EUROPEAN BANKING AUTHORITY

EXECUTIVE SUMMARY
OF THE ANNUAL REPORT 2022

EUROPEAN
BANKING
AUTHORITY




Photo credits: European Banking Authority on pages: 8—H2848-58-&—+8—4—++-3%—F+—H214,
llustration credits: Getiy+mages on pages: +8—2A3%4+5+b2487F3+%

PDF ISBN 978-92-9245-918-5 ISSN 1977-9046 doi:10.2853/037317 DZ-AA-23-001-EN-N
Neither the European Banking Authority nor any person acting on behalf of the Authority is responsible for the use
that might be made of the following information.

Luxembourg: Publications Office of the European Union, 2023
© European Banking Authority, 2023
Reproduction is authorised provided the source is acknowledged.

For any use or reproduction of photos or other material that is not under the copyright of the EBA, permission must
be sought directly from the copyright holders.


jjaklic
Cross-Out

jjaklic
Inserted Text
3, 20

jjaklic
Cross-Out

jjaklic
Inserted Text
4, 8, 9, 12, 13, 15, 18

jjaklic
Cross-Out

jjaklic
Inserted Text
Canva


EXECUTIVE SUMMARY
OF THE ANNUAL REPORT 2022

'Ill EUROPEAN

A BANKING
AUTHORITY
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Introduction by EBA Chairperson and
Executive Director

- In 2022, the world faced numerous challenges. The Russian invasion of Ukraine

triggered a global humanitarian crisis and hurt the economy. Additionally, the
k. shift to higher interest rates impacted asset values and credit quality. Imple-
menting Basel Ill rules and European Union (EU) banking regulations became
vital for banking sector resilience.

Digital transformation in EU banking and payments was recognised as an area
of significant focus. Financial institutions were encouraged to embrace inno-
vative technologies responsibly, balancing risks and opportunities. Regulatory
initiatives like the Digital Operational Resilience Act (DORA] and the Markets in
Crypto-Assets (MiCA] Regulation aimed to enhance operational resilience and
safeguard financial stability while promoting innovation.

A review of the Payment Services Directive (PSD 3) sought to harmonise the pay-
ments market and prevent regulatory arbitrage. The overall objective was to cre-
ate a robust regulatory and supervisory framework that supports the transition
to a more sustainable economy while ensuring the banking sector’s resilience.

Environmental, social and governance (ESG) factors were seen as critical for
a sustainable future, with ongoing efforts to integrate them into the banking
sector. ESG factors were acknowledged as pivotal in shaping the financial in-
dustry’s role in combating climate change and fostering sustainability. Efforts
to integrate ESG aspects into the EU banking sector were ongoing, focusing
on risk management, disclosures, supervisory practices, climate stress testing
and the prudential framework. The goal was to prevent greenwashing and ad-
dress all dimensions of ESG for a sustainable future.

JOSE MANUEL CAMPA

In 2022, the European Banking Authority (EBA] faced another challenging year
amidst global economic uncertainties and unexpected events such as the ongo-
ing conflict in Ukraine. Despite these obstacles, the EBA managed to accom-
plish 95% of its tasks outlined in its 2022 work programme. This achievement
was attributed to the dedication and agility of its staff, improved operational
processes and a new internal mobility policy.

One key focus was enhancing the use of banking and financial data. The EBA
aimed to become a trusted data source, expanding the European Centralised
Infrastructure for Supervisory Data (EUCLID) platform and contributing to the
European Commission’s data strategy.

Sustainability remained central, with the EBA investigating ESG risks, incorpo-
rating them into rulemaking and achieving its environmental targets. Gender
equality was actively promoted.

In terms of innovation, the EBA improved collaboration tools and began a
cloudification program, ensuring robust data security.

Looking ahead, the EBA will continue work on prudential regulation, expand
risk identification tools, prepare for regulatory changes and assist in establish-
ing an EU anti-money laundering (AML) authority. The organisation is confident
in its capabilities and modern infrastructure.

FRANCOIS-LOUIS MICHAUD
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Achievements in 2027

Evaluating the robustness of EU banks

Analysing risks and vulnerabilities

The EBA plays a crucial role in evaluating the
robustness of EU banks and identifying risks
and vulnerabilities in the banking sector. The
EBA examines both quantitative and qualita-
tive information, including data reported by
banks and market developments, to assess
factors such as solvency, liquidity, credit risk,
profitability and viability of banks’ business
models.

The 2022 Risk Assessment Report showed
thatin 2022, EU banks maintained high capital

ratios, with an average Common Equity Tier
1 (CET1] ratio of 15.3%. They also had com-
fortable leverage ratios and increased liquid-
ity levels. However, some banks experienced
large withdrawals due to a lack of confidence,
highlighting the need for continued vigilance.
The report also found that EU banks intended
to increase market-based funding but faced
challenges in meeting funding requirements,
especially with the tightening of monetary pol-
icies and the need to repay central bank loans
and meet minimum regulatory requirements.
The report also emphasised the risk of cur-
rency mismatch in foreign currency funding.


https://www.eba.europa.eu/eba-risk-assessment-warns-about-impact-deteriorating-macroeconomic-environment

Figure 1: CET1 (fully loaded) ratio
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The Asset Encumbrance Report indicated that
banks made extensive use of central bank
funding in 2021, leading to an increase in the
overall encumbrance ratio. However, by the
end of 2022, the asset encumbrance ratio had
decreased to 25.8% due to a decrease in en-
cumbered assets and collateral.

