
Paragraph Content of guideline under consultation Comments

4

[�]

‘Risk score’ means numerical expression summarising supervisory assessment of individual risks to 

capital, liquidity and funding representing the likelihood that the risk will have a significant prudential 

impact on the institution (e.g. potential loss) after considering risk management and controls and before 

consideration of the institution’s ability to mitigate the risk through available capital or liquidity resources.

[...]

‘Viability score’ means numerical expression summarising supervisory assessment of SREP elements and 

representing an indication of the risk to the institution’s viability stemming from a SREP element assessed.

According to our understanding the Risk Score is supposed to numerically express the risk an insitute 

faces without taking into account the institutions ability to mitigate the risk through available ressources. 

Consequently a large institution with abundant available internal capital and a small institution with scarce 

available internal capital that take the same risks should receive the same Risk Score.

Please explain, how it is possible to quantify the prudential impact of a given risk on an individual 

institution in a manner that is relevant for the institution in light of this restriction. 

122

Competent authorities should ensure that in a stressed scenario used for ICAAP purposes capital is 

negatively affected as the result, e.g., of credit rating migrations, reduction of net interest margins, or 

trading losses. Competent authorities should have access to the details of the institution’s main 

assumptions and risk drivers and should challenge these, also based on supervisory stress tests, as 

specified in Title 12 of these In line with the EBA Guidelines on internal governance.

We note that severe stress conditions do not necessarily always lead to capital reduction (for example, 

the overall p&l may still be positive after a hit caused by credit migrations or trading losses). Please 

rephrase.

124

Competent authorities should duly challenge the scenarios, assumptions, and methodologies used by an 

institution. When challenging scenarios, assumptions, and outcomes of institutions’ stress tests done for 

ICAAP and ILAAP purposes, competent authorities should use, where appropriate internal control 

framework. As a minimum, this assessment should include:, the outcomes, scenarios and assumptions 

used in the supervisory stress tests, including relevant regional stress test exercises done by various 

authorities, including the EBA, IMF, and ESCB/ESRB, as well the qualitative assessment as specified 

above, to determine the extent to which reliance can be placed on the institution’s stress testing 

programme and respective outcomes.

the extent to which the institution has an internal control framework with established independent control 

functions operating within a clear decision-making process with a clear allocation of responsibilities for 

implementation of the framework and its components;

. whether the internal control framework is implemented in all areas of the institution, with business and 

support units being responsible in the first instance for establishing and maintaining adequate internal 

control policies and procedures;

Please take into account that comparisons between internal and supervisory stress testing need to be 

performed with care (especially when using effects from supervisory stress tests as a means to challenge 

internal scenario assumptions) - because often, effects in supervisory stress tests are driven by specific 

non-scenario-driven constraints for the sake of comparability, for example Caps and Floors.

Please consider that our comment also applies to Paragraph 122.

127

In the assessment of stress testing results, competent authorities should also consider all known future 

regulatory changes affecting institutions within the scope and time horizon of the stress test exercise. 

Likewise competent authorities should also consider all known changes in future capital requirements 

(e.g. fully loaded assessments) when assessing the stress-test results and business model viability.

In our view, the phrase "future regulatory changes" is too far-reaching. As we understand it, this refers to 

regulatory changes that are already known and finalized and that are to be applied within the time horizon 

of the stress test.

Please consider to change the formulation to: 

"In the assessment of stress testing results, competent authorities should also consider all known 

finalised future regulatory changes affecting institutions within the scope and time horizon of the stress 

test exercise. [...]"

Title of sub-

section 6.5.3

6.5.3 Assessment of IRRBB management and controls (both risk management and compliance, and 

internal audit control functions)

From our perspective, the compliance function as a qualitative element of risk management is not suited 

to have a role in the context of IRRBB management (except for it's general requirement to ensure 

compliance with applicable rules and regulations).

If you insist on a role for the compliance function in this context, could you please specify it?
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395

When determining the size of P2G, competent authorities should also consider , where relevant, the 

following factors:

a. the year when maximum stress impact occurs in relation to the starting point and time horizon of the 

scenario of stress tests;

b. the outcome of reliable ICAAP stress test to assess severity of the results;

c. relevant management mitigating actions of the institution that are deemed credible following their 

supervisory assessment;

d. information about and supervisory views on the relevance of the supervisory stress testing to the 

institution's strategy, financial plans and business model;

e. the quality (composition) of the institution's available own funds, including at the worst year of stress; 

and

f. whether the institution is and which the bank is under restructuring or resolution.

