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Foreword by the
Chairperson

The EBA is a very young organisation, only seven years old at the
time of writing. Still, in this short span of time we have been con-
fronted with extraordinary challenges and have repeatedly adjusted
our mission in light of external developments. Whilst originally the
EBA was clearly conceived as an embryo of a European supervisor,
which could, through time, take up direct supervisory tasks — as it is
happening, for instance, to our sister authority in securities markets,
ESMA -, the establishment of the Banking Union required a first im-
portant refocusing of our mission. Our tasks have become increas-
ingly centred on ensuring the integrity of the Single Market as a whole
and the appropriate balance between countries participating in the
Banking Union and those, outside the euro area, which so far have
decided not to participate - between “ins” and “outs”. This function
was particularly relevant due to the significant presence of euro area
banks in Central and Eastern European countries and to the central-
ity of London financial markets for wholesale and investment banking
business denominated in euro.

The decision of the UK to leave the European Union is now imposing a
further reflection on our mission. Almost 90% of banking assets in the
27 Member States of the post-Brexit EU are controlled by banks head-
quartered in the euro area. While the issue of balance between “ins”
and “outs” remains relevant in terms of home-host relations, there are
now stronger arguments for a closer cooperation and coordination be-
tween the EBA and the institutions of the Banking Union, the Single
Supervisory Mechanism [SSM) of the ECB and the Single Resolution
Board (SRB). In practice, this means that we need to work together to
foster more uniform rules and a more consistent application of the Sin-
gle Rulebook across Member States to deliver the intended outcomes
of the Banking Union. Convergence in supervisory practices, in turn,
will be instrumental to ensure greater integration of banking markets
across the whole EU to the increasingly vocal complaints from the in-
dustry that cross-border business and consolidation is severely hin-
dered by remaining regulatory and supervisory obstacles, even within
the Banking Union.

At the same time, the legislative proposals to review tasks, govern-
ance and funding of the European Supervisory Authorities (ESAs) en-
tail important additional changes, currently to the attention of the co-
legislators. In my view, the Commission’s proposals correctly reflect
the experience of the first years of work of the ESAs. Governance ar-
rangements should be appropriately reconsidered. At least some more
executive tasks, such as decisions on breaches of Union law, mediation
and stress testing, require more executive decision making. Independ-
ent reviews of supervisory practices could prove particularly helpful,
especially in some areas, such as anti-money laundering, where dif-
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fering and sometimes weak national practices
could put under jeopardy the safety and integ-
rity of the Single Market. The extension of the
legal remit of the EBA is essential to expand
our efforts in the consumer protection area.
Greater attention to innovation and sustain-
able finance is warranted. The international
role, in particular in the assessment of equiva-
lence of third countries, needs to be strength-
ened in light of the effects of Brexit. Current
funding arrangements have proven a serious
constraint, for example when the EBA tried to
develop an EU-wide training for supervisors,
which | view as an essential ingredient for a
common supervisory culture.

The relocation of the EBA to Paris, as a re-
sult of the decision of the UK to leave the EU,
adds new challenges to the picture, to ensure
continuity in our functions and maintain the
high standard of quality in our products, not-
withstanding all the uncertainties facing the
staff and the unavoidable turnover that will
accompany the move. | am sure the intense
commitment and passion of our staff, which
is the essence of our strength, will allow us to
navigate this period of change, emerging as a
more mature and trusted authority.

While a lot is changing for the EBA, the regu-
latory framework is now stabilising. During
2017, the EBA finalised important components
of the Single Rulebook and the remaining reg-
ulatory uncertainty linked to the finalisation
of the Basel standards came to an end with
the agreement achieved in December. This
allows us to press on with addressing exces-
sive variability in risk-weighted assets and re-
storing credibility to internal models used for
regulatory purposes, whilst allowing banks to
get back to effective capital planning. Propor-
tionality in regulation, supervision and report-
ing will also be a focus along with enhanced
transparency to improve market discipline.

Progress has also been made in the applica-
tion of the other key chapter of the regulatory
reform package: the Bank Recovery and Reso-
lution Directive (BRRD], the EU framework de-
signed to resolve banks in an orderly fashion
and address the “too big to fail” issue. However,
recovery and resolution plans will require fur-
ther refinements to become operational. The
first resolution and liquidation cases under
the BRRD allowed identifying issues that may
call for a reconsideration of certain aspects of
the legislative framework. | think that a truly
integrated framework for managing banking
crises should include harmonised rules on
ordinary liquidation. Also, the existence of a
public interest in case of a bank failure is be-
ing assessed differently across the Union, re-
flecting different national preferences on the
use of public support mechanisms and pos-
sible negative effects on the level playing field
within the Single Market.