Key risks identified in 2022 risk
dashboards

The EBA's Risk Dashboard highlighted several
key risks in 2022, including trends in asset
quality and loan exposures. While EU banks
expanded their loan exposures, the demand
for loans was limited in the second half of the
year due to increasing interest rates, inflation-
ary pressures and heightened uncertainty. The
energy sector’s exposure increased, leading to
liquidity needs and concentration of exposures
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in a few banks. The asset quality improved
overall, but credit risk, especially from non-
performing loans, needed close monitoring.

The Risk Dashboard also identified risks in
residential and commercial real estate mar-
kets. EU banks had significant exposure to
residential real estate, and although the de-
mand for mortgage loans increased, rising
interest rates and economic slowdown curbed
growth. Commercial real estate exposures in-
creased, and the sector faced challenges due
to higher interest rates, rising energy costs,
and changes in work practices.

The EBA highlighted operational risks, includ-
ing digitalisation and ICT usage by banks and
their customers. It also conducted surveys on
various risks, such as business model viability,
profitability, asset quality, funding risks, con-
duct risk, ESG considerations, fintech and AML.
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https://www.eba.europa.eu/eba-observed-increasing-encumbrance-ratio-2021-albeit-some-signs-stabilisation
https://www.eba.europa.eu/risk-analysis-and-data/risk-dashboard
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Figure 43 Main drivers of operational risk as seen by banks
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Stress test activities: enhancing banking
sector resilience and climate risk
preparedness

The EU-wide stress test, a key tool for com-
petent authorities, evaluates the resilience of
EU banks to severe shocks, aiding supervisory
decisions and risk mitigation strategies. This
process assesses whether recent capital ac-
cumulation by banks can cover losses and
support the economy during stressful periods.
Market transparency is also fostered by pub-
lishing consistent, bank-specific data on the
impact of common shocks.

Preparations for the 2023 EU-wide stress test
concluded in 2022, including workshops and
consultations with the industry, resulting in

measures regimes
(financial
sanctions)

the release of stress test methodology and
templates. The 2023 exercise will include an
expanded sample size (70 banks], with sig-
nificant methodology enhancements based on
previous exercises. Notable improvements in-
volve incorporating lessons learned, introduc-
ing top-down items for net fee and commis-
sion income (NFCI), and an in-depth sectoral
analysis.

The addition of targeted sectoral analysis,
prompted by events like COVID-19 and the
war in Ukraine, requires banks to detail their
exposure breakdowns by economic sector.
This promotes the credibility of stress test
outcomes. Additionally, the realism of the ex-
ercise is enhanced by recalibrating reference
rate pass-through on certain deposits.


https://www.eba.europa.eu/eba-publishes-methodology-and-draft-templates-2023-eu-wide-stress-test
https://www.eba.europa.eu/eba-publishes-methodology-and-draft-templates-2023-eu-wide-stress-test
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Figure 53 Tasks and responsibilities of the stress-test exercise

7. Supervisors
to decide on
follow-up actions

6. EBA to disclose
consistent
comprehensive results

1. EBAto initiate
EU-wide stress test
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with ESRB

2. EBA to develop
a common
methodology

EBA
coordination 3. ECB/ESRB
to provide
Macroeconomic
scenarios (baseline
and adverse)

b. Supervisors to quality 4. EBA to centralise
assure banks’ results FAQs process

Further advancement involves integrating top-
down stress-test capacity. Collaborating with
the European Central Bank (ECB) and compe-
tent authorities, the EBA developed top-down
models, with the NFCI model set for 2023
implementation. This approach streamlines
projections, minimising reporting burden and
ensuring consistency. The EBA aims to max-
imise the value of results and explore expand-
ing top-down approaches to other risk areas.

Mandates from the European Commission’s
Sustainable Finance Strategy prompt the EBA

to conduct regular climate change stress
tests and create guidelines for assessing ESG
risks. The EBA's strategy includes separating
climate stress tests from EU-wide tests and
practical adaptation of stress-testing frame-
works. A workshop will guide the development
of climate risk stress test frameworks, ensur-
ing the banking sector’s preparedness. Fur-
thermore, the EBA will revise guidelines on
stress testing to encompass climate change
and long-term ESG impacts.



https://www.eba.europa.eu/risk-analysis-and-data/climate-risk-stress-testing-eu-banks
https://www.eba.europa.eu/risk-analysis-and-data/climate-risk-stress-testing-eu-banks
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The EBA's response to the Russian invasion of

Ukraine

The Russian invasion of Ukraine has had sig-
nificant impacts on the Ukrainian state, soci-
ety and economy, as well as on the European
banking sector. The EBA has responded to
these challenges by evaluating the readiness
of the regulatory framework and deploying
tools to ensure a coordinated response among
prudential supervisors.