Regarding lit. b: In  our experience the bank-specific choice of the internal scenarios' severity is of limited 

consequence when assessing the supervisory scenarios' results, as obviously, different institutions 

choose different levels of severity, also depending on their risk appetite. The current formulation may 

encourage institutions to use less severe scenarios to potentially reduce P2G. Please consider to change 

the formulation to: 

"b. the outcome of reliable ICAAP stress test to assess severity of the results taking into account the 

specific scenario definitions and in particular where internal scenarios are more severe than the 

supervisory scenarios;"

397

In addition, competent authorities should consider the extent to which the existing combined buffer 

requirements and other applicable macro-prudential measures are necessary,already cover risks revealed 

by stress testing. Competent authorities should offset P2G against the capital conservation buffer (CCB), 

as P2G and CCB overlap in nature. Furthermore, while no overlap is in principle expected between P2G 

and the countercyclical capital buffer (CCyB), competent authorities should, in exceptional cases, offset 

P2G on a case-by-case basis against the CCyB based on the consideration of underlying risks covered by 

the buffer and factored into the design of the scenarios used for the stress tests, after liaising with the 

macro-prudential authority. Competent authorities should not offset P2G against the systemic risk buffers 

(G-SII/O-SII buffers and systemic risk buffer) as those are intended to cover the risks an institution poses 

to the financial system.

There should be clear, comprehensible rules to determine the level of P2G: From our point of view, P2G 

should be fully offset against the capital conservation buffer as both capital requirements have the 

common objective of covering stress effects.The wording in paragraph 397 should correspondingly be 

unambiguous.

We therefore request to change the formulation in paragraph 397 as follows:

 "Competent authorities should fully offset P2G against the capital conservatation buffer"

In addition, there should be no minimum level for P2G, but instead an individual level for each institution to 

cover micro-prudential risks.

1

Competent authorities should also communicate to the institutions that own funds held for the purposes of 

P2G cannot be used to meet any other regulatory requirements (Pillar 1, P2R or the combined buffer 

requirements), and therefore cannot be used twice: to cover P2G and to cover for any shortfall of AT1 or 

T2 instruments to cover TSCR revealed by the outcome of the stress test.

According to paragraph 400, own funds held for the purposes of P2G cannot be used to meet any other 

regulatory requirements (including shortfalls in AT1 or T2), which is equivalent to the requirement that 

P2G must be taken into account for all three capital requirements (CET1, T1, TC). 

Unfortunately, the formulation in paragraph 400 does not determine the order in which the requirements 

have to be fulfilled. In the event of a shortage of capital, it may be relevant to consider whether the 

minimum capital requirements of Pillar 1 or P2G should be covered first.

The guideline allows the interpretation that P2G has priority: "cannot be used twice: to cover P2G and to 

cover for any shortfall of AT1 or T2". This means: Own funds are first used to cover P2G and only then to 

cover a shortfall of AT1/T2 instruments.

In fact, the priority of P2G in this sense has already been expressed by supervisors.

However, this interpretation leads to the fact that in an AT1/Tier 2 shortfall, the fulfillment of the MDA is 

dependent on the size of P2G.

(Example: In the case of an institute without any AT1/Tier 2 instruments, the MDA requirement would 

implicitly be increased by the amount of P2G, since the institute would have to initially set aside its own 

funds to cover the P2G and would then no longer be able to use them to cover the AT1/Tier 2 shortfall.)

This is in direct contradiction to Annex 5, according to which P2G should have no relevance for the level 

and adherence to the MDA, as well as to the spirit of paragraph 403, according to which non-disclosure of 

P2G is expected.

We therefore request that paragraph 400 is deleted. The requirement to take P2G into account in all 

capital ratios can be integrated in paragraph 401 (see also comments on paragraph 401). Alternatively, we 

would ask for clarification that the stacking order shown in paragraph 393 (Fig. 6) is authoritative, as P2G 

would otherwise have an influence on the fulfilment of the MDA.
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401

Competent authorities should additionally communicate to institutions and where relevant, other 

competent authorities, all applicable own funds ratios affected by P2G (CET1, T1 and total own funds).

Despite the example given Section 7.9, it remains unclear whether the inclusion of P2G in all capital ratios 

is a definitive requirement or merely a possible communication of prudential requirements for the 

supervisory authorities. Should P2G be included in all capital ratios, this would constitute a further 

increase in capital requirements, which would put an additional burden on banks. In this case, we believe 

that an impact analysis should first be carried out and, based on the results of this analysis, a decision 

should be made as to the average level at which P2G can be introduced for the institutes. For this further 

increase in capital requirements, there should be a multi-year phase-in period similar to other regulatory 

adjustments.

