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Key objectives of the common SREP framework

Key component of the Single Rulebook focused on
increasing consistency of supervision within the
Union (both SSM and non-SSM countries)

Methodological support to joint decision on
capital and liquidity adequacy to be reached by
colleges of supervisors

Increase the consistency of supervisory response —
Pillar 2 capital and liquidity requirements and
other supervisory measures

Support changes in the regulatory framework
covering SREP (CRD):

* Introduction of business model analysis

* Introduction of the assessment of liquidity and
funding risks and liquidity adequacy

Building links between on-going supervision and
recovery and resolution regimes (triggers for early
intervention and assessment of whether
institution is ‘failing or likely to fail’)

Greater
consistency
across the
EU

New
elements

Ongoing focus on
threats to viability
- link with
resolution

-

o

EBA primary objective in
SREP:
increase the consistency
and quality of supervisory

SREP practices, and hence

of their outcomes
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Overview of the common SREP framework

Categorisation of institutions

Monitoring of key indicators

Assessment of inherent Assessment of inherent
risks and controls risks and controls

Determination of own Determination of liquidity
funds requirements & requirements & stress
stress testing testing

Capital adequacy Liquidity adequacy
assessment assessment

Overall SREP assessment

Quantitative capital measures  Quantitative liquidity measures Other supervisory measures

Early intervention measures



Key features/innovations

Common approach/process to all institutions = recognition
of the principle of proportionality through categorisation of
institutions

Common scoring definitions and considerations (risks scores
and ‘viability’ scores for SREP elements and Overall SREP
score)

Guidance on the assessment of material risks (reflecting
current best practices) expanded to risks to liquidity and
funding

Common approach to assessment of capital and liquidity
adequacy, and articulation of additional own funds and
liguidity requirements (what should be covered, what
instruments allowed, how these relate to CRD capital buffers)

Importance of supervisory judgement = no formulas, no
scoring matrices, but constrains by means of ‘considerations’

Guidance on application of quantitative and qualitative
supervisory measures

Focus on the overall risk to the viability of an institution -
use of SREP outcomes in crisis management, recovery and
resolution

Flexibility

lmporta.nce of supervisory
Jjudgement

Proportional application
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Consistency

Common framework and
process

Common articulation of
Capital and liquidity
requirements

Common assessment
elements

Common scoring



engagement

Categorisation of institutions

way of addressing assessment of systemic risk

allowing room for supervisory judgment

Category

Monitoring of key

indicators

Assessment of all
SREP elements (at
least)

Summary of the
Overall SREP
assessment
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Tool to put principle of proportionality into practice = supervisory engagement model

Four categories of institutions reflecting their complexity and systemic importance -

Broad definition of categories = system is suitable for different markets and countries

Minimum level of engagement

1 (G-Sll, O-sll
other large
institutions)

4 (small non-
complex
domestic

institutions

Quarterly

Quarterly

Quarterly

Quarterly

Annual

Every 2 years

Every 3 years

Every 3 years

Annual

Annual

Annual

Annual

Ongoing engagement with institution’s management

body and senior management; engagement with
institution for assessment of each element.

Ongoing engagement with institution’s management

body and senior management; engagement with
institution for assessment of each element.

Risk-based engagement with institution’s

management body and senior management;
engagement with institution for assessment of
material risk element(s).

Engagement with institution’s management body
and senior management at least every three years.




Common scoring

Viability scores and risk scores

‘1’ (nodiscernible risk) to ‘4’ (high risk) scale

Overall SREP score

e an indication of the institution’s overall

viability
* an indication of the likelihood that early

intervention measures should be taken, and
to act as a trigger for them

* an indication through the assessment of the
overall viability of the institution, whether
that institution is failing or is likely to fail

* Overall SREP score has additional ‘F grade —
institution is considered ‘failing or likely to fail’

e All scores are defined and supported by
‘supervisory consideration’, although there are
no matrixes = aggregation is judgement based
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Viability scores. Focus on the magnitude of risk to

the viability of an institution

)

|
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Overall SREP Score

BMA Score

Internal
Governance
and

Capital Liquidity

adequacy
Score

institution-
wide
controls
Score

adequacy
Score

Scores for
material risks
to capital: Scores for
credit, liquidity and
market, funding risks
operational
etc.
\ J

|

Risk scores. Focus on the
magnitude of risk of
significant prudential impact
having considered the level
of inherent risk and the
management and controls

7
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Business model analysis

Assessment of the Assessment of the

viability of the current sustainability of the
business model strategy

Help to
identify key
vulnerabilities

Key elements:

. Identification of the focus (e.g. business lines)

How is the institution making profits today?
What are the key drivers of its profitability?