The initial assessment of the impact of the
conflict on the EU banking sector showed that
the direct exposures of EU banks to Russian
and Ukrainian counterparties posed idiosyn-
cratic risks, but did not threaten the financial
stability of the EU market. However, the sec-
ond-round effects, including heightened un-
certainty and disruptions in production lines,
had a more substantial impact. This led to
high inflation and an energy crisis, which af-
fected the macroeconomic environment and
posed risks to banks’ balance sheets and op-
erational stability.

The EBA provided transparency by reporting
on the evolution of banks™ exposures to Rus-
sia and Ukraine through its Risk Dashboard. It
also cooperated with the European Securities
and Markets Authority (ESMA] in addressing
excessive volatility in energy derivatives mar-
kets. The European Commission requested
that the EBA focus on the role of banks in pro-
viding collateral transformation services and
facilitating providing guarantees as collateral
by non-financial counterparties to minimise

liquidity challenges faced by energy compa-
nies.

Banks played a crucial role in supporting en-
ergy firms by providing clearing services for
derivative products and extending short-term
credit to meet collateral obligations. Howev-
er, the increase in energy prices and liquidity
problems strained banks’ capacity to further
support energy firms. The EBA emphasised
the importance of increasing transparency
around margin calls and explored the use of
banks’ guarantees as collateral for clearing
members.

The EBA has taken various regulatory and
supervisory actions to address the impacts of
the conflict on the banking sector. It evaluated
the potential impacts of the conflict on the
regulatory framework, ensured a consistent
supervisory approach, and facilitated informa-
tion-sharing among supervisory colleges. The
EBA also focused on de-risking and financial
inclusion, providing guidelines to address the
adverse impact of de-risking on vulnerable
customers and consulting on guidelines relat-
ed to money laundering and terrorist financing
(ML/TF) risk management.

Additionally, the EBA supported the implemen-
tation of sanctions by designing templates for
the reporting of deposits falling under eco-
nomic sanctions. These templates were meant
for voluntary use by national authorities re-
sponsible for monitoring the sanctions.



https://www.eba.europa.eu/eba-risk-dashboard-indicates-limited-direct-impact-eu-banks-russian-invasion-ukraine-also-points
https://www.eba.europa.eu/sites/default/documents/files/document_library/About Us/Missions and tasks/Correspondence with EU institutions/2022/1039915/EBA response to EC request on energy markets.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/About Us/Missions and tasks/Correspondence with EU institutions/2022/1039915/EBA response to EC request on energy markets.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/About Us/Missions and tasks/Correspondence with EU institutions/2022/1039915/EBA response to EC request on energy markets.pdf
https://www.eba.europa.eu/eba-calls-financial-institutions-ensure-compliance-sanctions-against-russia-following-invasion
https://www.eba.europa.eu/eba-calls-financial-institutions-ensure-compliance-sanctions-against-russia-following-invasion

Overall, the EBA has been actively monitoring
and responding to the challenges posed by the
Russian invasion of Ukraine, aiming to safe-
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guard the stability of the European banking
sector and mitigate the impacts on financial
institutions and their customers.

Updating the prudential framework

The Single Rule Book

In 2022, the EBA played a significant role in
updating the prudential framework and con-
tributing to the implementation of Basel Ill in

the EU. The EBA focused on ensuring consist-
ency and effectiveness in the application of
prudential and resolution rules in the banking
sector. It also provided input to stakeholders
for future-proofing the regulatory framework.

One of the key areas the EBA addressed was
the Interest Rate Risk in the Banking Book
(IRRBB). It developed guidelines and regulato-
ry technical standards (RTS] to capture IRRBB
positions and assess credit spread risk. The
EBA also monitored the implementation of
these standards and their impact on EU insti-
tutions.

The EBA conducted monitoring work on capi-
tal, including the implementation of its opinion
on legacy instruments and the review of pre-
CRR (Capital Requirements Regulation] CET1
instruments. It also monitored the total loss-
absorbing capacity and minimum requirement
for own funds and eligible liabilities (TLAC/
MREL] and worked to ensure consistency in
capital and eligible liabilities across institu-
tions.

The implementation of International Financial
Reporting Standards (IFRS] 9 was another fo-
cus area for the EBA. It monitored the imple-
mentation of IFRS 9 and its interaction with
prudential requirements, particularly in rela-
tion to high default portfolios (HDPs). The EBA
conducted data-collection activities and devel-
oped templates to assess the variability of ex-
pected credit loss outcomes and their impact
on prudential ratios.

The EBA made progress in finalising the
framework for large exposures in the EU. It
developed RTS to identify shadow banking en-
tities and groups of connected clients. It also

worked on updating the framework for secu-
ritisation, including providing clarity on risk
retention rules and developing criteria for the
simple, transparent and standardised (STS]
label for synthetic securitisation.