404

When the quantitative outcomes of the stress tests. In any case referred to in section 7.7.1 indicate that, 

under the given stress scenarios, an institution will not be able to meet the applicable capital 

requirements, competent authorities should require the institution to submit a credible capital plan, 

ensuring that it is able to meet its TSCR or any other relevant target ratio set by competent authorities for 

system-wide stress tests over the assumed time horizon that addresses the risk of not meeting its 

applicable capital requirements.

Throughout the whole section 7.7.3 it remains unclear, in which cases the "capital plan" is merely part of 

the stress test assessment - i.e. hypothetical, conditional on the scenarios considered - and in which 

cases, institutions are required to actually take into action certain elements of the capital plan. Please 

clarify.

Please also clarify the relationship between the "capital plan" required after negative stress testing results 

and (1) the regular capital plan as part of strategic and operative planning and (2) the recovery plan 

already containing an implemented framework governing which actions when and how to take.

405

InTo determine the analysiscredibility of the capital plan, the competent authoritiesauthority should review 

and consider the appropriateness , as appropriate:

a. whether the capital plan covers entirely the assumed time horizon;

b. whether the capital plan puts forward a set of credible mitigating and management actions that an, 

restricting dividend payments etc.;

c. whether the institution indicates it would is willing and able to take. Competent authorities should 

assess these such actions in order to address the contextbreaches of the applicable capital requirements 

in the system-wide stress tests;

d. whether those mitigating and management actions are subject to any legal andor reputational 

constraints of the , for instance due to contrary or conflicting former public announcements e.g. on 

dividend policies, business plans and risk appetite;

e. the probability that mitigating and management action would enable the institution, noting the extent to 

which they are already stated in public documents (e.g. dividend policies) and the institution’s business 

plan and risk appetite statements. to fully meet its applicable capital requirements within an appropriate 

timeframe; and

f. whether the proposed actions are broadly in line with macro-economic considerations and with future 

regulatory changes affecting an institution within the scope and timeline of the assumed adverse 

scenarios.

Regarding lit. a: Please specify if the assumed time horizon relates to the time horizon of stresstesting or 

of strategic/operative capital planning

Regarding lit. d: Please specify public announcement

Regarding lit. f:  In our view, the phrase "future regulatory changes" is too far-reaching. As we understand 

it, this refers to regulatory changes that are already known and finalized and that are to be applied within 

the time horizon of the capital plan.

Please consider to change the formulation to: 

"f. whether the proposed actions are broadly in line with macro-economic considerations and with known 

and finalised future regulatory changes affecting  an institution within the scope and timeline of the 

assumed adverse scenarios."

406

When assessing capital plans, the competent authority should, where appropriate, following an effective 

dialogue with the institution, require the institution to make changes to those plans as appropriate, 

including to the proposed management actions, or require institutions to take additional mitigating actions 

that would become relevant given the scenarios and current macroeconomic conditions.

To ensure an effective dialogue with the institution, the competent authority should consider, that due to 

process-related reasons, material changes in the planning framework can only be required before or right 

in the beginning of the process. Requirements to change material planning parameters later on cannot be 

taken into account appropriately. 

Management actions and additional mitigating actions for the capital plan are directly derived from the 

recovery plan. Changes to the actions should therefore also be included in the feedback on recovery 

planning to ensure consistency. 

407

Competent authorities should also assess the credibility of mitigating actions in the context of broader 

macro-economic considerationsexpect institutions to implement the revised capital plan, including further 

changes made based on the results of the supervisory assessment and dialogue with an institution.

Please specify what is meant with the term "implement". Obviously, mitigating actions considered 

conditionally upon potentially severe stress scenarios should not necessarily be (and usually are not) 

taken immediately.

In addition we ask you to specify the follwing points: For how long would the revised plan be valid? Capital 

planning is updated annually. Would the revised plan only be valid until the next regular update of the 

capital plan?
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572

Competent authorities should, also on the basis of Article 100 of Directive 2013/36/EU, use supervisory 

stress testing to facilitate the SREP and, in particular, supervisory assessment of its key elements, as 

these are described in Title 4 – Title 9. In particular, supervisory stress testing should help, where 

appropriate, competent authorities with the following:

a. to assist in the assessment of the institutions’ individual risks to capital as referred to in Title 6, or risks 

to liquidity and funding as referred to in Title 8;

b. to assess the reliability of institutions’ stress testing programme as well as the relevance, severity and 

plausibility of scenarios for institution’s own stress tests used for ICAAP and ILAAP purposes. This may 

