
ity adequacy assessment process (ILAAP], the
treatment of CVA risk under the SREP as well
as ICT risk assessment.

2015

The EBA will finalise the Guidelines on stress
testing, both to update the CEBS Guidelines
on institutions’ stress testing (GL 32), pub-
lished in 2010, and to cover the supervisory
stress testing (on Article 100(2) of Directive
2013/36/EU basis). In addition, these updated
guidelines will ensure consistency with the
EBA Guidelines on common procedures and
methodologies for SREP.

As a result, these future guidelines will cover,
not only the institutions’ stress testing (by re-
viewing the previous guidelines) but also the
supervisory assessment of the institutions’
stress testing, supervisory stress testing and
the use of the outcomes of stress tests for
capital adequacy purposes. Moreover, these
guidelines will reflect the conclusions of the
peer review of the implementation of the CEBS
Guidelines on stress testing (GL32).

In 2016, the EBA will conclude its Guidelines
for ICAAP and ILAAP information to be collect-
ed for the purposes of SREP. These Guidelines
aim at facilitating the consistent approach to
the supervisory assessment of ICAAP and IL-
AAP frameworks as well as the assessment of
the reliability of institutions’ own capital and
liquidity estimates as part of SREP, following
the criteria and methodologies specified in the
EBA Guidelines on common procedures and
methodologies for SREP.

These Guidelines will not set any new criteria
for ICAAP or ILAAP or their supervisory as-
sessment, but focus on the information that
CAs should collect from institutions in order
to perform their assessments. They also set
the criteria for CAs to organise the collection
of ICAAP and ILAAP information from institu-
tions taking into account the principle of pro-
portionality in relation to the frequency, refer-
ence and remittance dates, scope and level of
detail of the information collected. The EBA
plans to finalise these Guidelines for the 2017
cycle of SREP and joint decisions. CAs are,
however, encouraged to use Consultation Pa-
pers to structure their ICAAP and ILAAP infor-
mation requests already in 2016.

The EBA Guidelines on the treatment of CVA
risk under the SREP will provide a common
approach to the treatment of CVA risk under
SREP and will provide guidance to CAs on how
to (1) determine the relevance and material-
ity of CVA risk for an institution, (2) assess any
material CVA risk under SREP, (3] assess the
adequacy of own funds to cover material CVA
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risk, and (4) determine additional own funds
requirements, where the risk is not adequately
covered by the minimum own funds require-
ments, in particular due to the exemptions in
the EU legislative framework.

These Guidelines were published for consul-
tation in November 2015 and implement the
policy recommendation contained in the EBA's
CVA report published in February 2015, where
it was recommended to set out a common su-
pervisory approach to prudential treatment of
excessive CVA risk. In parallel with the public
consultation, the EBA is collecting data from
around 200 institutions for the purposes of a
QIS. This will ensure appropriate calibration
of the threshold values and assessment of the
impact of these draft Guidelines, which will be
finalised in 2016 taking into account the out-
comes of the public consultation and the QIS.

Recognising the increased interest and super-
visory concerns surrounding ICT risk, a prior-
ity for the EBA is to develop Guidelines to help
supervisors in assessing ICT risk as part of
the SREP. These Guidelines will go beyond the
content on ICT risk assessment in the existing
SREP Guidelines, under operational risk, and
provide details to supervisors for assessing
ICT governance, ICT-related institution-wide
controls and ICT risks to capital to feed into the
Guidelines for common procedures and meth-
odologies for SREP. These Guidelines are due
to be published for public consultation in 2016.

EBA training programmes

The EBA will once again be increasing its
training programmes, with 30 planned train-
ing events for 2016. At the end of 2015, the
EBA engaged directly with Competent and
Resolution Authorities through a joint ESAs’
Training Needs Questionnaire to identify the
topics for training. This is now reflected in the
2016 training programme.

In addition, four online modules on Recovery
Planning and an additional module on the
SREP process and methodology have been
scheduled for 2016. For the first time, EBA ex-
pertise will be accessible by a larger number
of supervisors and policy staff from their home
authorities. Participants in these courses will
develop their knowledge on the topics through
video lectures and interactive case study work,
with guidance and feedback from the EBA staff
provided through web conferences.

Supervisory colleges

As in 2014, the conclusions of the EBA's college
oversight work in 2015 will feed into the EBA
Action Plan for Colleges in 2016. Apart from the
regular supervisory tasks and processes under
the annual joint decision cycles, the Action plan
will also focus on the need for supervisors to
consider how key risks identified by the EBA af-
fect each large cross-border credit institution,
for example, ongoing balance sheet cleaning
and NPLs reduction for legacy portfolios and
the sustainability of banks™ business models,
as well as conduct and IT risk.

Conducting the 2016 EU-wide stress
test and transparency exercises

In 2016, the EBA will again carry out the EU-
wide stress test, designed to provide super-
visors, banks and other market participants
with a common analytical framework to con-
sistently compare and assess the resilience
of EU banks to economic shocks. The previ-
ous EU-wide stress tests concentrated on re-
storing confidence in banks’ capital positions.
However, since banks have been substantially
recapitalised in the past few years the new
goal is to preserve the level of capital. There-
fore, for this 2016 exercise, no single capital
thresholds have been defined. Nonetheless,
the results will inform the 2016 round of SREP
under which decisions are made on appropri-
ate capital resources.

The 2016 EU-wide stress test is based on a
common methodology, which assesses sol-
vency and covers all main risk types includ-
ing: credit risk and securitisation, market risk,
sovereign risk, funding risk and operational
and conduct risks. The 2016 EU-wide stress
test is run on banks” models and the results
are then challenged by supervisors in the rel-
evant CAs. To ensure consistency, the method-
ology contains key constraints such as a static
balance sheet assumption, which precludes
any mitigating actions by banks, and a se-
ries of caps and floors, for example on RWAs
and net trading income. In 2016, no pass/fail
threshold has been included as the objective
is to use the stress test as a supervisory tool,
whose results will be discussed with individual
banks in the SREP process, where mitigating
actions may also be considered.



The adverse scenario, designed by the ESRB,
reflects the four systemic risks that are cur-
rently assessed as representing the most ma-
terial threats to the stability of the EU banking
sector: i) an abrupt reversal of compressed
global risk premia, amplified by low secondary
market liquidity; ii) weak profitability prospects
for banks and insurers in a low nominal growth
environment, amid incomplete balance sheet
adjustments; iii] rising of debt sustainability
concerns in the public and non-financial private
sectors, amid low nominal growth; iv) prospec-
tive stress in a rapidly growing shadow banking
sector, amplified by spillover and liquidity risk.

The EBA is responsible for coordinating the
exercise and will act as a data hub for the fi-
nal dissemination of the results in line with its
commitment to enhancing the transparency
of the EU banking sector. CAs will check the
quality of the results and decide on any nec-
essary supervisory reaction measure as part
of the SREP process. The results of the stress
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test will be published in early Q3 2016, accom-
panied by the usual disclosure of bank by bank
data. Additional transparency exercises on a
wider sample of banks could be also carried
out as part of the regular risk assessment.

Enhancing the consistency of RWAs

The EBA will continue to work on addressing
possible inconsistencies in the calculation of
RWAs across the EU Single Market with the
aim of restoring confidence in EU banks’ capi-
tal and internal models. The benchmarking
exercises will take place annually, since they
allow, with its assessment of differences in
RWAs across EU institutions, an identifica-
tion of potential underestimation of capital re-
quirements (Article 78 of the CRD).

In March 2015, the EBA submitted its final
draft ITS on benchmarking portfolios to the
Commission, proposing 11 April of each year,

The EBA will conduct its third EU-wide stress test in 2016, which will
include some new features compared to the 2014 exercise, notably the
alignment with the cycle of the annual SREP and also the broadening
of the scope of risks covered. For the first time conduct risk and forex
(FX) lending will be included. During the second half of 2015, the EBA
in close cooperation with the different CAs and the SSM, developed the
methodology and templates that support the exercise. The EBA is also
in charge of coordinating the FAQ process, addressing banks” and CAs’
questions in order to facilitate the process and to preserve consistency.
Finally, as the coordinator of the exercise at EU level, the EBA is the
guardian of the data reported by all the banks until the publication date.
This role allows us to support CAs through the quality assurance pro-
cess and to act as the hub for the final publication of the individual data
for all the banks in the sample.

My role in the stress test team is focused on the coordination of the
work-streams in charge of the new methodology for conduct risk, the
revised approach to net interest income (NII) and the FAQ process on
these topics. The definition of the conduct risk methodology has been
challenging, due to the novelty and sensitiveness of the topic and to the
fact that it requires a more qualitative treatment compared to other
risks. In the final phases of the exercise, | will be supporting CAs in
their quality assurance process, namely with reference to the above
topics and drafting the final report.
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starting in 2016, to be the date when banks
deliver the data for benchmarking (remittance
date). Since the Commission did not adopt
the final draft ITS before the end of 2015 the
initial proposed remittance date for 2016 was
postponed. The new remittance date in 2016
is pending and dependents on the timeline of
adoption of the ITS by the Commission.

The EBA will carry out the benchmarking ex-
ercises, which will be for the first time formally
conducted under the ITS and RTS framework.
With the framework in place the number of
participating banks for credit risk internal
models will increase significantly. In 2016, the
key areas of focus for the supervisory bench-
marking exercises for credit risk are the High
Default Portfolios (HDP), in particular SME
and residential mortgages.

The EBA will carry out the benchmarking ex-
ercises, which will be for the first time formally
conducted under the ITS and RTS framework.
The draft ITS will specify the benchmarking
portfolios as well as the templates, definitions
and IT solutions that should be applied in the
benchmarking exercise for market and credit
risk. The draft RTS, on the other hand, will
specify the procedures for sharing the assess-
ments between the CAs and with the EBA. In
addition, they will clarify the standards for the
assessment by CAs of the internal approaches
applied to calculating own funds for market
and credit risk. With the framework in place
the number of participating banks for credit
risk internal models will increase significantly.
In 2016, the key areas of focus for the super-
visory benchmarking exercises for credit risk
are the High Default Portfolios (HDP), in par-
ticular SME and residential mortgages.

The HDP exercise will include all the remaining
portfolios not considered as low default port-
folios (governments, financial institutions and
large corporate). Article 78 of the CRD requires
that CAs assess, at least annually, the consist-
ency and comparability of RWAs produced by
institutions” internal modelling approaches
(except for operational risk) for which CAs have
granted permission to be used for capital pur-
poses. The main focus of the methodology for
HDP is comparison of observed and estimated
values (back-testing] for the most important
parameters and studying their extreme values
and estimates below or above certain threshold.

The EBA will also carry out a market risk
benchmarking exercise, which will include

35 general portfolios (28 individual and 7
aggregated). For the exercise, the EBA will
check the consistency of the Value at Risk
(VaR), Stressed Value at Risk [s-VaR), Incre-
mental Risk Charge (IRC] and All Price Risk
(APR) models.