In the area of market and credit valuation ad-
justment risk, the EBA finalised all RTS fall-
ing under phase 3 of the Fundamental Review
of the Trading Book (FRTB) roadmap. It sup-
ported the consistent application of the Single
Rulebook through Q&As and monitored the
implementation of the Structural FX Guide-
lines.


https://www.eba.europa.eu/eba-publishes-its-report-first-mandatory-exercise-basel-iii-full-implementation-impact
https://www.eba.europa.eu/eba-publishes-its-report-first-mandatory-exercise-basel-iii-full-implementation-impact
https://www.eba.europa.eu/eba-publishes-final-standards-and-guidelines-interest-rate-risk-arising-non-trading-book-activities
https://www.eba.europa.eu/eba-publishes-final-standards-and-guidelines-interest-rate-risk-arising-non-trading-book-activities
https://www.eba.europa.eu/eba-publishes-final-standards-and-guidelines-interest-rate-risk-arising-non-trading-book-activities
https://www.eba.europa.eu/eba-publishes-final-technical-standards-identification-group-connected-clients
https://www.eba.europa.eu/eba-publishes-final-technical-standards-identification-group-connected-clients
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The EBA also worked on completing its road-
map for investment firms, addressing topics
such as liquidity risk measurement, exemp-
tions from liquidity requirements, Pillar 2
add-ons, and procedures for the Supervisory
Review and Evaluation Process (SREP). It
continued its work on market infrastructure,
particularly on the validation of initial margin
models.

Overall, the EBA played a crucial role in build-
ing the Single Rulebook for banking in the EU,
contributing to the update of the prudential
framework, and ensuring consistency and ef-
fectiveness in its application.

Figure 48; Key topics incorporated into CAs’ supervisory priorities in 2022

Supervisory practices

The 2022 European Supervisory Examination
Programme (ESEP] focused on enhancing
supervisory practices within the EU. The EBA
plays a vital role in harmonising supervisory
approaches through the ESEP. Key topics for
supervisory attention were aligned with Union
Strategic Supervisory Priorities and included
addressing COVID-19's impact on asset qual-
ity, ICT risks, digital transformation, ESG and
ML/TF risks. While these topics were integrat-
ed into supervisory work, authorities are still
developing capacity for digital transformation
and ESG assessments.

Impact of the COVID-19

and adequate provisioning

pandemic on asset quality ‘ © Most CAs closely monitored exiting moratoria, reviewed institution's NPE management and
provisioning as well as loan originating practices.

and ICT outsourcing risk,
risk data aggregation

ICT security risk ‘ o Most CAs reviewed ICT security risk and the ICT requirements set for outsourcing service providers.

e Almost half of CAs did not or just partially verify risk data aggregation capabilities.

Digital transformation
and FinTech players

management body

‘ ® Just over half of the CAs assessed the digital strategy setting and the role of the

® Almost half of the CAs fully reviewed the implementation of the digital strategy and
approach towards FinTech solutions

their specific ESG risks

‘ ® Almost three-quarters of CAs reviewed how banks promote the internal understanding of

® More than one-third of CAs did not (fully) verify if ESG factors were reflected in the
business/credit strategy and in the governance framework

body.

® Most CAs verified the exchange of AML/CFT information within the institution and assessed
‘ the AML /CFT aspect as part of the suitability assessments of members of the management

Supervisory colleges, aimed at fostering co-
operation among authorities, operated well in
2022, with refinements from 2021. Improve-
ments were noted in document distribution
and early warning indicator exchanges. En-
hancements are expected in procedural as-
pects of joint decisions for 2023. In this con-
text, the EBA promotes shared good practices,
aiding cross-border assessments and joint
inspections.

The EBA's peer review found that competent
authorities incorporated EBA Guidelines on ICT
risk assessment into supervisory practices, but
challenges persisted. Competent authorities
struggled with building ICT supervisory exper-
tise, applying proportionality and integrating
ICT risk assessment into the overall supervi-
sory process. The review facilitated sharing of
best practices and recommendations for ca-
pacity-building and horizontal analysis.



https://www.eba.europa.eu/eba-sets-examination-programme-priorities-prudential-supervisors-2023
https://www.eba.europa.eu/eba-sets-examination-programme-priorities-prudential-supervisors-2023
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2022/1041612/Peer Review Report on ICT Risk assessment under the SREP.pdf
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In the realm of governance and remuneration,
the EBA refined remuneration benchmarking
following the separation of requlatory frame-

works for institutions and investment firms.
Focus is now placed on the gender pay gap

and high earners, aiming to expose inequali-
ties. A rise in high earners receiving over
EUR 1 million remuneration was attributed
to good institutional performance, relocations
and salary hikes.

Figure 42: Distribution of high earners by payment bracket of EUR 1 million and Member State
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Efforts to assess fitness and propriety of fi-
nancial institution key members led to data-
base development and guidelines by the three
European Supervisory Authorities (ESAs). Di-
versity in management bodies gained atten-
tion for its impact on decision-making and
risk-taking. Although improvements were ob-
served in gender balance, progress was slow.
Diverse management bodies demonstrated
better return on equity (RoE). The EBA com-
mitted to continued diversity monitoring and
benchmark studies.