include challenging institutions’ main assumptions and risk drivers.;

c. to assess the institution’s ability to meet the respective TSCR and OCR in the context of the 

assessment of capital adequacy, as specified in Section 7.7. Depending on the coverage and type of the 

supervisory stress test, such assessment may be limited only to some elements of the TSCR covered by 

the design features of the supervisory stress testing (e.g. additional own funds requirements for individual 

risk categories, in case the stress test covers only such risk categories);

d. to assist with the determination of P2G for institutions;

e. to assist in the identification of possible vulnerabilities or weaknesses in institutions’ risk management 

and controls of individual risk areas;

f. to assist in the identification of possible deficiencies in the overall governance arrangements or 

institution-wide controls: supervisory stress testing should be considered by competent authorities as an 

additional source of information for the purposes of the SREP assessment of internal governance and 

institution-wide controls referred to in Title 5. In particular, if a competent authority identifies by means of 

supervisory stress testing, deficiencies in the institution’s own stress testing programmes or supporting 

risk data infrastructure, these should be taken into account in the assessment of the overall governance 

and risk management framework of that institution;

g. to contribute to the determination of specific quantitative liquidity requirements in the context of the 

assessment of liquidity adequacy, especially in the case when a competent authority has not developed 

specific supervisory benchmarks for liquidity requirements. Certain elements of the liquidity supervisory 

stress tests should, where appropriate, be used as an input into setting specific liquidity requirements to 

institutions (e.g. from comparative analysis, under adverse scenarios, of net cash outflows and eligible 

liquid assets over a set of time horizons, assessment of stressed maturity ladder) as specified in Section 

9.4.

Regarding lit. b: Please take into account that comparisons between internal and supervisory stress 

testing need to be performed with care (especially when using effects from supervisory stress tests as a 

means to challenge internal scenario assumptions) - because often, effects in supervisory stress tests are 

driven by specific non-scenario-driven constraints for the sake of comparability.

578

When deciding on the key elements of supervisory stress testing, competent authorities should consider, 

inter alia, the following:

a. Coverage, in terms of covering certain risk factors or multiple risk factors, certain individual portfolio or 

activities or sectors/geographies, all or several portfolios.

b. Design, in terms of the following: (1) sensitivity analysis (single- or simple multi-factor), (2) scenario 

analysis, or (3) reverse stress testing. Competent authorities should choose the design that is the most 

appropriate for the objective pursued by the stress test: sensitivity analysis to a single or multiple risk 

factors should normally be favoured when assessing individual risk to capital or risks to liquidity or 

funding; the scenario analysis approach should normally be favoured when the assessment of overall 

capital adequacy is sought; while reverse stress testing may, among others, be deemed appropriate for 

assessing the severity of the scenarios used by the institutions.

c. Scope, in terms of covering the perimeter of cross-border groups: for the purposes of the assessment 

of the overall group capital adequacy, competent authorities should ensure that all relevant group entities 

are taken into account for such stress test.

d. Sample of institutions covered by the stress tests: when considering supervisory stress testing for more 

than one institution, competent authorities should consider the appropriate sample for the purposes of the 

exercise, in particular when using supervisory stress testing for thematic assessments of certain business 

lines/models or impact studies/assessments.

e. Approach, in terms of top-down stress test, bottom-up stress test, or combination of both.

Regarding lit. b. (3): It is unclear, how sector-wide reverse stress tests should help in assessing the 

severity of the institutions' internal scenarios. Due to the fundamentally different designs of stress tests 

and inverse stress tests, no significant information on the severity of stress test scenarios can be gained 

from results from inverse stress tests.

Please consider the following formulation:

"b. Design, in terms of the following: (1) sensitivity analysis (single- or simple multi-factor), (2) scenario 

analysis, or (3) reverse stress testing. Competent authorities should choose the design that is the most 

appropriate for the objective pursued by the stress test: sensitivity analysis to a single or multiple risk 

factors should normally be favoured when assessing individual risk to capital or risks to liquidity or 

funding; the scenario analysis approach should normally be favoured when the assessment of overall 

capital adequacy is sought; while reverse stress testing may, among others, be deemed appropriate for 

assessing the severity of the scenarios used by potential vulnerabilities of the institutions."

In addition we note that the nature of reverse stress tests leads to a focus on certain risk drivers - 

therefore, a sector-wide reverse stress test may lead to severe distortions when comparing the 

performance of one institution with another's. Please rephrase that supervisory reverse stress tests should 

not be performed sector-wide, but on single institutions (or homogeneous groups).