Revised version of Pillar 3

Increasing the quality and the quantity of
banks’ disclosures improves transparency in
the markets. Therefore, the EBA will work fur-
ther on improving Pillar 3 requirements. The
revised Pillar 3, which was released in Janu-
ary 2015, by the Basel Committee, has not yet
been putin force in the EU. In its last compari-
son of the Pillar 3 disclosures under the CRR
and changes introduced by BCBS, the EBA
found that the revised BCBS Pillar 3 frame-
work is more specific than the current CRR.
This is due to the provision of templates for
the presentation of quantitative information
regarding credit risk, market risk and secu-
ritisation, and of additional specifications re-
garding qualitative requirements, for instance
on the characteristics of the internal models
used. There are also some differences regard-
ing disclosure requirements, with some being
specific to the revised BCBS Pillar 3, such as
disclosures on the linkages between financial
and regulatory exposures, and others to the
CRR, like disclosures on unencumbered as-
sets or on governance. Therefore, in 2016 the
EBA will be working on guidelines to imple-
ment the revised Pillar 3 framework in the EU.

Ensuring a consistent implementation of
the new crisis management framework

With the BRRD and DGSD mostly implement-
ed, the EBA will intensify its efforts to support
and monitor the harmonised implementation
of the crisis framework and contribute to the
consistent development and coordination of
effective resolution planning across Europe.

In order to achieve this objective, the EBA will
complete the following.

(i) Produce areport onthe MREL, in line with
the BRRD legal mandate. This report will
contribute to the harmonised application
of MREL across the Union and its align-
ment with the TLAC standard (as it will be
incorporated in EU law). However, impedi-
ments to its successful delivery include



the delay in the transposition of the BRRD
by some Member States and the endorse-
ment of the RTS on MREL by the Commis-
sion, which have limited data availability.

(i) Attend and support resolution colleges for
major banking groups contributing to the
resolution planning discussion. In par-
ticular, the EBA will focus on cooperation
across Resolution Authorities and the ef-
fective functioning of the college, includ-
ing joint decisions, for the purpose of pro-
moting convergence in these fields.

(i) Review and assess resolution cases to
identify resolution implementation ap-
proaches, areas of divergences and key
lessons learned.

(iv] Provide training to Resolution Authorities
to facilitate a common understanding,
improve quality and promote the develop-
ment of common approaches to resolu-
tion across authorities.

(v] Perform a comparative analysis of reso-
lution plans and their core aspects and
develop short practical guides addressed
to Resolution Authorities to support the
practical implementation of specific areas
of regulation.

(vi] Continue its involvement with the FSB,
focusing on informing the international
calibration on resolution planning and
loss-absorbing capacity. The EBA will
also follow closely the developments in
the area of financial market infrastruc-
tures, aiming to foster understanding of
the links between financial market in-
frastructures and financial institutions

and the broader systemic implications of

resolution actions in this sector.

Continue to contribute to the BRRD Q&A
tool. A Q&A tool for DGSD matters is also
under development.

(vii)

(viii) Participate in a work stream established
by EIOPA to examine the approach to Re-
covery and Resolution Planning in the in-
surance industry. The EBA endeavours to
bring the experience it has gained in the
banking industry in recent years to the de-
liberations.

2015

Protecting consumers and monitoring
financial innovation

In 2016, the EBA will produce several sets of
regulatory requirements to address consumer
detriment arising from the banking products
that fall within its scope of action with specific
focus on innovation but will also focus on pro-
moting supervisory convergence. For exam-
ple, in relation to the mandates in the PAD,
the EBA will consult on the draft RTS on the
standardised terminology for the most com-
mon services to at least a majority of Member
States. The identification of such services is
based on the national provisional lists of the
10 to 20 most representative services linked
to a payment account and subject to a fee. In
addition, the EBA will consult on two ITSs for
disclosure documents to facilitate the com-
parison of the costs of payment accounts; i.e.
on Fee Information Document and Statement
of Fees and its common symbols and their
presentation formats will be prescribed by
the ITSs. In so doing, the EBA will take into
account the results of extensive consumer
testing that it will be carrying out with these
documents across a number of different EU
Member States.

The EBA will finalise its Guidelines on the re-
muneration of sales staff, which will supple-
ment the prudentially focused EBA Guidelines
on Sound Remuneration Policies that were is-
sued in December 2015.

In the area of financial innovation, the EBA will
focus on innovative uses of consumer data by
financial institutions with an aim to identify the
risks and benefits of these innovative uses of
data, for both consumers and financial institu-
tions. The EBA will assess which, if any, ad-
ditional regulatory action is required to ensure
that identified risks of this innovation are ap-
propriately mitigated while the potential ben-
efits of this innovation can be harnessed. The
EBA will publish a Discussion Paper on this
topic during the spring of 2016.

Finally, the EBA will do a stock-take of the na-
tional market and regulatory developments
with regard to virtual currencies.
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Developing mandates under PSD2 and
IFR

A key activity for the EBA in 2016 will be the de-
velopment of the RTSs and guidelines under the
PSD2 and the Interchange Fee Regulation (IFR).

The PSD2 entered into force in January 2016
and will apply from January 2018 onwards. It
confers eleven mandates on the EBA, some of
which the EBA will have to deliver within 12
months of entry into force, while others are
due within 18 or within 24 months. By way of
following up on the three discussion papers
and consultation papers it had published in
December 2015, the EBA will analyse the re-
sponses received to the Discussion Paper on
strong customer authentication and secure
communication and will progress to issue a

Consultation Paper in the summer of 2016.
The EBA will also finalise the RTS on the
framework for cooperation and exchange of
information between CAs for passporting. Fur-
thermore, the EBA will consult on the guide-
lines on criteria to be considered by CAs when
stipulating the minimum monetary amount of
the professional indemnity insurance; on the
guidelines on authorisations of Pls, on the
Guidelines on complaints procedures for na-
tional competent authorities and on the RTS
on supervision.

Additionally, in close cooperation with the
ECB, the EBA will finalise the RTS under the
IFR to ensure that payment card schemes and
processing entities are independent from one
another in terms of accounting, organisation
and decision-making processes.

The most critical PSD2 mandate is related to the RTS on strong cus-
tomer authentication and secure communication that will have to de-
fine the security requirements for all electronic payments, including
payments on internet, as well as the framework for communication
between banks and their new competitors, also referred as Third Party
Providers.

It will be the first time that security requirements for electronic pay-
ments will be defined in EU law. So consultation and dialogue with all
_ stakeholders is even more crucial.

Geoffroy Goffinet
B T S The key objective of our work is clear: ensuring the development of
secure and innovative electronic payment instruments for the benefit of
500 million European consumers.

SENIOR RETAIL

BANKING EXPERT IN THE
CONSUMER PROTECTION,
FINANCIAL INNOVATION
AND PAYMENTS UNIT
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Ensuring effective and
transparent processes to support

the EBA's work

Involving stakeholders in the EBA's
regulatory work

The EBA adheres to a policy of full transparen-
cy of its working processes, and strives to en-
sure that it engages with all CAs, stakehold-
ers and interested parties, such that they are
informed of, and have the possibility to provide
input to the EBA's work in the process of de-
velopment of its work, especially in relation to
the Single Rulebook.

A key part of the EBA's engagement with
stakeholders is through its Banking Stake-
holder Group (BSG). The BSG's view is sought
on actions concerning RTS and ITS, guidelines
and recommendations, to the extent that these
do not concern individual financial institutions.
Moreover, the BSG provides to the EBA its view
on the assessment of market developments,
which feeds into the EBA's banking risk re-
ports. The EBA also seeks the BSG's thoughts
on emerging risks for consumer protection
and financial innovation.

The BSG may also submit opinions and advice
on any issue related to the tasks of the EBA,
with particular focus on common supervisory
culture and peer reviews of CAs. The BSG may
also submit a request to the EBA, as appropri-
ate, to investigate the alleged breach or non-
application of Union law.

The BSG has provided its input through re-
sponding to EBA's public consultations as well
as by providing informal feedback and contri-
butions to the EBA's work on technical stand-
ards and guidelines. In 2015, the BSG provided
opinions on 24 Consultation Papers, including
two submissions to Joint Committee’s Con-
sultation Papers and 4 responses to EBA Dis-
cussion Papers e.g. in relation to consumer
protection, securitisation, SMEs supporting
factors and IRB Approach.

The second term of the BSG commenced in
15 October 2013 (*3) and is due to finish on
14 April 2016. Of the 30 members of the BSG,
ten are delegates from credit and investment
institutions, three of which represent savings
or cooperative banks, ten are representatives
of consumers and users, six are academ-
ics, two represent SMEs and two are employ-
ees’ representatives. The BSG elected David T
Llewellyn, Professor of Money and Banking at
Loughborough University in UK, as its Chair-
person, and Andrea Resti, Professor in Bank-
ing and Finance at Bocconi University in Milan,
as the Vice-Chairperson. Five new members
of the BSG were selected as replacement of
members that had resigned over the course
of 2015, for different personal reasons. In each
case, the EBA carried out a selection process
from the original list of applicants to the second
term of the BSG, seeking to ensure adequate
balance between EU Member States, repre-
sented entities and members’” gender, in line
with the Ombudsman’s requirements (*)). The
EBA launched a Call for Expression of Interest
in early October 2015 for 10 weeks to renew its
BSG.

The BSG established three standing techni-
cal working groups, namely: Capital and Risk
Analysis Group, Recovery, Resolution and Sys-
temic Issues Group and Consumer Issues and
Financial Innovation Group. Furthermore, the
BSG set up an ad hoc Working Group on the
Principle of Proportionality, which will present
the results of its work in January 2016 through
the publication of a report.

In 2015, the BSG held five regular meetings
and two joint meetings with the EBA's BoS.

(*?) EBA appoints new stakeholder group, https://www.
eba.europa.eu/-/eba-appoints-new-stakeholder-

group

(%) Putting it right, A report on the implementation of
the Ombudsman’s recommendations by agen-
cies for the period 1 July 2009 to 31 March 2013,
published in June 2013, http://www.ombudsman.
sa.gov.au/wp-content/uploads/Putting-it-right.pdf
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Also, some BSG members have been actively
involved in other activities of the EBA, e.g. as
speakers at the Joint ESA Consumer Protec-
tion Day in June 2015 or as presenters at the
EBA's workshop on Proportionality in July 2015
and at the EBA's research workshop, The finan-
cial regulation and the real economy: a micro-
prudential perspective, in November 2015.

With the aim to ensure that input to the EBA's
work is gathered from all interested parties

and from all relevant stakeholders, beyond the
BSG, stakeholders are invited to submit their
comments to public consultations, and par-
ticipate in public hearings, which take place
regarding the EBA's draft technical standards
and guidelines. In addition, the EBA has fol-
lowed the practice of sometimes hosting bi-
lateral meetings with representatives of some
industry trade associations, consumers and
employees, predominantly for specific techni-
cal considerations to assist its policy-making.

BOX5 — New legislative proposals in the area of resolution

COORDINATING WORK WITH THE
SSM

The establishment of Banking Union
with the SSM taking on responsibility
for supervision of the largest banks
in the Eurozone has meant the EBA
mandate of supervisory convergence
takes a new dimension as there is

a new and important stakeholder
bringing about convergence to the
bank's under its supervision. The
EBA's role of harmonising rules and
promoting convergence of supervisory
practices across the EU is necessary
now between the SSM, the largest
single supervisor of the EU, and the
non-Eurozone CAs. Throughout 2015,
the first full year of the SSM'’s exist-
ence, the EBA closely cooperated with
the SSM to ensure compliance with
Union rules, consistency in supervi-
sory practices, and comparability in
supervisory outcomes. This coopera-
tion was activated not only at man-
agement levels but also at operation-
al levels, both policy and supervision
and included dedicated EBA training
to SSM staff.