Resolution framework

The EBA is actively engaged in crisis prepar-
edness and resolution framework enhance-
ment. It has developed guidelines to improve
recovery planning and crisis readiness. The
EBA strives to harmonise rules, increase
resolution framework transparency, monitor

resolution planning progress and promote
uniform resolution practices.

The EBA issued guidelines on resolvability
and transferability to standardise practices
among resolution banks. It also focused on
testing the capabilities developed under these
guidelines. Transparency efforts include con-
sultations on bail-in_implementation and a
roadmap for transparency improvement. Its
annual minimum requirement for own funds
and eligible liabilities [MREL] shortfall report
shows progress in addressing shortfalls, with
manageable impact on banks’ profitability.

Under the European Resolution Examination
Programme [EREP], the EBA is promoting
information-sharing and practices alignment
among resolution authorities. Priority areas
include MREL shortfalls, valuation manage-
ment, and liquidity and funding. The EBA
plans to assess implementation of 2022 pri-



https://www.eba.europa.eu/eba-observes-reduction-high-earners-2020-and-slight-decrease-bonus-levels-context-covid-19-pandemic
https://www.eba.europa.eu/eba-observes-reduction-high-earners-2020-and-slight-decrease-bonus-levels-context-covid-19-pandemic
https://www.eba.europa.eu/eba-observes-reduction-high-earners-2020-and-slight-decrease-bonus-levels-context-covid-19-pandemic
https://www.eba.europa.eu/esas-consult-draft-guidelines-system-exchange-information-relevant-fit-and-proper-assessments
https://www.eba.europa.eu/esas-consult-draft-guidelines-system-exchange-information-relevant-fit-and-proper-assessments
https://www.eba.europa.eu/eba-consults-guidelines-overall-recovery-capacity-recovery-planning
https://www.eba.europa.eu/eba-consults-guidelines-overall-recovery-capacity-recovery-planning
https://www.eba.europa.eu/eba-publishes-guidelines-transferability-support-resolvability-assessment-transfer-strategies
https://www.eba.europa.eu/eba-publishes-guidelines-transferability-support-resolvability-assessment-transfer-strategies
https://www.eba.europa.eu/eba-consults-guidelines-resolution-authorities-publication-their-approach-implementing-bail-tool
https://www.eba.europa.eu/eba-consults-guidelines-resolution-authorities-publication-their-approach-implementing-bail-tool
https://www.eba.europa.eu/eba-sees-progress-mrel-shortfall-reduction-largest-institutions-while-smaller-institutions-are
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1023995/European Resolution Examination Programme.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1023995/European Resolution Examination Programme.pdf
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orities and share good practices observed to
enhance readiness.

In terms of deposit guarantee schemes
(DGSs), the EBA has revised guidelines to en-

hance risk-based contributions and improve
calculation methods. It has also published ex-
tensive data on DGS financial means, deposit
coverage and qualified financial means.

Leveraging EUCLID: making the most of banking and

financial data

EUCLID is the platform and data infrastruc-
ture developed and used by the EBA to gather
and analyse regulatory data from a wide range
of financial institutions. It covers supervi-
sory, resolution, remuneration and payments
data. In 2022, EUCLID experienced significant
growth and expansion. The EBA started col-
lecting supervisory data from a sample of 55
EU banks in 2011 and expanded the report-
ing sample to cover the largest 200 EU and
European Economic Area credit institutions
by 2014. In 2019, the EBA began onboarding
resolution groups and credit institutions sub-
ject to resolution reporting in preparation for
EUCLID. With the deployment of EUCLID, the
EBA started collecting data for the entire pop-
ulation of banks, including around 650 bank-
ing groups and 4 300 credit institutions. The
reporting population was further expanded in
2022 to include investment firms and groups
of investment firms. This led to a significant

increase in the number of reporting files for-
warded to the EBA through EUCLID.

The expanded scope of EUCLID allows the
EBA to conduct a more comprehensive and
detailed analysis for its reports, dashboards
and impact assessment studies. It supports
the EBA in its policy work, such as drafting
technical standards or guidelines and provid-
ing replies to Calls for Advice. The EBA main-
tains continuous interactions with national
authorities and reporting officials to ensure
the seamless implementation of workflows
and quality assurance processes across the
reporting chain.

Enhancing transparency

Enhancing transparency is a key focus for
the EBA. The EBA publishes various products


https://www.eba.europa.eu/eba-consults-revised-guidelines-methods-calculating-contributions-deposit-guarantee-schemes
https://www.eba.europa.eu/eba-consults-revised-guidelines-methods-calculating-contributions-deposit-guarantee-schemes
https://www.eba.europa.eu/sites/default/documents/files/document_library/News and Press/Communication materials/Factsheets/1025098/Factsheet on EUCLID.pdf

to disclose banking information to the wider
public, including the EU-wide transparency
exercise, remuneration and governance data,
and data on diversity practices. The trans-
parency exercise, conducted since 2011, pro-
motes market discipline and consistency in
EU banks’ figures. The results of the exercise
provide detailed information on capital, risk
exposure, profit and loss, and other relevant
areas.