. Assessment of business environment

How does it p/an to make profits tomorrow? . Quantitative and qualitative analyses of current model

How will the key drivers Of profitabi/ity . Analysis of forward-looking strategy and financial plans
change? And what is driving this change? - Forming supervisory view and scoring
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Assessment of internal governance and controls

Focus on:

e Ensuring that internal governance and institution-wide controls are adequate to its
risk profile, business model, size and complexity of the institution

e assessing the degree to which the institution adheres to the requirements and
standards of good internal governance and risk controls arrangements

\
Organisation :
Overall e A gnd_ Remyperatlon
governance risk culture functioning of policies and
framework Management practices
Body
S—
Risk
Internal management Information Recovery
control framework systems and planning
framework (incl. ICAAP BCP arrangements
and ILAAP)
—

Separate, but complimentary
process of assessment of recovery
plans (covered elsewhere)
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Assessment of individual risks to capital 1/2

* Based on risk nature
* Sub-categories, if differ from the Guidelines should be agreed within
colleges

Common risk
taxonomy

Material risks

e Concentration e Equity, IR, FX e Conduct ® Pre-payment ® Pension
* Dilution  _____--- 8 CVA - o IT e Behavioral ° ...

e Securitisation e Structural FX o Modet*_ e Optionalities

o Re&ldgal e Credit spread o Reput_aﬂ’bnal** e Other

® e meae__ || . P

Sub categories can be assessed
individually when material

*Model risk for internal approaches should be assessed within each risk category. Risk arising from wider use of models should be considered under operational risk
assessment 10
** Reputational risk is assessed under operational risk because of shared risk management practices and risk drivers
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Assessment of individual risks to capital 2/2

Common * Combination of inherent risk (risk exposure) and internal controls
assessment assessments
approach * Based on current and forward looking views (consideration of strategies

and environment)

Risk identification and assessment of the nature and significance of risk
Risk evolution from internal and regulatory perspectives

1. Inherent risk Peer review, on-site inspections and ICAAP
Outcomes of BMA and monitoring of Risk Indicators

2. Risk
Management
and Internal
controls

Risk management framework and organisation, policies and procedures
Risk strategies and consistency with risk appetite

Risk monitoring and reporting, including management response

Risk measurement and stress testing

Supervisory qualitative view on the prudential impact, reflecting findings
Expressed on a 4-grade scale, with a qualitative description
Specific to each material risk

& A score of 4 does not necessarily imply a capital measure

11
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Assessment of capital adequacy

* Capital adequacy is a key determinant of institutions’ viability and subject to joint
decisions for cross-border groups

* Risks to capital * Stress tests results
assessment * Supervisory benchmarks
OIVIEIIE © ICAAP

PR risks (minimum own
funds requirements)

* Risk underestimation * Governance and internaI\ and other material
* Model deficiencies
y, g
) o
* Qualitative * Quantitative v
()
Contingent vs. o felto4
measure? structural o
* ICAAP* 2 Supervisory
* Sup. quantite?tive benchmark§ and.stress test Risk by risk g view of
Quantificati IR comparlspn and supervisory judgment In excess of P1 req. S institutions’
(o]} * No overlaps with buffers and macro-prud. req. u(__', viability from

the capital

* TSCR and OCR perspective

* Amount/composition of Quality of capital
additional requirements instruments

* Nature of requirements Group vs.
subsidiaries

Articulation

* ICAAP considered subject to satisfaction of soundness requirements 12
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Meeting the own funds requirement over cycle

12% Competent authorities should
consider which measures are
necessary to address any findings