One area where the EBA has focused
support to the SSM in the past year
has been the re-establishment of
colleges of supervisors, as the SSM
is the consolidating supervisor for
the majority of supervisory colleges

followed by the EBA. The SSM's ap-
proach to cross-border supervision
contributed to an increase in the
levels of interactions in supervisory
colleges and ensured further con-
vergence in SREP processes and a
certain level of consistency in the su-
pervisory outcomes across the Bank-
ing Union. Nonetheless, challenges in
harmonisation remain therefore the
EBA will continue to devote resources
to engaging closely with the SSM

to promote consistent supervisory
practices.

COORDINATING WORK WITH THE
SRB

The SRB started its work on develop-
ing resolution plans for credit insti-
tutions in January 2015 and is now
fully operational, with a complete set
of resolution powers since 1 Janu-
ary 2016. Since the establishment of
the SRB, the EBA has participated
actively in the various committees
and contributed to specific working
groups, providing its experience and
broad overview of resolution planning
in the EU. The EBA is particularly
aware of its role in bridging Single
Resolution Mechanism (SRM) and
non-SRM countries and ensuring
consistent practices of Resolution
Authorities between participating and
non-participating Member States.




Promoting mediation

Pursuant to the EBA Regulation, it is the task
of the EBA to contribute to the consistent ap-
plication of legally binding Union acts. This
role is achieved by the application of different
powers, from one of which is the settlement of
disagreements between CAs. In line with the
EBA Regulation, mediation may be performed
by using the procedure for the binding settle-
ment of disagreements between CAs or by
non-binding mediation.

Although there have been several cases of
disagreements between CAs, during 2015 the
EBA has not been approached with a request
to provide its assistance in one of these formal
procedures on mediation. Nonetheless, the
EBA played an important role in providing its
assistance to settle disagreements between
CAs in an informal way. Furthermore, in order
to raise the awareness among the NCAs on the
role and features of the mediation processes,
the EBA organised a Mediation Workshop and
provided internal training for the EBA Staff.

Breach of Union law

Ensuring the correct and full application of
Union law is a core prerequisite for the integ-
rity, transparency, efficiency and orderly func-
tioning of financial markets, the stability of the
financial system, and for neutral conditions
of competition for financial institutions in the
Union. Therefore, a mechanism has been es-
tablished by the EBA Regulation whereby the
Authority addresses instances of non-applica-
tion or incorrect application of Union law. The
EBA is required, upon request or on its own
initiative, to investigate the alleged breach or
non-application of legally binding acts of the
Union law in the competence of the EBA. Over
2015, nine cases of possible Breach of Union
law have been evaluated. By the end of 2015,
the majority of them were closed as the re-
quests were found to be inadmissible, the
status on the remaining will be decided dur-
ing 2016 when their proper evaluation will be
concluded. None of the requests addressed to
the EBA under Article 17 of the EBA Regula-
tion led in 2015 to the adoption of a Breach of
Union law recommendation.

2015

Conducting peer reviews

Another tool that the EBA uses to foster con-
sistency in supervisory outcomes is through
conducting peer reviews of activities of CAs,
in line with Article 30 of the EBA Regula-
tion. The peer review work is carried out by
the EBA's Review Panel, using a peer review
methodology agreed by the EBA's BoS in June
2012. The peer review seeks to assess su-
pervisory implementation practices, such as
of EBA regulatory products, including an as-
sessment of the adequacy of CAs’ resources
and governance arrangements, the degree of
convergence in the application of these super-
visory practices, including legal frameworks
and guidance; and seeks to identify best prac-
tices developed by CAs. The results of a peer
review can lead to identification of best prac-
tices which might be of benefit for other CAs
to adopt, to issue changes to existing guide-
lines and recommendations, inform technical
standards under development, and/or result
in the EBA providing an opinion to the EU In-
stitutions, as appropriate.

In 2014, all CAs underwent a peer review in re-
lation to their adherence to the EBA Guidelines
on the assessment of the suitability of mem-
bers of the management body and key func-
tion holders (EBA/GL/2012/06). This peer re-
view started in the second half of 2014 and the
final report was approved by the BoS in June
2015. The peer review consisted of a self-as-
sessment undertaken by CAs, followed up by
the review-by-peers phase. The EBA further
conducted eight on-site visits to CAs based on
the outcomes of the desk-based peer review
of the Guidelines 06 to supplement its final as-
sessment. The final report, listing all findings
from the peer review and from the on-site vis-
its, was published in July 2015.

This Peer Review Report gave an overview of
the NCAs/CAs’ adherence to the provisions of
the Guidelines. Overall, the peer review results
indicated that CAs ‘largely” or ‘fully apply’ the
Guidelines regarding the suitability of mem-
bers of the management body and key func-
tion holders. Furthermore, the Review Panel
identified some best practices in the CAs’ su-
pervisory practices regarding the assessment
of the suitability of members of the manage-
ment body and key function holders. However,
numerous divergences in supervisory practice
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were observed. Therefore, the EBA viewed that
there was a need to foster enhanced conver-
gence of supervisory practices in some ob-
served areas, and as a minimum, to establish
a list of minimum criteria/requirements to
increase the quality and effectiveness of the
general provisions set out in CRD IV and fa-
cilitate not only convergent practice but also
enhanced supervisory practice. With a view to
establishing consistent, efficient and effective
supervisory practices, the Review Panel rec-
ommended to the EBA that most of the best
practices could be embedded in a revised ver-
sion of these EBA Guidelines in accordance
with its mandate under Article 30(3).

Moreover, with the view to ensure the fur-
ther harmonisation of prudential rules and
mitigate the effect of continuing divergent
supervisory practice, the EBA proposed that
it should submit an opinion to the Commis-
sion proposing a legislative initiative to pro-

vide a clearer definition of Key Function Hold-
ers (KFH). This would have better defined the
criteria used to assess the suitability of KFH,
including the reputation of KFH which is not
assessed by a number of CAs and the scope
of the assessment of KFH by institutions and
CAs, and would have enhanced cooperation
between the CAs regarding the suitability as-
sessment, in accordance with the mandate
under Article 30(3a) of the EBA Regulation.
However, the BoS did not support this Opinion
and it was decided to include those elements
in the revised Guidelines on the assessment
of the suitability of members of the manage-
ment body and key function holders which is
currently under review.

Furthermore, the BoS decided to carry out a
peer review of the ITS on supervisory reporting
requirements on 27 October 2015. Thus, the
Review Panel issued a self-assessment ques-
tionnaire in Q4 2015. The main objective of this

The impact assessment team provides the EBA decision making bodies
with evidence on the impact of proposed or already implemented regu-
latory requirements on EU banks, in view to assist the formulation of a
common EU policy stance. To this end, we have been coordinating the
conduct of regular and ad hoc Quantitative Impact Studies (QIS] at EU
level, and also providing steer to NCAs on QIS exercises. To fulfil these
tasks, we closely cooperate with the EBA’s international counterparts,
e.g. Bank of International Settlements (BIS) Secretariat and the BCBS's
sub-groups.

The conduct of QIS does not only require the deep knowledge of so-
cial sciences and microprudential supervision, but also expertise in
interpreting the findings. For instance, the BCBS proposed revisions to
the existing Basel lll framework for the treatment of internal models
requires an understanding of not only market, credit and operational

- ! risk assessment but also of leverage ratio calculations to evaluate the
; interactions amongst different regulatory capital requirements. At the
EBA, we are assessing, inter alia, the impact of the proposed BCBS

revisions on EU banks.

Lampros Kalyyas
SENIOR POLICY P

THE POLICY ANALYSS
COORDINATION UNIT-

We consider our assessments and studies as the starting point and the
driving force for modern EU policy making. By conducting QIS, the EBA
ensures that its work and EU banking regulation in general are based
on data, evidence and objective assessments. , ,
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questionnaire, as defined in the Terms of Ref-
erence that was approved by the BoS, was to
deliver an assessment on the completeness,
the timeliness and the correctness of the data
reported by CAs to the EBA, but also on the
processes that the CAs put in place with re-
spect to supporting the application of the ITS,
including validation rules. The peer review
also seeks to assess how the CAs’ processes
take into account the answers provided to su-
pervisory reporting questions raised under the
EBA's Q&A tool and as to whether CAs regu-
larly seek, from their supervised institutions,
additional data for CRD supervisory purposes,
and if so, for what purpose. However, the peer
review excludes an assessment of the annex-
esto the ITS and also the templates related to
data on liquidity, except for NPEs, forbearance
loans, asset encumbrance — which is inte-
grated in the scope of this peer review.

Assessing costs and benefits

The EBA applies the principle of better regula-
tion in its efforts to develop the Single Rule-
book, and strives to ensure that it performs
impact assessment to support the EBA's de-
velopment of regulatory policy.

In line with the relevant provisions of the EBA's
Regulation, the EBA duly performs impact
assessments when developing the techni-
cal standards, guidelines, recommendations
and opinions, by assessing the incremental
costs and benefits of the various policy op-
tions/technical specifications of its proposals.
This work includes undertaking quantitative
impact studies, analysing individual and ag-
gregate banking data, assessing appropriate
methodologies for using such data, and also
performing qualitative analysis, and consider-
ing, where appropriate, the proportionality im-
plications of its proposals.

The role of impact assessment at the EBA ex-
tends beyond the policy development phase
as it also applies to the monitoring of the im-
plementation of particular pieces of banking
regulation, including, where appropriate, the
application of relevant regulatory and imple-
menting technical standards (drafted by the
EBA) and adopted by the Commission, and of
the Guidelines and Recommendations issued
by the EBA. One such product is the EBAs
semi-annual analysis of the impact of CRD IV-
CRR/Basel lll rules on European credit institu-

2015

tions’ capital, liquidity and leverage ratios and
the estimated shortfalls relating to the lack
of convergence with the fully implemented
framework, the CRD IV-CRR/Basel Il moni-
toring exercise.

In addition, the EBA supports the development
and implementation of banking regulation in
Europe by drafting dedicated reports assess-
ing the impact of the calibration of regulatory
requirements on leverage and on liquidity as
mandated by the relevant banking legislation
(CRD IV-CRRY). Also, the analytical expertise of
the EBA is sought by the EU co-legislators to
inform them on the associated costs and ben-
efits of technical options for their development
of delegated acts, for instance in the area of
BRRD.

In 2015, the EBA published two reports moni-
toring the impact of the transposition of the
Basel Ill requirements in the EU — in March
for data as at June 2014, and in September for
data as at December 2014, under a static bal-
ance sheet assumption. This exercise, run in
parallel with the one conducted by the BCBS
at a global level, gathered aggregate results
on capital, risk weighted assets, liquidity and
leverage ratio for banks in the EU. A total of
148 and 364 EU banks participated in the two
exercises respectively, of which 40/53 banks
form Group 1 banks (the largest internation-
ally active European banks with a Tier 1 capital
exceeding EUR 3 billion).