Remuneration and governance data are col-
lected and published to ensure transparency
in remuneration practices within the EU. The
EBA also collects data on diversity practices,
including diversity policies, targets for under-
represented gender and gender pay gap infor-
mation.

In addition to data dissemination, the EBA is
involved in supporting non-performing loan
(NPL) markets by promoting data standardi-
sation for NPL transactions. It developed im-
plementing technical standards (ITS) speci-
fying templates for providing information on

NPLs when selling or transferring them. The
goal is to reduce information asymmetry, in-
crease market efficiency and attract smaller
investors to NPL markets.

The EBA also continued to work on enhanc-
ing the efficiency of its supervisory reporting
framework, including efforts towards integrat-
ed reporting and improving market discipline
through Pillar 3 disclosure requirements. It
collaborates with the European Insurance and
Occupational Pensions Authority (EIOPA] to
improve the Data Point Model (DPM) Standard.

To meet users’ expectations on data dissemi-
nation, the EBA focuses on enhancing the de-
velopment of tools and support for interpret-
ing and applying the data provided through
EUCLID. It also engages with users to gather
feedback and identify areas for improvement.
The EBA's future data dissemination efforts in-
volve leveraging emerging technologies, such
as interactive tools, dashboards, and machine
learning, to enhance accessibility and analysis
of the data.

Digital resilience, financial innovation and consumer

protection
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Figure +4 Key topics incorporated into CAs’ supervisory priorities in 2022
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In the field of digital resilience, the EBA and
other ESAs have been actively involved in im-
plementing the Digital Operational Resilience
Regulation and Directive (DORA] along with
other cybersecurity-related legislative acts.
They have set up a subcommittee on digital
operational resilience and coordinated efforts
to harmonise cybersecurity and resilience
across the EU financial sector. The ESAs are
working on delivering more than 15 policy
products to the European Commission during
the implementation period.

0.0621%

0.0238 %

0.0641 %

0.0188 %

The EBA has also issued guidelines on the
limited network exclusion under PSD? to en-
sure a harmonised and consistent application
of legal requirements. Additionally, amend-
ments to the RTS on strong customer authen-
tication and secure communication have been
published to reduce friction for customers us-
ing account information services and achieve
a balance between security, innovation and
competition.

Regarding financial innovation, the EBA has
published RTS aimed at improving the land-
scape for investors using crowdfunding plat-
forms. These RTS focus on reducing infor-
mation asymmetries between project owners
and investors, setting common standards for
credit risk assessment, governance and risk
management structures.

In the realm of crypto-assets, the EBA has
been actively involved in the implementa-
tion of the Markets in Crypto-Assets Regula-
tion [MiCA). They have provided technical in-
puts, developed an implementation plan and
warned consumers about the risks associated

0.09 %

In the digitisation of payment services and
electronic money, the EBA has responded to
the European Commission’s Call for Advice on
the review of the PSD2 by providing over 200
recommendations for further improvements.
These recommendations aim to enhance
competition, facilitate innovation, reduce pay-
ment fraud, protect consumers’ money and
data, and address various challenges in pay-
ment services.

0.1752 %

0.1209 %

0.1468 %

W Fraud share when NOT authenticating with SCA (%)
Fraud share when authenticating with SCA (%)

with crypto-assets. The EBA is also monitor-
ing crypto-asset market developments, par-
ticipating in international standard-setting
work, and preparing for its supervisory role
under MiCA.

To enhance supervisory capacity in dealing
with advanced technologies, the EBA is col-
laborating with ESMA and EIOPA on the EU
Supervisory Digital Finance Academy. This
3-year project aims to strengthen competent
authorities” staff by providing comprehensive
training on digital finance and practical work-
shops on regulation and supervision of finan-
cial innovations.

Furthermore, the EBA conducted a study on
the use of Supervisory Technology (SupTech]
by competent authorities in the EU. The study
revealed that competent authorities are em-
bracing SupTech and using technology to sup-
port various supervisory processes, such as
data analysis, collaboration, reporting, and
addressing areas like microprudential super-
vision, consumer protection, AML and resolu-
tion.


https://www.eba.europa.eu/eba-publishes-final-guidelines-limited-network-exclusion-under-payment-services-directive
https://www.eba.europa.eu/eba-publishes-final-guidelines-limited-network-exclusion-under-payment-services-directive
https://www.eba.europa.eu/eba-publishes-final-technical-standards-crowdfunding-service-providers
https://www.eba.europa.eu/eba-publishes-final-technical-standards-crowdfunding-service-providers
https://www.eba.europa.eu/eba-publishes-final-technical-standards-crowdfunding-service-providers
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Figure 453 why is SupTech important?

Speed of analysis
SupTech tools improve the analytical process Automation of aqalysis
and facilitate ability to generate supervisory Enhanced analytical capabilities

insights.