Capital conservation that:
buffer

10%

_—aN - - — - —— - e e own funds are unlikely to be
8% o sufficient to cover the OCR
(during the base case), and

== = Qverall Capital
6% Requirement

e TSCR (during the stress),

—@— Forecasted resources

(capital plan)  and/or to address findings
4% e e,
o Resources after that the institution’s leverage
Siresstest on anchor ratio would be negatively
2% o Resources after CAAP affected during the stress

Stresstest

0%

T=0 T+1 T+2 T+3 T+4

13
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Assessment of risks to liquidity and funding

 Common elements for assessing liquidity and funding® risk

* Based on the same approach for risks to capital

G\

Combined
view with
e Short term/Long term needs ¢ Funding profile risks to
. PO il capital and
Inherent risk e Intraday liquidity . e Stability resutation
_ ¢ Buffer and counterbalancing e Market access al risk
= capacity * Expected evolution

e Supervisory liquidity stress test

e Risk management framework and organisation, policies and
procedures

Risk e Risk strategies and consistency with risk appetite
management ° Risk monitoring and reporting, including management response
¢ Risk measurement and stress testing

e Contingency /funding plans

* Use of peer review, on-
site inspections and
ILAAP

* Leverage outcomes of
BMA and monitoring of and internal
Risk Indicators controls

* Supervisory qualitative view on prudential impact

*the risk that the institution does not have stable sources of funding in the medium and long term, resulting in the current or prospective risk that an institution cannot meet its financial obligations, such as
payments and collateral needs, as they fall due in the medium to long term, either at all or without increasing funding costs unacceptably

14
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Assessment of liquidity adequacy

* Liquidity adequacy is a key determinant of institutions’ viability and subject to
Joint decisions for cross — border groups

*  Liquidity risk ass * ILAAP* (Art. 86 CRD)
*  Funding risk ass. *  Supervisory
Overall ass. benchmarks :

covered by regulation,
concentration, cliff

e  Buffer «  Systemic risk effects, outcomes from

«  Mismatches *  Funding capacity supervisory stress test

*  Counterbalancing ¢  Funding plan

capacity . Risk measurement
*  Qualitative * Quantitative

*Process vs. Methodology
* Contingent vs structural

relto4d

measure?

Supervisor
*  Supported by supervisory quantitative P y

benchmarks to be developed by model view of
Quantiﬁcati COmpEtent authorities *Stressed conditions InStItUtIOnS'
on *Survival period viability from
the liquidity
e LCR, NSFR and  funding
. B © Minimum survival period *Group vs. subsidiaries profiles
QWICHEIEIE . Amount/composition of counterbalancing capacity « Assets vs. Liabilities

*  Nature of requirements

* ILAAP considered subject to satisfaction of soundness requirements 15



Overall SREP summary and score
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* Overall SREP assessment is the synthesis of all the other elements (not just

simple sum)

BMA

@\

Risks, Capital
and Liquidity

Gov and ICS

=~

~<

" SREP elements combine each other and can
' play as a mitigation or as an amplification of

Wents' weaknesses/streng'ih;—-/

Overall SREP
assessment

p

No discernible risk

s Low risk

Vlablhty Medium risk
score High risk

There is an immediate
risk to the viability of the
institution = BRRD

\ F
1
2
3
4
ﬁ) Failing or likely to fail
\ A J

Annual summary
¢ Overall SREP assessment
e Overall SREP score

* SREP elements scores
* Any supervisory findings in the last 12 months




SREP outcomes — supervisory measures
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e Different Supervisory measures are foreseen, depending on the areas of concern
and on the level of criticality

Overall SREP

e Supervisory measure

e Future supervisory
resourcing and

planning
e Link with BRRD, incl.

early intervention
measures

e Other

Capital

e Add-ons

e Restrictions to
dividend and interest
payments

e Specific prudential
treatment of
identified assets

e Other

Liquidity

e Restrictions on
maturity mismatches

¢ Increase of survival
period

e Amount and
composition of ctb
capacity

e Other

Other SREP
elements

e Changes to financial and

business plans
Changes to
organisational
structures, including
management body
Improvements of
ICAAP/ILAAP
Enhanced reporting
Risk exposure reductig