Due to the timeline of the Delegated Act on the
LCR adopted by the Commission in October
2014, in 2015 the EBA did not carry out an an-
nual LCR Impact Assessment report as man-
dated under Article 509(1) of the CRR. The EBA
will produce in 2016 the LCR Impact Assess-
ment report accounting for the specificities of
the Delegated Act and a monitoring report on
the phasing-in of the LCR as mandated under
Article 461 of the CRR.
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Maintaining the Interactive Single
Rulebook

The Single Rulebook Q&A tool continues to
function as an important interface for CAs,
institutions and their associations, as well as
other stakeholders, to submit questions on
the practical application and consistent imple-
mentation of EU regulation in the EU banking
sector. The tool facilitates clarifications on the
CRD IV, the CRR and, since the beginning of
2015, also the BRRD. In addition to the Level
1 legislative texts, the scope of the tool also
covers related technical standards (RTS and
ITS) developed by the EBA and adopted by the
Commission as well as EBA Guidelines.

The Single Rulebook Q&A drives the applica-
tion of the regulatory framework in a consist-
ent and effective manner across the EU Single
Market; they play a significant role in contrib-
uting to the building of the Single Rulebook in
banking regulation. The process entails close
and ongoing interaction between the EBA, its
members and the Commission, to ensure the
answers are fully consistent with EU legisla-
tive texts.

Figure 22: Q&A submitted by topic
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Much work has gone into answering questions
from stakeholders regarding the interpreta-
tion and implementation of Single Rulebook:
at 31 December 2015 around 2, 550 Q&As
(compared to 1, 700 at the end of 2014) have
been submitted via the web interface(*]. Of
these about 930 Q&As have been rejected or
deleted (up from about 600 at the end of 2014),
about 830 Q&As have been answered (up from
about 580 at the end of 2014), while about 790
Q&As are under review (up from about 580
at the end of 2014). Furthermore, of the 790
Q&As that are under review, 90 are on the
BRRD, the remaining are on the CRR-CRD,
with the large majority (about 75 %) focusing
on reporting issues, followed by liquidity risk,
credit risk and market risk.

These figures are indicative of the still sig-
nificant demand for clarity with respect to the
legislative and regulatory frameworks that
are covered within the scope of the Q&A tool
and, more generally, for the Single Rulebook
in banking.

In 2015, around 70 questions were submit-
ted on average per month via the Q&A tool on
the EBA website. During the same period, the
Q&A tool was the single most visited section of
the EBA website. The Q&A tool offers users a
facility that allows the export of all final Q&As
(or a particular subset] in PDF format, through
a link to the tool's search function.

The Interactive Single Rulebook (ISRB) was
launched in 2014. It provides a comprehensive
compendium of the Level 1 texts for banking
supervision ([CRR/CRD IV). This was extended
to include the BRRD in early 2015. The ISRB
provides links from the Articles of Level 1
texts to their associated technical standards
or guidelines as well as Q&As relating to the
corresponding Level 1 provisions. The ISRB
continues to be well received by stakeholders
and is viewed as a useful tool.

(%) EBA Single Rulebook Q&A tool, https://www.eba.
europa.eu/single-rule-book-ga


https://www.eba.europa.eu/single-rule-book-qa
https://www.eba.europa.eu/single-rule-book-qa

PRINCIPAL POLICY EXPERT
IN THE CAPITAL AND ASSET/
LIABILITY MANAGEMENT
UNIT AND LEADING THE Q&A
TEAM AT THE EBA
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2015 was another busy year for the Q&A team. Out of approximately
850 questions we received, we noticed a slight shift in the topics that
our stakeholders are focusing on. Although questions on supervisory
reporting are still leading the tables by a substantial margin, there has
been an increase of interest in the areas of credit risk and liquidity risk
and a slow-down on own funds. And the impact of the BRRD on the tool
has been noticeable too.

My colleagues in the Q&A team and | coordinate the handling of the
questions and ensure that the answers are reflective of the exchanges
and deliberations that take place as part of the due process set up by
the EBA's BoS. Bringing together different views represents a truly Eu-
ropean concerted effort. At times, this is far from straightforward, but
the continuous challenge of overcoming such differences is one of the
interesting aspects of our work.

The overall feedback from our stakeholders is positive. This is also re-
flected in the fact that the Q&A tool was the most visited section of the
EBA website in 2015. One important factor here is the contribution to
the EBA's Interactive Single Rulebook. By linking all final Q&As to the
relevant articles or provisions of the underlying legislative text, i.e. the
CRR, the CRD or the BRRD, stakeholders are able to consult in one
place all relevant legislative rules - including delegated acts, technical
standards and guidelines - and related guidance. It's rewarding to see
how our efforts - those of Q&A team and everyone involved in the pro-
cess at large - contribute to this unique and important regulatory tool.

Figure 23: Web traffic to the Q&A section during 2015 with highlights of visiting peaks
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Providing legal support to EBA
regulatory products

Throughout 2015, legal assurance, analy-
sis and quality control were provided on EBA
regulatory products including technical stand-
ards, guidelines, recommendations, opinions
and technical advice

In particular, legal support was provided dur-
ing all phases of the development of regulatory
products which included advice on mandates,
as well as on procedures, drafting and con-
sultation matters with regards to the develop-
ment of EBA technical standards, guidelines
and recommendations. The EBA also worked
with the Commission, EIOPA and ESMA to es-
tablish working practices designed to ensure
that technical standards can be endorsed and
published by the Commission as swiftly as
possible following their adoption by the BoS.

Questions were also addressed relating to the
interpretation of the Treaty on European Un-
ion and the Treaty on the Functioning of the
European Union, and the EBA contributed to
discussions to clarify the EBA's legal position
vis a vis the EU’s institutions and bodies, espe-
cially the EU Commission.

Providing legal support to the EBA's
internal operations

Throughout 2015, legal support was provided
on operational issues for the Authority includ-
ing matters related to the new seat of the Au-
thority, human resources issues stemming
from the Staff Regulations and the Conditions
of Employment of other Servants, agreements
with EBA suppliers, requests from EU bodies
such as the European Court of Auditors and
European Ombudsman.

In addition, in 2015, the EBA handled twenty
four formal complaints received directly from
individuals or legal persons of which most
concerned a variety of consumer protection is-
sues. In most of the cases the subject matter
of the complaints did not fall into the scope of
action of the EBA. In such cases the applicants
were advised to file their complaints with the
most suitable EU or NCA. Further evaluations
where carried out on complaints that were

identified as potential breach of Union law
case. In relation to the Board of Appeal (%),
the EBA focused on an appeal against the EBA
decision not to open an investigation under Ar-
ticle 17 of the EBA Regulation, which has been
found inadmissible (*).

In relation to the General Court, the EBA fo-
cused (i) on a case where the applicant re-
quested the annulment of an EBA decision
and of the Board of Appeal decision in respect
to his request for an investigation under Arti-
cle 17 of the EBA Regulation (*’) and [ii) on a
dispute initiated by an applicant in a procure-
ment case (%). In the first case, the request of
the applicant has been dismissed. The pro-
ceeding in the second case could be decided
during 2016.

Working to protect personal data

Given its responsibility for data protection in
accordance with Regulation (EC) No 45/2001,
the EBA liaised with the office of the European
Data Protection Supervisor (EDPS) and sub-
mitted to the EDPS numerous notifications on
processed operations. In 2015, the designated
officers within the EBA promoted the impor-
tance of data protection issues with the EBA
staff, especially by raising the importance of
data protection during induction sessions or-
ganised for new joiners. The designated offic-
ers actively participate in the meetings of the
EU data protection network.

(**) The EBA advises on any issues which could poten-
tially give rise to litigation, providing legal advice,
managing cases of litigation at both administrative
and judicial level and representing the EBA in legal
disputes before the ESA's Joint Board of Appeal,
the Court of Justice, the General Court and the Civil
Service Tribunal.

() Decision Ref. EBA/2015/D/2015 of 19 August 2015.

(") Case T-660/14 — SV Capital OU v European Bank-
ing Authority — judgement of the General Court
(Third Chamber).

(*) Case T-229/15 — European Dynamics Luxembourg
v European Banking Authority.



Delivering digital services to support
the EBA’s core functions and internal
administration

The current EBA IT strategy (2015 to 2017) aims
to provide the EBA and, whenever appropriate,
other CAs and bodies with high-quality and in-
novative IT services and solutions. This strategy
is divided into four areas which aim to stand-
ardise and optimise the delivery of IT solutions.

In 2015, the IT focus has been on maintaining
and supporting production systems for data
collection and implementing a number of pro-
jects in line with the IT work program.

To enhance and support the implementation of
the Single Rulebook, the EBA has implemented
two releases of the European Supervisory Plat-
form (ESP) to extend the regulatory framework
in financial and common reporting to COREP
2.1.0 and FINREP 2.1.3. Additionally, the project
of notifications and sanctions was implement-
ed to provide CAs with a secure platform to de-
liver notifications and sanctions to the EBA.

In line with security requirements, an infra-
structure was put in place to support a sin-
gle access for users, whose number has in-
creased throughout the year, resulting in an
overall 400 % increase.

The EBA further promoted the use of the Col-
leges platform, to assure a higher mobility and
independence of sharing of information and
communication between supervisory colleges.
The Colleges platform and the considerable
growth of its user community (by 300 %) has
helped enhance cooperation and coordination
between colleges of supervisors, which has in
turn strengthened the supervision of cross-
border banking groups.

Communicating and promoting the
EBA’'s work

Over the course of the year, the EBA started
implementing tasks related to its new com-
munications strategy which was adopted by
the EBA Management Board in March 2015.
This resulted in regular communications ac-
tivities and publications being reorganised on
a thematic basis.

2015

Furthermore, the EBA's press and communica-
tion activities continued to focus on ensuring
that all parties concerned by the work of the
Authority’s BoS were correctly and timely in-
formed of any points of interest or concern. As
recommended in the communications strategy,
there was an increase in the number of regu-
lar background briefings and interviews with
members of the media throughout the EU. With
172 news items and press releases published
in 2015, the EBA was in line in terms of reach-
out activities compared to the previous year
(175in 2014 and 157 in 2013) and has more than
doubled figures of previous years (73 in 2012).
This surge reflects the increase in mandates
and tasks for the EBA, as well as the proactive
approach that the Authority is taking to com-
munications. Social media platforms such as
Twitter, YouTube and LinkedIn were used to
promote specific news on an ad hoc basis. By
the end of the year, the Authority's Twitter ac-
count had attracted more than 2, 000 followers,
whereas the LinkedIn community following the
EBA was averaging 6, 159.

In line with its strategy and to enhance its
reach out to and engagement with EU Mem-
ber States as well as with the press, the team
started the production of quarterly newslet-
ters to the National Press Officers of central
EU banks and to media. In addition, during the
second half of the year, communication activi-
ties focused intensely on the definition and or-
ganisation of the conference to mark the 5th
year anniversary of the EBA which was held in
London in February 2016.