They also facilitate data collection, thus lead-
ing to better quality of data and faster data col-
lection process.|

BENEFITS
OF SUPTECH
SOLUTIONS

SUPERVISORY INSIGHTS DATA COLLECTION

= |mproved ability to derive meaningful information = Better data quality
automatically = Faster data collection
= Enhanced supervisor's user-experience = More data to be collected

= Strengthened risk management

In summary, the EBA and other ESAs have electronic money, foster financial innovation,
been actively involved in implementing various  regulate crypto-assets and utilise SupTech for
regulations and directives to enhance digi-  more efficient supervision.

tal resilience, improve payment services and

Fighting money laundering and terrorism financing

\
@<

The EBA has implemented a comprehensive  sessing and managing risks across all areas
regulatory framework to address financial  of supervision and throughout the life cycle of
crime, particularly ML/TF. This framework en-  financial institutions.

sures a consistent approach to identifying, as-
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In 2022, the EBA strengthened this framework
by issuing new guidelines on important as-
pects of anti-money laundering and counter-
terrorist financing ([AML/CFT) governance and
internal controls. They also provided clarity
on applying AML/CFT rules in a digital con-
text through the remote customer onboarding
Guidelines. Additionally, the EBA published
Guidelines for AML Compliance Officers, set-
ting common standards to enhance institu-
tions’ AML/CFT defences and protect them
from abuse by financial criminals.

The EBArevised its SREP Guidelines toinclude
considerations for ML/TF risks, developed uni-
form criteria for assessing the seriousness of
AML/CFT breaches, and prepared for 10 new
mandates under the recast Regulation on the
transfer of funds and crypto-assets.

The EBA reviewed competent authorities” ap-
proaches to addressing ML/TF risk in banks.
The reviews focused on supervisory coopera-
tion and the role of prudential supervisors in
the AML/CFT framework. The findings from
these reviews, along with recommendations,
will be published in 2023. The reviews indi-

cated that while supervisory cooperation was
prioritised, it was not always systematic or ef-
fective, hindering AML/CFT efforts.

To support effective implementation of the
AML/CFT framework, the EBA worked on
building supervisory capacity. They conducted
on-site assessments of competent authorities
and provided bilateral feedback and recom-
mendations. The EBA also assessed compe-
tent authorities’ responses to specific cases,
such as the Luanda Leaks, and evaluated their
approaches to ML/TF risks in the payment in-
stitutions sector.

The EBA fostered cooperation and coordina-
tion among EU financial services supervisors
to address EU-wide ML/TF risks. They moni-
tored and supported EU AML/CFT colleges,
worked on unwarranted de-risking, and led
a common response to emerging financial
crime risks following Russia’'s invasion of
Ukraine. The establishment of the central
AML/CFT database, EuReCa (EBA's central
database on AML/CFT]), enabled the exchange
of information on deficiencies and corrective
measures taken by financial institutions.

Figure 48: Types of entities concerned by the material weaknesses reported up to 31 December 2022
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Figure 49: Distribution of material weaknesses submitted up to 31 December 2022 by category
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The EBA provided technical advice to the Eu-
ropean Commission and co-legislators to
strengthen the EU's AML/CFT defences. They
emphasised the importance of supervisory co-
operation and a holistic approach in fighting
financial crime. The guidelines issued by the
EBA clarified the roles and responsibilities of
the AML/CFT compliance officer and the man-
agement body in financial institutions. The
guidelines aimed to establish a common un-
derstanding and promote effective AML/CFT
compliance measures.

The EBA collected positive feedback from the
industry about the guidelines on the role of
AML compliance officers, finding them use-
ful and valuable in enhancing their work. The
guidelines became applicable from 1 Decem-
ber 2022, and EU supervisors confirmed their
compliance or intention to comply with these
guidelines.
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Integrating ESG risks into the regulatory framework

fifs

The EBA's work on sustainable finance aligns
with EU and international activities. It contrib-
utes to the Platform on Sustainable Finance at
the EU level and participates in international
initiatives like the Network for Greening the
Financial System and the Basel Committee
on Banking Supervision. The EBA cooperates
with other EU financial sector authorities to
ensure consistency of actions.

The EBA prioritises ESG risks and integrat-
ing them into the regulatory framework. The
EBA follows a comprehensive approach to
support the EU’s transition to a sustainable
economy. In 2022, the EBA focused on ESG-
related stress testing, disclosures, prudential
treatment, risk management, supervision and
addressing greenwashing.

The EBA published a discussion paper seek-
ing feedback on whether dedicated prudential
treatment for exposures related to environ-
mental and/or social objectives is justified.
The feedback received to this discussion paper
will be considered before formulating policy
recommendations in a final report to be pub-
lished in 2023.

In the supervision of investment firms, the
EBA published a report assessing ESG factors
and risks for prudential supervision. This re-
port lays the foundation for considering ESG
aspects in the SREP of investment firms.

NS

@V

Ma

To address concerns about greenwashing,
the EBA, along with other ESAs, collected in-
put through a Call for Evidence. This initiative
aims to define greenwashing, identify risks
and supervisory tools, and gather examples of
potential greenwashing practices. Obtaining a
more granular understanding of greenwash-
ing will help inform policymaking and supervi-
sion and foster the reliability of sustainability-
related claims.

The EBA is enhancing the management of
ESG-related risks by preparing guidelines on
the identification, assessment, management
and monitoring of ESG risks. This work builds
on supervisory findings, international frame-
works and discussions on robust risk man-
agement practices for EU banks.