Payments services and financial innovation
became more and more central in the EBA's
agenda. The revised Payment Services Direc-
tive (PSD2), which entered into force on 13
January 2018, is changing the landscape of
banking by facilitating innovation, enhancing
competition in payment services and allowing
new service providers to access customers’
payments accounts at incumbent banks in a
secure and standardised way. PSD2 mandat-
ed us to develop 13 Technical Standards and
Guidelines and last year we consulted on all
these regulatory products. In many cases, we
had to achieve a complex balance in the trade-
off between technological neutrality and the
integration of the Single Market for payment
services. Another key objective for the EBA is
that customers benefit from new technologies
but stay protected. To achieve this objective,
the instruments for protecting consumers
need to be upgraded to reflect the new tech-
nological realities. This will be a key objective
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for us. We launched a general discussion on
technological innovation in financial services
(FinTech) last year and already developed a
comprehensive roadmap for our work.

The ongoing effort to cleanse banks’ balance
sheets and reduce non-performing loans
(NPLs), which are a blight on lenders, on bor-
rowers and the wider economy, continues. Pro-
gress has been substantial in 2017 but needs
to continue and now we need to put in place
safeguards to ensure that large build-ups of
NPLs do not recur. As part of the Council's
action plan, we are doing much to support
this process from the development of detailed
templates to facilitate sales to guidelines to
help manage NPLs more effectively and work
on loan origination. Thus, we fully expect the
Council's action plan will bear its fruits and lead
the adjustment process to a fast completion.

Finally, the UK's decision to withdraw from the
EU raises complex challenges for the financial
industry and the community of bank regula-
tors and supervisors. The most immediate
area of attention are the risks that a disor-
derly Brexit may pose to individual firms and
to financial stability more generally. Regula-
tors and firms should press ahead with their
worst-case Brexit preparations and ensure

EBA staff in 2018

that all the necessary arrangements are in
place for March 2019. We have been clear
that firms seeking new or expanded authori-
sations should have real substance and risk
management capacity. They also have to take
action and ensure they will be able to continue
provide services to customers under current
financial contracts. Preparatory work is need-
ed also to ensure compliance to the stricter
rules on the transfer of data and to maintain
continuity of access to financial market infra-
structures and funding sources. The EBA, in
close liaison with competent authorities, will
continue to monitor these developments.

As you can see, our agenda remains very
dense and challenging. | am very pleased with
the progress made in 2017, on which we can
build our further efforts to strengthen the Eu-
ropean banking sector to make it safer and
stronger for European customers. Let me
conclude by thanking all the EBA staff for their
commitment, their strong work ethic and truly
European approach. Also, the high standard
of quality of our work and the actual delivery
of our objectives in the day-to-day application
of our products would not be possible without
the active involvement of many experts from
national and European authorities.
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ADAM FARKAS

Interview with the
Executive Director

1 2017 has been a rather decisive year for the EBA following the
» decision of the UK to withdraw from the EU. How do you think
this decision will change the role of the Authority going forward?

The decision of the UK to withdraw from the EU has and is indeed rais-
ing important challenges for the entire EU financial sector. | think that
the biggest concern relating to the impending withdrawal, at this mo-
ment of the withdrawal process, is the uncertainty about the exact path
and timeline Brexit will follow. | specifically refer to the question of a
transition period and the end state of the relationship after the transi-
tion with respect to financial services, all subject to the successful con-
clusions of the political negotiations. It is, therefore, important, from a
stability point of view, that such an uncertainty is reduced as much as
possible in order to minimise negative implications, irrespective of the
chosen scenario. But at the same time, as long as the uncertainty pre-
vails, the sector needs to prepare for managing all scenarios including
a possible cliff edge without a withdrawal agreement.

As to the direct impact of the UK decision on the EBA, | would like to
highlight that our role has already changed in the past in response to
other significant developments in the external environment, such as, for
instance, the establishment of the Single Supervisory Mechanism in the
context of the Banking Union. So, the EBA is ready for change and can
adapt. However, this time the change will also be coupled by a relocation
of the Authority itself. The EBA's role as a bridge between Banking Union
and non-Banking Union members is expected to change with Brexit, due
to the withdrawal of a significant non-Banking Union member, but will
remain important. However, our role with respect to third country au-
thorities is likely to increase commensurately. This is foreseen, to some
extent, in the Commission’s proposal of the ESAs’ review.