Throughout 2015, parts of the EBA public
website were updated and reorganised to
streamline information and help users navi-
gate the site. These included the redesigning
of the focus on” area on the home page with
the implementation of a dynamic slideshow
to highlight recently published products. The
‘About us’ section was also updated with an in-
teractive organigram of the internal structure
of the EBA which included a summary of the
tasks carried out by the various Departments
and Units of the EBA. In addition, a new sec-
tion was created under the ‘news and press’
section to host the EBA's Press Newsletter [*7).

(") EBA Press Newsletters, https://www.eba.europa.
eu/news-press/press-newsletter
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Internal management

Management Board

In 2015, the Management Board met five times

at the EBA premises in London. It took impor-
The Management Board is mandated by the  tant organisational decisions and held strate-
EBA founding Regulation to ensure that the  gic discussions which paved the way for BoS’
EBA carries out its mission and performs the  decisions. The minutes of the meetings held
tasks assigned to it. It is composed of the EBA by the Management Board are public and can
Chairperson and six other members of the  be consulted on the EBA website.

BoS elected by and from the voting members
of the BoS. The Executive Director and a rep-
resentative of the Commission also partici-

pate in its meetings.

The BoS elected two new members of the

The Chairperson is responsible for prepar-
ing the work of the BoS. He chairs both the
BoS and the Management Board. The BoS

Management Board in December 2015 and re-
elected a third member for a second term. The
new two members represent both participating
and non-participating SSM Member States. The
Management Board in 2015 was composed of
four members from participating SSM Member
States (Germany, Italy, Netherlands and Spain)
and two members from non-participating SSM

met seven times in 2015 and the Manage-
ment Board met five times - details of these
meetings can be found on the EBA's website:
https://www.eba.europa.eu/about-us/organi-
sation/board-of-supervisors and https://www.
eba.europa.eu/about-us/organisation/man-
agement-board.

Member States (Poland and the United King- |5 aqddition, the Chairperson represents the

dom]. The EBA founding Regulation requires  EBA: the Chairperson’s Foreword sets out the

that the representation of the Management
Board be balanced and proportionate and that

it reflects the Union as a whole.

key issues in which the Chairperson has been
involved in the course of 2015 while informa-
tion on the Chairperson’s meetings with exter-
nal stakeholders is also available on the EBA
website at https://www.eba.europa.eu/about-
us/organisation/top-management.

Figure 24: Number of events held by the EBA from 2012-2015
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Major developments

In 2015, there were a few changes to the in-
ternal organisational structure of the EBA. In
particular, as a result of new tasks mandated
to the EBA by Directive 2014/59/EU (the BRRD),
as well as the need to separate supervisory
and resolution tasks, a new and independent
Resolution Unit was established as of 1 Febru-
ary 2015. As a consequence, all the resolution-
related functions falling under the Regulation
and Oversight Department were transferred
onto this new Unit and the old ‘Recovery, Reso-
lution and Registration Unit” within the Regula-
tion Department was dismantled. In addition,
the 'Home-Host Coordination Unit" within the
Oversight Department was renamed to the ‘Su-
pervisory Convergence Unit" and its functions
refocused on supervisory convergence.

Finally, in March 2015, the Consumer Protec-
tion and Financial Unit was also renamed to
Consumer Protection, Financial Innovation
and Payments Unit in order to reflect the in-
creasing number of mandates on payments
that the EBA started receiving, namely with
the entry into force of the PSD2.

At the end of 2014, the EBA successfully relocat-
ed to its new offices at 1 Canada Square, Canary
Wharf, London. The relocation did not cause any
service disruption and the move allowed the Au-
thority to meet the technical and organisational
requirements of the Agency for its activities.

The new premises have provided the Authority
with services which were not available in the
previous building, such as adequate meeting
facilities to ensure the wellbeing of over 8, 500
guests visiting the EBA on an annual basis and
new security arrangements, which enhance
control access to the premises.

In 2015, there were slightly fewer events being
held by the EBA compared to previous years,
however the volume of participants increased
significantly. The Authority expects an in-
crease in the number of events for 2016 based
on the number of trainings being planned.

The move also served as an opportunity for
implementing an open-space policy within
the Authority.

2015 ANNUAL REPORT

Budgetary and financial management

In 2015, the EBA repeated the almost full
budget execution of the previous year, com-
mitting 99.3 % of the available funds, while
reducing the level of carry forward to 9.7 %.
This was achieved in difficult budgetary cir-
cumstances. Despite allocating the EBA
higher staffing levels, the budgetary authority
reduced the EBA’'s 2015 financial resources by
approximately EUR 2 million (6 %) compared
to the previous year. In order to implement
these cuts, the EBA had to reduce its work
programme and cut costs in areas such as op-
erational missions and meetings, operational
IT projects and staff training. In addition, the
euro lost significant value against the pound
sterling over the course of the year, forcing the
EBA to request an amending budget of EUR
1.9 million in order to enable it to meet its fi-
nancial obligations. The amending budget was
adopted in August 2015.

The 2016 budget has been significantly im-
proved, resulting in a total budget of EUR 38
million. This represents a 20 % increase on
the initial 2015 budget and results from both
the EBA and the budgetary authority taking on
board the lessons learned from the previous
year's process. It also reflects an improved
budgetary planning on the part of the EBA,
which has been further enhanced in develop-
ing the 2017 preliminary draft budget. This
included for the first time a budget by activ-
ity, based on work carried out by the EBA on
activity-based budgeting over the past couple
of years, Figure 25 (%) presents the budget
outturn for 2015.

(°) Figure 25, p. 101
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Human resources management

During the course of 2015, the EBA organised
40 selection procedures, received 951 appli-
cations and interviewed 120 candidates. The
total number of staff in 2015 went up to 156
including 118 temporary agents, 29 contract
agents and 13 seconded national experts of
broad geographical (26 EU nationalities) and
gender balance (45 % females; 55 % males).
For the first time since its establishment, the
EBA’" establishment plan was 1.7 % below its
planned target of 120 temporary agent posts.

The total staff turnover due to resignation,
non-renewal and contract expiry was 10.3 %.
This was 2.6 % lower than in 2014 (12.9 %).

Out of the 117 applications for traineeship re-
ceived, the EBA selected and provided train-
eeship opportunities to six trainees who were
placed in Units across the EBA in 2015.

As in the previous year, the EBA conducted a job
screening exercise covering the period of 2015
within the overall benchmarking exercise of EU
agencies. In particular, the benchmarking exer-
cise showed that 80.1 % of the jobs were ‘oper-
ational’ (directly focused on the implementation
of the EBA's mandate], 12.5 % included ‘admin-

istration and coordination” jobs, and 7.4 % were
‘neutral jobs [financial management, account-
ing jobs). In addition, the results confirmed the
trend of the previous year when for each four
posts focusing on the direct implementation of
the EBA's mandate there was only one admin-
istrative post. The EBA also adopted a number
of implementing rules to the Staff Regulations
and internal policies in 2015.

Assessment of audit results during the
reporting year

The EBA is audited by its internal auditor, the
Internal Audit Service (IAS) of the Commission.
The audit work to be performed is defined in
the IAS Strategic Audit Plan. All observations
and recommendations are taken into account
and appropriate action plans are developed.
The implementation of these actions is fol-
lowed up regularly.

In 2015, the Commission’s Internal Audit Ser-
vice performed a follow-up limited review on
IT project management and an Audit on hu-
man resources management.

The HR Team has been working on many fronts throughout 2015, but
the novelty certainly was the implementation of the EBA Traineeship
Programme. This meant that in 2015, the EBA welcomed its first six
trainees and | believe that the assignment of these trainees to some of
the core areas of the EBA's activities proved not only beneficial for the
trainees themselves, as they had an opportunity to put in practice their
academic skills, but also for the EBA at large, as these young talents
brought their fresh views to the Authority. In its recruitment, the EBA
maintained sound geographical and gender balance while attracting
and recruiting the best possible candidates.

We also delivered a lot in terms of training, as we developed and imple-
mented a systematic approach to training EBA staff, which resulted in 69
training courses organised in 2015. Training activities last year spanned
large and covered development of technical and IT skills, as well as soft
and management skills. By signing further agreements with nine new
schools in London, I am confident that we brought a good contribution to
supporting the EBA staff in the schooling of their children.

Aneta Al i

PRINCIPALHUMAN RESOURCES
OFFICER
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The objective of this follow-up audit was to as-
sess the progress made in implementing the
remaining three open recommendations (two
rated as ‘very important’ and one ‘important’)
that resulted from the IAS limited review on
IT Project Management conducted in 2014.
Of the four recommendations included in the
original report, one (rated as important) had
already been closed in February 2015 on the
basis of an IAS desk review.

The overall objective of the audit was to assess
the adequacy of the design and the effective-
ness of the internal control system put in place
by the EBA for managing its human resources.

The final IAS report contained six recommenda-
tions, two of them very important and four impor-
tant. There were no critical recommendations.

All observations and recommendations were
accepted and appropriate action plans were
developed by EBA. The implementation of the
actions is being followed up regularly.

There were four open recommendations (one
very important and three important) from the
limited review on the implementation of ICS
performed in 2013 that were awaiting review
and reassessment in the context of the IAS
in-depth Risk Assessment of EBA, which is
planned to take place in late February 2016.

European Court of Auditors

The 2015 audit of the annual accounts was
conducted partly by the European Court of
Auditors and partly, for the second time, by an
external audit firm. The external firm, Moore
Stephens, was selected by reopening of com-
petition between the eight contractors that are
part of the Directorate-General for Budget (DG
BUDG] framework contract BUDG/11/P0/03.
Moore Stephens conducted the financial au-
dit while the ECA focused on the legality and
regularity aspects.

2015

During 2015, no critical recommendations
were issued or closed and on 1 January 2016
there was no open critical recommendation.

The ECA issued a statement of preliminary
findings with two comments. The first related
to a level of Title 2 carry-overs from 2015 to
2016 that was above the ECA guideline level of
20 %, where the ECA concluded that the carry-
overs were justified. The second related to the
EBA's management of IT costs, where the ECA
criticised the accuracy of IT cost projections.
In the view of the EBA this criticism does not
adequately take into account the EBA's opera-
tional context.

Risk management

In order to ensure identification and assess-
ment of potential risks that could negatively
influence the achievement of its objectives, in
2014, the EBA adopted Risk Management Pro-
cess Guidelines.

In 2015, the EBA conducted its risk assess-
ment exercise to identify risks and types of
exposures, and propose mitigation measures.
The result was a risk register where risks were
categorised according to their significance.

The highest risks for the Agency were con-
sidered to be the ones relating to IT security
incidents, enforcing controls in areas of re-
sponsibilities, unanticipated consequences of
the Single Rulebook and vulnerabilities in the
EU banking sector. Mitigating actions were de-
veloped for all identified risks.

Follow up on observations from the
discharge authority

On 11 April 2016, the discharge authority
granted discharge to the EBA Executive Direc-
torin relation to the implementation of the Au-
thority's budget for the financial year 2014. The
adopted text of the 2014 discharge (¢') included
32 paragraphs of observations, of which the
majority were either notes (with satisfaction)
or acknowledgements. For the paragraphs

(") Discharge 2014 EBA P8_TA-PROV(2016)0167, Euro-
pean Parliament, https://polcms.secure.europarl.
europa.eu/cmsdata/upload/e0751856-697c-4037-
96d9-fab71dd4623e/P8_TA-PROV(2016)0167_
EN.pdf
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that could be considered to constitute a call to
action on the part of the EBA, as the discharge
report has only recently been adopted the EBA
is still working to formulate its responses to
the action points.