The EBA published a renewed roadmap on
sustainable finance to align with evolving mar-
ket and requlatory developments. The road-
map covers transparency and disclosures,
risk management, prudential regulation,
green standards and labels, and monitoring of
sustainable finance and ESG risk profile. While
the roadmap outlines the EBA's objectives and
timeline, changes to timelines are possible
due to ongoing regulatory developments. The
EBA remains committed to contributing to
European and international efforts to address
ESG risks and promote sustainable finance.
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Figure 28y key objectives of the EBA's roadmap on sustainable finance
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Enhancing efficiency and effectiveness

In 2022, the EBA focused on enhancing its
efficiency and effectiveness through various
initiatives. It aimed to empower its staff, im-
prove stakeholder engagement, strengthen
research initiatives, promote its work, create
a greener organisation, enhance digitalisa-
tion, and strengthen the question-and-answer
(Q&A) process.

To empower its staff and ensure organisa-
tional agility, the EBA focused on attracting
and developing talented individuals, fostering
teamwork, leveraging tools and services, and
strengthening partnerships. It implemented
internal mobility policies and invested in staff
development and external mobility through
staff exchanges with other organisations.

The EBA organised policy research workshops
and seminars to discuss banking sector chal-
lenges, regulatory reforms and supervisory
topics. It invited economists, researchers, pol-
icymakers and academics to promote discus-
sion and improve the policymaking process.

The EBA engaged in communication activi-
ties to promote its work through its website,
press interviews, social media platforms, and
the production of factsheets, infographics
and data visualisations. It published press re-
leases, conducted interviews, and responded
to queries to increase awareness and en-

gagement. In terms of stakeholder engage-
ment, the EBA expanded its engagement with
core stakeholders such as the Council of the
EU, the European Parliament, other ESAs
and the ECB Single Supervisory Mechanism.
It also reached out to new stakeholders in
areas like cyber risk, crime prevention, data
protection and competition. The goal was to
build trust, facilitate cooperation, and ensure
transparency in regulatory and supervisory
processes.

The EBA made significant progress in creat-
ing a greener organisation by implementing
environmental best practices and achiev-
ing environmental objectives in areas such
as travel, energy consumption, waste man-
agement and procurement. The Author-
ity obtained the Eco-Management and Audit
Scheme [(EMAS) certificate, becoming the
first European agency in France to receive it.
Communication played a crucial role in rais-
ing awareness about sustainability and envi-
ronmental management.

To strengthen risk management, the EBA
developed an Enterprise Risk Management
(ERM) framework, including a risk register,
risk appetite statement, ERM policy and an
ERM lifecycle document. It conducted aware-
ness sessions and developed a risk toolkit.
The EBA identified strategic risks and imple-



mented mitigation measures. It aimed to opti-
mise performance, deliver on its mandate and
take a comprehensive approach to risk man-
agement.

Technological infrastructure and digital col-
laboration methods were improved to enhance
user satisfaction and service efficiency. Digi-
talisation efforts were also emphasised, with
the EBA implementing a Collaboration Plat-
form using Microsoft 365 tools. This platform
facilitated internal and external cooperation,
secure information exchange, knowledge re-

tention, and improved mobility and efficiency.
It enhanced security, compliance and user ac-
cess management, while providing future ca-
pabilities and integration with legacy systems.

The EBA made internal changes to enhance
the efficiency and accountability of its Q&A
process. It committed to answering stakehold-
ers’ questions within 9 months and applied
new admissibility criteria. The Q&A process
played a vital role in providing clarifications on
the Single Rulebook and ensuring consistent
application of regulations and supervision.
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Priorities for 2023

e The ESG roadmap

e Finalising the Basel lll implementation in the EU
e Stress-testing banks

e Data at the service of stakeholders

e Regulating and supervising digital finance

e Next steps in the EU fight against money laundering and the financing of terrorism
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GETTING IN TOUCH WITH THE EU

In person
All over the European Union there are hundreds of Europe Direct Information Centres.
You can find the address of the centre nearest you at: http://europa.eu/contact

On the phone or by e-mail

Europe Direct is a service that answers your questions about the European Union.
You can contact this service

- by freephone: 008006 78 9 10 11 (certain operators may charge for these calls),
- at the following standard number: +32 22999696 or

- by electronic mail via: http://europa.eu/contact

FINDING INFORMATION ABOUT THE EU

Online
Information about the European Union in all the official languages of the EU is available on the
Europa website at: http://europa.eu

EU Publications

You can download or order free and priced EU publications from EU Bookshop at:
http://bookshop.europa.eu. Multiple copies of free publications may be obtained by contacting
Europe Direct or your local information centre [see http://europa.eu/contact)

EU law and related documents
For access to legal information from the EU, including all EU law since 1951 in all the official
language versions, go to EUR-Lex at: http://eur-lex.europa.eu

Open data from the EU

The EU Open Data Portal (http://data.europa.eu/euodp/en/datal) provides access to datasets
from the EU. Data can be downloaded and reused for free, both for commercial and non-
commercial purposes.
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