In terms of Brexit preparedness, the EBA is conducting a regular as-
sessment of potential financial stability risks, and monitoring the adap-
tation of the EU industry to the challenges posed by Brexit The Opinion,
which we issued in October last year, pointed to various regulatory and
supervisory issues in the context of Brexit, and highlighted the mini-
mum EU standards that should be applied by national authorities.

Finally, as | mentioned before, a direct impact of Brexit on the EBA will
be the change in its legal seat and a move of location from London to
Paris. The French and the Paris regional governments are providing a lot
of assistance to the EBA and our staff in this process. Our focus will be
on business continuity, and we as an organisation will of course be carry-
ing out the same kind of contingency planning and readiness measures,
which we are encouraging individual private sector firms to undertake.
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What were the main operational chal-

= lenges you had to face to ensure an

orderly move to Paris as well as to reassure
the staff?

Following the selection of Paris as the new
seat of the EBA last November, we had to put
in place all the necessary arrangements that
will allow us to be fully operational and func-
tional in our new seat by March 2019.

The very first task is the selection of the new
premises, and for that, we launched a public
tender late last year to select a property advi-
sor who could help us prospect the property
market in Paris. This was followed by anoth-
er public tender to actually select the office
space that will meet our needs. A decision
on the new seat will be known in the coming
months and this will be a very important step
as itwill allow us to start planning a number of
other important projects to ensure a smooth
and seamless relocation.

The second big challenge to ensure operation-
al continuity for the organisation was to ensure
the smooth transition of our colleagues. While
the turnover rate of staff has increased since
the vote, we are still able to attract the skilled
individuals we need to replace colleagues who
decide to leave the EBA. The certainty about
the EBA's future location in Paris is definitely
of help. To manage possible staff turnover
going forward, we have considered various
measures, including the establishment of re-
serve lists for 10 different profiles from which
vacancies can be filled quickly, if necessary.

Change can be unsettling for staff, and this is
why keeping the team informed of the devel-
opments has always been our priority. We in-
clude relocation-related news in our monthly
internal newsletter and we regularly hold gen-
eral assemblies with the whole staff. We have
also organised a few informative sessions with

French authorities to familiarise our staff with
the life in France in general, and specifically
with the schooling, housing and administra-
tive procedures. To cope with the language
barrier, we started providing French classes
to our staff and we are planning to extend the
language training to the spouses as well with
the support of the French authorities.

Finally, another big challenge will be the mi-
gration of our data centre infrastructure. We
are currently working on the solution design,
planning and contracting while in the second
half of the year, we will focus on the execution
and transitional services setup and support.

3 Another important decision, which will
= have an impact on the future of the Au-
thority, is the review of the functioning of the
ESAs. What are in your views the most impor-
tant aspects to be improved for a more effec-
tive and efficient functioning of the EBA?

The European Commission’s proposal to re-
view the functioning of the ESAs and the sub-
sequent legislative proposal includes amend-
ments to the ESA Regulations, which provide
for new powers, an improved governance
structure and a revised funding of the three
supervisory authorities. Of course, Brexit also
plays a role in this review. An improved gov-
ernance is in my view one of the key priorities
for the EBA, namely with respect to increasing
the independence of the Authority’s decision-
making processes in key supervisory conver-
gence mandates such as stress tests and me-
diation as well as in AML and CFT.

Transparency has always been a top priority for
the EBA and we have managed to position our-
selves as a model of transparency in the bank-
ing sector. Despite lacking an explicit mandate,
since our establishment, we have consistently
pushed for additional disclosure and transpar-
ency in the EU banking sector as we considered
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the dissemination of banks’ data as an integral
part of our responsibility of monitoring risks
and vulnerabilities and preserving financial
stability in the Single Market. Our ambition is
to have the legal basis to become a hub for co-
ordination and transparency of reporting data
and for that, it is important to streamline the
current regime, which sets reporting and other
highly technical requirements. This would al-
low us to adopt certain decisions directly with
appropriate accountability safeguards.

Finally, | welcome the proposal to bring more
consumer protection [consumer credit direc-
tive] and payments (interchange fee regula-
tion, cross-border transfers in euro regula-
tion) legislation within the EBA's scope of
action, creating a more coherent and compre-
hensive base for this work.

4 After 10 years in the making, the agree-
= ment on the Basel lll framework is a
major achievement but more remains to be
done. What are in your view the key challenges
ahead to ensure the revised framework is im-
plemented in the EU in a full, timely and con-
sistent manner? And what will be the EBA's
contribution in this process?