Assessment of the effectiveness of the
internal control systems

The EBA has further developed and improved
a series of internal measures to ensure that
its activities are subject to control and to pro-
vide reasonable assurance to management of
the achievement of the Authority’s objectives.

More specifically, internal controls are all the
measures that the management takes to en-
sure that:

= operational activities are effective and effi-
cient;

= legal and regulatory requirements are met;

= financial and other management reporting
is reliable;

= assets and information are safeguarded.

Management assurance

The building blocks of management assur-
ance at the EBA consist of several core ele-
ments. These are rooted in the implemen-
tation of the internal control standards and
continued strong management oversight of
both operational and horizontal activities, and
adherence to principles such as sound finan-
cial management. The EBA is subject to regu-
lar audits by the internal audit service, the

To assist the Executive Director in implement-
ing internal controls, the Agency has adopted
a set of internal control standards (ICS). These
standards are intended to guarantee a con-
sistent level of internal control of all business
activities throughout the Agency, and define
the management rules that all services must
follow in their management of resources.

These standards are based on, and fully in line
with, equivalent standards established by the
Commission.

Tangible improvement was made in 2015 in the
following areas of Internal Control Standards:

= ethical and organisational values;

= objectives and performance indicators;
= risk management process

= document management;

= information and communication.

European Court of Auditors, and audit firms,
which all provide impartial and thorough re-
views of these standards, and are a further
element of management assurance. With
this framework in place, the EBA is confident
that there are no significant weaknesses that
would create reservations or impact on the va-
lidity of the Declaration of Assurance from the
EBA's Authorising Officer.
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Annexes

Board of Supervisors” analysis and assessment

The EBA Board of Supervisors (BoS) takes note of the Annual Activity Report 2015, submitted by
the Authorising Officer in accordance with Article 47(1) of the Financial Regulation applicable to
the EBA.

Analysing and assessing the Annual Activity Report 2015, the BoS has made the following ob-
servations.

= The report contains a comprehensive account of the activities carried out by the EBA in the
implementation of its mandate and Work Programme during 2015. The EBA has met its obli-
gations under Article 47(1), providing a detailed account of the results achieved in relation to
the objectives set in the Work Programme for 2015, financial and management information.

= The BoS acknowledges the challenges the EBA faces in terms of its constrained resources in
the face of a demanding workload and welcomes the EBA efforts to manage this challenging

situation.

= The BoS notes the EBA's response to findings from the European Court of Auditors and the
Internal Audit Service.

= The BoS notes that the Executive Director has no reservations or critical issues to report which

would affect the presentation of the annual accounts for the financial year 2015 to the dis-
charge authority.

London, 15 June 2016

Andrea Enria
Chair of the Board of Supervisors

%



EUROPEAN BANKING AUTHORITY

96

Declaration of assurance from the Authorising Officer

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

Declare that the information contained in this report gives a true and fair view (7).

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

This reasonable assurance is based on my own judgment and on the information at my disposal
such as the results of the ex ante verifications and ex post controls performed during the year, or

the reports of the Internal Audit Service and of the European Court of Auditors.

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

London, 15 June 2016

Adam Farkas,
Executive Director of the European Banking Authority

(¢?) True and fair view in this context means a reliable, complete and correct picture of the state of affairs.
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Board of Supervisors — Members and observers

Chairperson: Andrea Enria
Alternate Chairperson: Pedro Duarte Neves (Portugal)

Austria Helmut Ettl Slovakia Vladimir Dvoracek
Belgium Mathias Dewatripont Slovenia Miha Kristl
Bulgaria Dimitar Kostov Spain Fernando Vargas Bahamonde
Croatia Damir Odak Sweden Martin Noréus
Cyprus Argyra Procapiou UK Andrew Bailey
Czech Republic David Rozumek
Denmark Jesper Berg
OBSERVERS
Estonia Andres Kurgpold
Finland Anneli Tuominen
. Iceland Jon Thor Sturluson

France Edouard Ferndndez-Bollo : - )

Liechtenstein Heinz Konzett
Germany Raimund Roeseler

: N Norway Morten Baltzersen
Greece Spyridoula Papagiannidou — -
. SRB Dominique Laboureix

Hungary Komél Kisgergely
Ireland Cyril Roux
Italy Luigi Federico Signorini NON-VOTING MEMBERS
Latvia Kristaps Zakulis
Lithuania Vytautas Valvonis ESMA Verena Ross
Luxembourg Christiane Campill EIOPA Carlos Montalvo
Malta Marianne Scicluna European Central Bank/ Single  Korbinian Ibel
Netherlands Jan Sijbrand Supervisory Mechanism (SSM)
Poland Andrzej Reich European Commission Olivier Guersent
Portugal Pedro Duarte Neves ESRB Francesco Mazzaferro
Romania Nicolae Cinteza

* Composition of members as at 31 December 2015

Management Board — Members

Chairperson: Andrea Enria
Alternate Chairperson: Pedro Duarte Neves (Portugal)

Germany Raimund Roeseler
Netherlands Jan Sijbrand

Italy Luigi Federico Signorini
Poland Andrzej Reich

Spain Fernando Vargas Bahamonde
UK Andrew Bailey

* Composition of members as at 31 December 2015
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EBA organisational structure

Chairperson
Andrea Enria

Executive Director
Adam Farkas

Oversight ‘. Regulation**
Piers Haben % & lsabelle Vaillant

_ ' Capital and Asset/ o Consumer Protection
Risk Analysis Liability Management RgSO_E”t'?"k Financial Innovation and
Mario Quagliariello Delphine Reymondon pyridon farkos Payments****

Dirk Haubrich
Credit, Market and

Operational Risk
Lars Jul Overby

Supervisory Convergence™
Slavka Eley

*The Home-Host Coordination Unit was renamed to "Supervisory Convergence’ in February 2015 and
it took over some of the tasks of the dissolved Registration, Recovery and Resolution Unit.

** The Registration, Recovery and Resolution Unit of Regulation was dissolved in February 2015.

*** The new Resolution Unit came into operation in March 2015 and took over most of the tasks of
the dissolved Registration, Recovery and Resolution Unit.

**** The Consumer Protection and Financial Unit was renamed to Consumer Protection, Financial
Innovation and Payments in March 2015.

*Composition as at 31 December 2015
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Policy Analysis and
Coordination
Corinne Kaufman

Legal

Jonathan Overett Somnier

Impact Assessment

Policy Coordination

Accounting Officer
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Operations
Peter Mihalik

Information Technology
Andreas Weller

Finance and Procurement
Fergus Power

Human Resources

Communications

Corporate Support
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Human and financial resources by activity

Job Type (sub) category Year 2015 (%) Year 2014 (%)
Administrative Support and Coordination 125 % 12.8 %
Administrative Support 8.8% 9%
Coordination 3.7 % 3.8%
Operational 80.1% 79.6 %
Top Level Operational Coordination 21% 2.2%
Programme Management & Implementation 48.9 % 47.3 %
Evaluation & Impact Assessment 21% 2.2%
General Operational 269 % 28%
Neutral 7.6% 7.6 %
Finance/Control 7.4% 7.6 %
Linguistics nfa nfa

Financial report

The EBA's financial performance in 2015

The annual accounts of the EBA have been established in accordance with the EBA's financial
regulation adopted by the EBA's Management Board, as well as with the framework financial
regulation (Commission Delegated Regulation (EU) No 1271/2013 of 30 September 2013 on the
framework financial regulation for the bodies referred to in Article 208 of Regulation (EU, Eur-
atom) No 966/2012 of the European Parliament and of the Council).

The accounting rules, methods and guidelines are those adopted and provided by the accounting
officer of the European Commission.

Budget result

The budgetary accounts below give a detailed picture of the implementation of the budget in
2015 and 2014. They are based on the modified cash accounting principle. In 2015 the EBA used
only non-differentiated appropriations. The total consumption of commitment appropriations
reached EUR 33, 204, 952, of which EUR 29, 985, 170 has been paid and EUR 3, 219, 782 was car-
ried over as per Article 14 of the EBA's financial regulation.
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Figure 25: Budget result (FUR)
2015 2014
REVENUE
Balancing Commission contribution + 11,924,600 12,999,920
Surplus Year N-2 3,608,718 1,100,062
Contributions from National Supervisory Authorities + 17,392,368 18,960,232
Contributions from
Observers b271.718 506,235
Bank interests + 13.676 20612
Other income + 100,296 22915
TOTAL REVENUE (a) 33,566,876 33,609,876
EXPENDITURE
Title |:Staff
Payments 22.571.851 19160331
Appropriations carried over 11692 158,449
Title Il: Administrative Expenses
Payments 3,782,803 3,706,902
Appropriations carried over 1,487,794 3431070
Title III: Operating expenditure
Payments 3630516 5,336,135
Appropriations carried over 1,615,067 1,742 564
TOTAL EXPENDITURE (b) 33,204,952 33,535,451
RESULT FOR THE FINANCIAL YEAR (a-b) 361,924 74,425
Cancellation of unused payment appropriations carried over from previous year + 164,242 296,775
Exchange differences for the year (gain +/loss -) +- (144,927) (86.896)
BALANCE OF THE RESULT ACCOUNT FOR THE FINANCIAL YEAR 381,239 284,253
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Budgetary execution in 2015

The table below shows the status of commitments and payments as of 31 December 2015, to-
gether with the amounts carried over to the 2016 financial year.

At the end of 2015 the EBA had an overall budget execution rate in 2015 of 99.3% for commit-
ments and 90.3% for payments. This is a result of continuous improvements in budget planning
and monitoring while also reflecting the on-going under-resourcing of the agency.

Figure 26: Budgetary execution (EUR)
Title Final appropriations Committed % Paid % Carried forward %
A B C=B/A D E=D/B F G=F/B
|: Staff-related 12,854 547 22.681.862 99.2% 22,564,940 99.5% 116921 0.5%
II: Administrative 5,314,835 5,270,697 99.2% 3,782,803 71.8% 1,487,794 28.2%
IIl: Operational 5,249,618 5,245,683 99.9% 3,630516 69.2% 1,615,067 30.8%
TOTAL 33,419,000 33,198,042 99.3% 29,978,259 90.3% 3,219,782 9.7%
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Balance sheet

The balance sheet provides the financial position of the EBA as at 31 December 2015 and 31
December 2014.