Duration and severity of the measures proportionate to gravity of the deficiencies
Aimed at restoring compliance/enhancing institutions’ prudential soundness

+

Early Intervention

Measures*

to be approved and

monitored by CAs

Can be adopted anytime during SREP and following on-site inspections
* Can enhance effectiveness of macro-prudential measures for specific institutions
* Authorities could require the institution to implement any measures set out in the recovery plan, draw up an action programme and a timetable for its implementation, require the

convening of a meeting of shareholders to adopt urgent decisions, and require the institution to draw up a plan for restructuring of debt with its creditors. In addition, supervisors will
have the power to appoint a special manager for a limited period to restore the financial situation of the bank and the sound and prudent management of its business17
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Cross-border implications

e Consolidating supervisors should perform the initial assessment of the parent
undertaking and the group of institutions on the consolidated level

 Competent authorities should perform the initial assessment on the level of the
entities under their supervision (solo, or sub-consolidated, where relevant).

———
Dialogue in the college of

Initial assessment
may change as a
result of this
dialogue

supervisors

Group risk assessment report and joint decision on institutions-sprecivic prudential

requirements =2 ITS on Art 113 of CRD

Capital: Liquidity:
* All additional own funds requirements as provided * quantitative specific liquidity requirements are
in Art 104(1)(a) = TSCR proposed by competent authorities

* measures other than quantitative specific liquidity
requirements are proposed by competent
authorities and the score assigned to liquidity risk
and/or funding risk is a ‘3" or ‘4’

18
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Next steps — finalisation and implementation

Application in Transitional
practice from arrangements
2016 until 2019

Finalisation of GL by EBA Implementation

- 2014 by NCAs - 2015

e Public consultation runs until 7 October
* Finalisation of the Guidelines in December 2014

* Planned implementation by 1 January 2016 (Guidelines should be applied for the 2016
SREP cycle and joint decisions)

* ‘Comply or explain’ based implementation in national guidelines/manuals etc.

e Transitional arrangements:

* Implementation of supervisory benchmarks and articulation of quantitative requirements
linked to LCR and NSFR is not required until LCR and NSFR requirements are in place

* Approach to inter-risk diversification and requirements regarding composition of own
funds in the Pillar 2 subject to later implementation due to expected significant impacts in
some countries in combination with CRR requirements and to the development of
supervisory benchmarks

19



Next steps — monitoring and follow-up work

EBA will address additional technical details
(e.g. supervisory benchmarks for assessment
of capital adequacy) in the EBA Single
Supervisory Handbook

EBA will be monitoring the implementation
and use of common SREP framework through
the work of colleges of supervisors

EBA will use the guidelines as benchmark in:

* monitoring of consistency of
supervisory reviews and methodologies
used to apply supervisory measures >
statutory obligation

» formal peer reviews

* settlement of disagreements between
authorities / mediation

The guidelines (and Handbook modules) will
be amended and updated, where necessary,
based on the outcomes of the monitoring

Policy
development
(Single Rulebook)

Supervisory
practices
(Supervisory
Handbook)

Monitoring of

practices

EUROPEAN
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*Work of colleges

ePeer reviews

eMonitoring
exercises

20
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Questions for the consultation

1. Do the guidelines specify the SREP process sufficiently? Are there areas where the EBA
should aim for greater harmonisation, or where more flexibility would be appropriate?

2. Do you agree with the proportionate approach to the application of the SREP to
different categories of institutions? (Title 2)

3. Are there other drivers of business model / strategy success and failure that you believe
competent authorities should consider when conducting the BMA? (Title 4)

4. Does the breakdown of risk categories and sub-categories proposed provide
appropriate coverage and scope for conducting supervisory risk assessments? (Title 6)

5. Do you agree with the use of a standard approach for the articulation of additional own
funds requirements to be used by competent authorities across the Union? (Title 7)

6. Do you agree that competent authorities should be granted additional transition
periods for meeting certain capital and liquidity provisions in the guidelines (Title 12)?

21
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