Figure 27: Balance sheet (amounts in EUR)

ASSETS 31.12.2015 31.12.2014
NON-CURRENT ASSETS

Intangible fixed assets

Computer software 1,438,494 2,449,337
Tangible fixed assets

Computer hardware 126,347 340,447

Furniture 493,007 b52.547

Other fixture and fittings 8,304,719 9,267,001
Total 11,522,627 12,609,332
CURRENT ASSETS

Current receivables 1,441,358 1,126,393

Sundry receivables 2992 h4,507

Prepaid expenses 663,765 141,003

Cash and cash equivalents 2,393.929 5,061,159
Total 4,502,044 6,373,056
TOTAL ASSETS 16,024,671 18,982,388
LIABILITIES
NON-CURRENT LIABILITIES

Provision for risks and charges 1,579,348 1,579,348

Deferred revenue h,418,376 5,948,306
Total 6,997,724 7,521,14
CURRENT LIABILITIES

Current payables 3.078.826 3,661,712

Sundry payables - 795,298

EU entities 381,239 284,253

Deferred revenue h4b,658 b4b,058
Total 4,005,723 5,276,921
TOTAL LIABILITIES 11,003,447 12,804,636
NET ASSETS

Accumulated surplus/(deficit) 6,177.752 3,550,937

Economic outturn for the year - profit/(Loss) (1.156.526) 2626815
TOTAL NET ASSETS 5,021,224 6,171,752
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Statements of financial performance

The financial statements below show all income and charges for the financial year based on ac-
crual accounting rules complying with the European Commission’s accounting rules.

Figure 28: Statements of financial performance

OPERATING REVENUE
Contribution from the Member States
Contribution from EFTA countries
EU Subsidy
Foreign currency conversion gains
Other administrative revenue

TOTAL OPERATING REVENUE

OPERATING EXPENSES
Staff expenses
Building and related expenses
Other expenses
Depreciation and amortization
Foreign currency conversion losses
TOTAL OPERATING EXPENSES
SURPLUS (DEFICIT) FROM OPERATING ACTIVITIES

NON OPERATING REVENUES (EXPENSES)
Financial revenue
Financial expenses

SURPLUS/ (DEFICIT) FROM NON OPERATING ACTIVITIES

SURPLUS/ (DEFICIT) FROM ORDINARY ACTIVITIES
SURPLUS/ (DEFICIT) FROM EXTRAORDINARY ITEMS

ECONOMIC RESULT FOR THE YEAR
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2015

17,392,368
493,804
15,162,079
686,939
180,075
33,904,265

20275949
3,360,161
8,692,396
1,953,528

830,860
35,112,900
(1,208,635)

14,103
36,004
52,107

(1,156,528)

(1,156,528)

2014

18,960,232
639,649
13,815,729
358,630
26,169
33,700,409

16,173,827
2,755,848
10,532,167
2,025,564
44,578
30,932,922
2,767,487

22,087
(162.709)
(140,672)

2,626,815

2,626,815

[FUR)



Cash flow statements

Figure 29: Cash flow statements

CASH FLOW FROM ORDINARY ACTIVITIES

Surplus /(deficit) from ordinary activities

OPERATING ACTIVITIES
Depreciation of Tangible fixed assets
Increase/(decrease) in provisions for risks and liabilities
(Increase)/decrease in short term receivables
Increase/ (decrease) in accounts payable
Increase/ (decrease) in liabilities related to consolidated EU Entities
Increase/(decrease) in deferred income

Net cash flow from operating activities

CASH FLOW FROM INVESTING ACTIVITIES
(Increase)/decrease in tangible and intangible fixed assets

Net cash flow from investing activities

NET INCREASE (DECREASE] IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE PERIOD
CASH AND CASH EQUIVALENTS AT THE END OF THE PERIOD

Statement of changes in net assets

Figure 30: Statement of changes in net assets

Accumulated Surplus
Balance as of 31 December 2014 0177752
Economic result of the year

Balance as of 31 December 2015 6,177,752

2015

(1,156,528)

1,962,565

(786.218)
(1,368.184)
96,986
(529.990)
(1,781,369

(875.861)
(875,861)

(2,657,230)
5,051,159
2,393,929

Net surplus/(deficit) for

the period

(1166,626)
(1,156,528)

201

[EUR)

2014

2,626,815

1,930,094
(1,692.631)
§33.360
2,255,603
(3,347,100)

2,606,141

(3.646.322)
(3,646,322)

(1,040,181)
6,091,340
5,051,159

Total Net Assets

0,177,752
(1.166,526)

5,021,224

ANNUAL REPORT
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Statistics of financial management

Figure 31: Transaction statistics

Volume Value Average value
Commitments 465 33.198.042 71394
Payments 1,556 29,978,269 19,266
Recovery orders 139 34,3464 747,080

Recovery orders include non-budgetary recoveries such as value-added tax (VAT) refund claims.

Late payment interest

The EBA incurred no late payment interest in 2015.
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Regulatory compliance of guidelines and
recommendations

According to the EBA Regulation (Article 16(4)), this section comments on Competent Authorities
that have not complied with guidelines and recommendations issued by the EBA.

In 2015, the EBA issued new Guidelines and Recommendation compliance forms. This report
therefore comments only on those Guidelines and Recommendations where the response was
one of the following:

= No — On a case-by-case basis in accordance with internal procedures, reasons for non-com-
pliance and supplemented as necessary in an annex;

= No - Where the Competent Authority does not comply with part of the Guidelines, the extent of
non-compliance will be noted;

= No Response — No notification of compliance was received by the EBA within the two-month
time limit;

= Not Applicable — The Guidelines and Recommendations do not apply in the jurisdiction of the
competent authority.

Figure 32: Regulatory compliance of guidelines and recommendations by Competent Authorities

EBA/REC/2015/01 - Recommendations on Equivalence of Confidentiality Regimes — Compliance Notification: Deadline - 25 August 2015

The following Competent Authority failed to provide a notification of compliance within the two-month time limit:

a)  Lithuania - Lietuvos Bankas (Bank of Lithuania).

The following Competent Authority notified that Recommendation EBA/REC/2015/01 was not applicable:

a) UK - Financial Services Commission (Gibraltar) - These Guidelines do not apply to the jurisdiction of the Competent Authority.

Recommendations delivered in 2015 — Compliance Notification: Deadline - pending

The two month notification deadline for confirming compliance, intention to comply, or stating the reasons for not complying or
intention to comply with the following Guidelines, are nat yet due, as their publication in all EU official languages is not yet complete.

a)  EBA/REC/2015/02 - Recommendations amending Recommendations on Equivalence of Confidentiality Regim

EBA/GL/2015/02 - Guidelines on Recovery Plan Indicators — Compliance Notification: Deadline - 23 September 2015

The following Competent Authorities failed to provide a notification of compliance within the two-month time limit:
a)  Bulgaria - Bbnrapcka HapogHa 6anka (Bulgarian National Bank):
b)  Denmark - Finanstilsynet (Danish Financial Supervisory Authority);

¢/  Romania - Banca Nationald a Romaniei (National Bank of Romania).

The following Competent Authority notified that Guideline EBA/GL/2015/02 was not applicable:

a)  Norway - Finanstilsynet (Norwegian Financial Supervisory Authority - “The Guidelines do not apply in the jurisdiction of the
Competent Authority. Awaiting a final agreement on the implementation of the ESAs” requlations into the EEA agreement, the BRRD
has not yet been incorporated into the EEA agreement, nor has a resolution authority in Norway yet been appointed. As soon as the
relevant domestic legislation has been adopted and necessary decisions taken, the stance of the Norwegian resolution authority as
regards compliance with this and other guidelines, will be communicated".
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BA/6L/2015/03 - Guidelines on Triggers for use of Early Intervention Measures — Compliance Notification: Deadline - 29 September 2015

The following Competent Authority notified that Guideline EBA/GL/2015/02 was not applicable:

a)  Norway - Finanstilsynet (Norwegian Financial Supervisory Authority - “The Guidelines do not apply in the jurisdiction of the
Competent Authority. Awaiting a final agreement on the implementation of the ESAs” regulations into the EEA agreement, the BRRD
has not yet been incorporated into the EEA agreement, nor has a resolution authority in Norway yet been appointed. As soon as the
relevant domestic legislation has been adopted and necessary decisions taken, the stance of the Norwegian resolution authority as
regards compliance with this and other guidelines, will be communicated”

EBA/GL/2015/04 - Guidelines on the sale of Business Tool — Compliance Notification: Deadline - 7 October 2015

The following Competent Authorities failed to provide a notification of compliance within the two-month time limit:

a B

The following Competent Authorities notified that Guideline EBA/GL/2015/04 was not applicable:

a) Spain - Banco de Espafia (Bank of Spain) Spain opted to establish a structure with two resolution authorities, making the distinction
between the roles of preventive and executive procedure (respectively assigned to Banco de Espafia and FROB-Fund for Orderly Bank
Restructuring-). EBA/GL/2015/04 does not fall under Banco de Espaiia scope of competences. Therefore, Banco de Espafia will not
provide compliance notification regarding this Guideline;

b) UK - Prudential Regulation Authority (PRA) - These Guidelines do not apply in the jurisdiction of the Competent Authority. These
Guidelines apply to the Resolution Authority;

¢/ UK - Financial Conduct Authority - FCA - These Guidelines do not apply in the jurisdiction of the Competent Authority. These
Guidelines are addressed to resolution authorities, whereas the FCA is a Competent Authority for BRRD purposes in the UK;

d)  Norway - Finanstilsynet (Norwegian Financial Supervisory Authority - The Guidelines do not apply in the jurisdiction of the Competent
Authority. Awaiting a final agreement on the implementation of the ESAs” regulations into the EEA agreement, the BRRD has not
yet been incorporated into the EEA agreement, nor has a resolution authority in Norway yet been appointed. As soon as the relevant
domestic legislation has been adopted and necessary decisions taken, the stance of the Norwegian resolution authority as regards
compliance with this and other guidelines, will be communicated.

The following Competent Authority did not submit any notification forms for Guideline EBA/GL/2015/04, but provided the following
comments:

a)  Sweden - Finansinspektionen (Swedish Financial Supervisory Authority - thus advised: Sweden has not yet transposed the Bank Recovery
and Resolution Directive into domestic legislation and for this reason, a resolution authority has nat yet been formally designated
(although the Government has announced its intention to designate the Swedish National Debt Office (SNDO) as resolution authority
(please refer to the letter from our Minister for Financial Markets Per Bolund to Mr Andrea Enria of 28 April, 2015)).

Neither the SNDO nor Finansinspektionen, therefore, is in a position to declare whether the forthcoming Swedish resolution authority
will comply with the guidelines in question or not. As soon as the relevant domestic legislation has been adopted and necessary
decisions taken by the decision making body of the resolution authority, we will inform the EBA of the stance of the Swedish
resolution authority as regards compliance with these guidelines.

EBA/GL/2015/07 - Guidelines on failing or likely to fail — Compliance Notification: Deadline - 6 October 2015

The following Competent Authority notified that Guideline EBA/GL/2015/07 was not applicable:

a)  Norway - Finanstilsynet (Norwegian Financial Supervisory Authority - The Guidelines do not apply in the jurisdiction of the
Competent Authority. Awaiting a final agreement on the implementation of the ESAs” regulations into the EEA agreement, the BRRD
has not yet been incorporated into the EEA agreement, nor has a resolution authority in Norway yet been appointed. As soon as the
relevant domestic legislation has been adopted and necessary decisions taken, the stance of the Norwegian resolution authority as
regards compliance with this and other guidelines, will be communicated.

EBA/GL/2015/08 - Guidelines on the management of interest rate risk — Compliance Notification: Deadline - 7 December 2015

The following Competent Authorities failed to provide a notification of compliance within the two-month time limit:
a) UK - Prudential Regulation Authority (PRA);
b) UK - Financial Conduct Authority (FCA)
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EBA/GL/2015/09 - Guidelines on DGS payment commitments — Compliance Notification: Deadline - 11 November 2015

The following Competent Authorities failed to provide a notification of compliance within the two-month time limit:

3
b)

0

Estonia - Finantsinspektsioon (Financial Supervision Authority);
Austria - Finanzmarktaufsicht (Financial Market Authority);
UK - Financial Conduct Authority (FCA)

The following Competent Authority notified that Guideline EBA/GL/2015/09 was not applicable:

a)

Norway - Finanstilsynet (Norwegian Financial Supervisory Authority - The Guidelines do not apply in the jurisdiction of the CA.
Awaiting a final agreement on the implementation of the ESAS regulations into the EEA agreement, the DGS-directive has not yet
been incorporated into the EEA agreement. As soon as the DGS-directive is made part of the Norwegian legal order, we will return to
you confirming how Norway complies with the Guideline.

The following Competent Authorities returned a No response for Guideline EBA/GL/2015/09:

a)

b)

Bulgaria - Bbarapcka HapogHa banka (Bulgarian National Bank) - Does not apply in Bulgaria. The national legal framework and
notably the Law on Bank Deposit Guarantee do not provide the Bulgarian Deposit Guarantee Fund (BDIF) with any power to accept
payment commitments within the available financial means to be taken into account in order to reach the target level.

France - Autorité de Contréle Prudentiel et de Résolution (Prudential Supervisory & Resolution Authority) - Does not intend to
fully comply with the Guidelines due to a contradiction with applicable French law:Part 3 of the guidelines related to the Financial
Collateral Arrangement provides: “13. In order to safeguard the DGS's creditor position, a Financial Collateral Arrangement should
explicitly include the following terms (delete point d) (iv) and add point 4)) d) The least the following enforcement events: (i)
failure by the credit institution to pay the payment commitment amount within the period provided under the payment commitment
arrangement when required to do so by the DGS; (ii) failure by the credit institution to replace the low-risk assets provided to the
0GS when they fall due, when they no longer comply with the requirements laid down in Part 6 or Part 7 of these guidelines or in
other specific cases agreed upon with the DGS; (i) failure by the credit institution to top up its collateral when required to do so
by the DGS, in the event of a breach of the coverage level, as Laid down in Part 7 of these guidelines; (iv) withdrawal of the credit
institution's authorisation; (v) if the credit institution is subject to reorganisation measures other than early intervention or crisis
management measures, or is subject to winding-up proceedings.

Where an institution ceases to be a member of the DGS without meeting any of the above-mentioned enforcement events, the DGS
should choose the course of action most suitable to preserve the availability of the committed funding. To that end the DGS may
either: (1) enforce the commitment; (2) accept that the institution which no longer is a member of the DGS that terminates its
membership remains bound by the commitment and enforce it, at the latest, when reaching the maturity of the commitment as
provided in the payment commitment arrangement, unless the payment commitment arrangement is rolled over; or (3) accept that
the commitment is transferred to another entity in the context of a merger or acquisition”. In France, payment commitments for
deposit guarantee are governed by Article 9 of a ministerial decree dated October 27 of 2015 relating to resources and functioning
of the deposit guarantee and resolution fund. Item I. ¢. 1° of this article sets forth that the commitment terminates with the
withdrawal of the credit institution’s license not caused by a sanction. This situation, which is not provided for in the guidelines is
consistent with the treatment of payment commitments relating to the contributions to the Single Resolution Fund as provided for
in article 7.3 of the Council Implementing Regulation No (EU) 2015/81 of 19 December 2014,50 there is no reason to think this is not
consistent with European Union law. As a French authority we have to comply with the binding provisions of French law, in case it
contradicts Guidelines.

EBA/GL/2015/10 - Guidelines on methods for calculating contributions to DGS — Compliance Notification: Deadline - 22 November 2015

The following Competent Authorities returned a No response for Guideline EBA/GL/2015/10:

a)

Latvia - Finan$u un Kapitala tirgus Komisija (Financial and Capital Market Commission] - Does not comply and does not intend to
comply with parts of the Guidelines. In accordance with Directive 2014/49/EU of the European Parliament and of the Council of 16
April 2014 on deposit guarantee schemes (Directive), Article 13: “2. DGSs may use their own risk-based methods for determining
and calculating the riskbased contributions by their members. The calculation of contributions shall be proportional to the risk of
members and shall take due account of the risk profiles of the various business models. Those methods may also take into account
the asset side of the balance sheet and risk indicators, such as capital adequacy, asset quality and liquidity. Each method shall be
approved by the Competent Authority in cooperation with designated authority. EBA shall be informed about the methods approved.”

The Financial and Capital Market Commission (FCMC) in the role of DGS's manager has been using its own risk-based methods for
determining and calculating the risk-based contributions by their members since 01.01.2010. These methods have been approved by
the Board of the FCMC (in Latvia the FCMC shares competence of Competent Authority and designated authority). The last version

of methods for calculating contributions to DGS is stipulated in the Regulations on covered deposits reporting and determination of
adjustment coefficient (Regulations) adopted by the FCMC on 01.07.2015. According to Article 13(2) of Directive the notification was
sent to the EBA an 03.09.2015 (our ref.: 01.03.07.02/2765).
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Regulations state that the calculation of the aggregate risk weight for an individual member institution shall be based on a set of
risk indicators from each of the following risk categories: a. Capital (weight 18 %), b. Liquidity (weight 18 %), c. Asset quality (weight
13.%). d. Large risk exposure (weight 13 %), e. Business model (weight 38 %). Risk categories a), b), ¢} and respective weights are
the same as in the EBA guidelines on methods for calculating contributions to deposit guarantee schemes (Guidelines). We have been
using risk category d) since 2010 and we don't see any reason for changing it to Guidelines Potential losses to DGS". Our opinion

is that the bank's level of unencumbered assets/covered deposits does not reflect potential Losses for DGS. One should take into
account the probability of pay-out, calculation of which is a very problematic task.

As regards risk category e) we have weighted it by 38% for the following reasons. We are taking into account the specific feature of
the Latvian banking system - large exposure to non-residents (both sides of the balance sheet). For instance, approximately 50% of
Latvian banks" total deposits are non-resident deposits and some banks have more than 90% non-resident deposits. A substantial
part of the assets of some banks has been invested in the CIS countries. We consider such ‘non-resident” business model as the
main risk to the Latvian banking system.

Notwithstanding that the above -mentioned risk is well managed, a possibility that a bank with ‘non-resident” business model will not
be resolved, but liquidated is greater than for a bank with mainly resident-services business model, because ‘non-resident’ business
model banks have no or very limited important critical business functions. According to Article 18(1)(c). (5) of the Single Resolution
Mechanism RegulationSRMR (SRMRSingle Resolution Mechanism Regulation) and Article 14(2) of the SRMR it will be difficult to
justify any resolution action as treated in the public interest if there are no critical business functions. As a result, in our opinion the
probability of pay-out from DGS could be also associated with the specific business model of the Latvian banking system. This is why
we distributed the remaining 25 % of total weights to “business model as the resulted indicator ‘business model has a 38 % weight.

Finland - Financial Stability Authority - The act on Finnish Financial Stability Authority was amended in early 2015 to incorporate
rules on methods for calculating contributions to deposit guarantee schemes. The new rules are in line with the Guideline with one
exception, namely to Leave out the indicator Return on Assets from the calculation. This exception is due to the fact that all other
indicators described in the EBA Guideline are linear, i.e. risks either increase or decrease in case of value of indicator changes.

This would require a decision based on the empirical evidence to evaluate what Level of profitability is appropriate but not reflect too
high risk appetite. In Finland, this data would be very difficult to estimate as no such cases have been recently faced. The lack of
data could lead to an outcome where the most efficient banks could be treated as most risky cases despite no evidence of realisation
risk exist.

The use of the above described methods for calculating contributions is subject to the decision of Finnish Financial Stability Authority

The following Competent Authority notified that Guideline EBA/GL/2015/10 was not applicable:

a) Norway - Finanstilsynet (Norwegian Financial Supervisory Authority - The Guidelines do not apply in the jurisdiction of the CA.
Awaiting a final agreement on the implementation of the ESAs” regulations into the EEA agreement, the DGS-directive has not yet
been incorporated into the EEA agreement. As soon as the DGS-directive is made part of the Norwegian legal order, we will return to
you confirming how Norway complies with the Guideline.

The following Competent Authority failed to provide a notification of compliance within the two-month time limit:
a) UK - Financial Conduct Authority (FCA)

The following CA did not submit any notification forms for Guideline EBA/GL/2015/10, but provided the following comments:

a)  Ireland - Central Bank of Ireland - provided this response: Following recent discussions at the SSM pertaining to Guidelines on
methods for calculating contributions to Deposit Guarantee Schemes (DGSs) (EBA-GL-2015-10) the Central Bank of Ireland is
postponing its response to same.

EBA/GL/2015/16 - Guidelines on the application of simplified obligations — Compliance Notification: Deadline - 16 December 2015

The following Competent Authorities notified that Guideline EBA/GL/2015/16 was not applicable:

a)  Bulgaria - Bbarapcka HapoaHa 6awka (Bulgarian National Bank) - The Guidelines do not apply to the jurisdiction of the Competent
Authority. The Bulgarian National Bank does not intend to apply simplified obligations under Article 4 of the BRRD to any credit
institution.

b)  Norway - Finanstilsynet (Norwegian Financial Supervisory Authority - The Guidelines do not apply in the jurisdiction of the Competent
Authority. Awaiting a final agreement on the implementation of the ESA regulations into the EEA agreement, the BRRD has not yet
been incorporated into the EEA agreement, nor has a resolution authority in Norway yet been appointed.



EBA/GL/2015/17 - Guidelines on specifying the conditions for group financial support under Article 23 — Compliance Notification:

Deadline - 8 February 2016

The following Competent Authority failed to provide a notification of compliance within the two-month time limit:

3

Bulgaria - Bvarapcka HapogHa bakka (Bulgarian National Bank):

Guidelines delivered in 2015 — Compliance Notification: Deadline- pending

a)
b)
¢
d)
¢)
i
]

EBA/GL/2015/11 - Guidelines on Creditworthiness Assessment under the MCD;

EBA/GL/2015/12 - Guidelines on Arrears and Foreclosures under the MCD;

EBA/GL/2015/18 - Guidelines on Product Oversight and Governance;

EBA/GL/2015/19 - Guidelines on Passport Notifications for Credit Intermediaries under the MCD;
EBA/GL/2015/20 - Guidelines on limits on exposures to shadow banking entities;
EBA/GL/2015/21 - Guidelines on business reorganisation plans;

EBA/GL/2015/22 - Guidelines on sound remuneration policies.
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* Table reflects information notified to the EBA by 31 December 2015.

Statistics on disclosure

The Legal Unit is the central point for dealing with requests relating to transparency and public
access to documents. Within the remit of the Requlation (EC) No 1049/2001, the Legal Unit pro-
vided its advice on one formal request for access to information.
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