The Basel lll framework agreed at the end of
last year has been a major achievement as it
addresses shortcomings of the pre-crisis reg-
ulatory framework and provides a regulatory
foundation for a resilient banking system that
supports the real economy. There were three
challenges the international regulatory com-
munity was facing: removing regulatory un-
certainty and bringing the reform process to a
close; restoring the credibility of international
standards and addressing excessive RWA vari-
ability; and reaffirming the commitment to the
implementation of the full reform package in
all G20 jurisdictions.

Implementing the revised framework in the
EU will be indeed a major endeavour.

The European Commission has already opened
an exploratory consultation on implement-
ing the final aspects of Basel Ill into EU law,
which will require changes to the Capital Re-
quirements Directive and the Capital Require-
ments Regulation. As EBA, we traditionally
provide technical advice on the impact and
implementation of international standards in
the EU, and thus have been asked to provide
technical advice also on the implementation
and the impact of the 2017 Basel reform on
the EU banking system following the Com-
mission’s consultation.

To be able to support the Commission, we
will be launching a data collection in the sum-
mer. We will try to align the exercise with the
regular Basel Ill monitoring exercise, which
we traditionally run in parallel with the BCBS.
Regarding the sample of banks, in order for
the EBA to be able to advise legislators on how
to implement the Basel reform in accordance
with the principle of proportionality, our inten-
tion is to expand the QIS sample, beyond the
institutions that traditionally participate in the
Basel Il monitoring exercises.
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Interview with the
Alternate Chairperson

1 You have been sitting at the EBA Board of Supervisors (BoS) ta-
m Dble for some time now and for some years as Alternate Chair-
person. How would you describe the cooperation between competent
authorities and the EBA?

Itis a privilege to sit at the BoS table and to have the opportunity to ex-
change views and take decisions within such a group of distinguished
colleagues, with such different and complementary professional ex-
periences and with the same objective of protecting the public interest
by contributing to the stability and effectiveness of the EU financial
system. The decision-making process with 28 Member States is not
always straightforward and sometimes it is difficult to reach a final
decision, as was obvious in the most acute moments of the financial
crisis. But, fortunately, those type of situations are much more the
exception than the rule.

The cooperation between national competent authorities and the EBA
has been always extremely good and efficient. As a matter of fact, there
is a continuous interaction at all levels of the ladder: ad hoc groups, task
forces, committees and, finally, the Board of Supervisors. There are plen-
ty of opportunities for national competent authorities to participate in,
contribute to and influence the final positions of the EBA. It is also clear
that the knowledge and accumulated experience that national authorities
bring to the EBA table is a decisive contribution to the merit and techni-
cal robustness of the final positions of the EBA. From my point of view,
as a BoS member, | always found from the EBA side total openness to be
engaged - either in physical or telco ad hoc meetings, or through techni- PEDRO DUARTE NEVES
cal memos - in exchange of views in critical issues. | am convinced that,
without such a close dialogue and without a clear understanding of the
different perspectives of the national competent authorities, many im-
portant commitments would not have been possible.

What are, in your view, the key milestones this Authority has
= reached over the last few years?

Let me just start by highlighting the fact that, since its creation, the EBA
has managed to create the image of an open, transparent and account-
able organisation. Open in the way it engaged in meetings with industry
representatives and associations of consumers, as well as in the fruitful
interaction with the Banking Stakeholder Group. Transparent in the way
public consultations have taken place thanks to a structured and formal
interaction between the EBA and the stakeholders. Finally, accountable
to the European institutions.
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| would also like to highlight what is probably
the most demanding and permanent exer-
cise of the EBA as the guardian of the Single
Rulebook, with the continuous focus on the
development of a single set of harmonised
prudential and conduct rules for EU financial
institutions, as the only way to achieve a level
playing field in the European space.

In this context, the work aimed to achieve
a uniform definition of capital, through the
adoption of common definitions and the rigor-
ous monitoring of issuances of new capital in-
struments, has been extremely important. The
EBA has also played a central role in imple-
menting the key principle of ‘more and better’
capital - one of the key lessons drawn from
the financial crisis, as the amount of good-
quality, loss-absorbing capital was clearly in-
adequate - which is today reflected in a much
more capitalised and resilient European bank-
ing sector. In addition, the annual transparen-
cy exercise — which, by the way, is a somewhat
unique exercise — has been a very successful
instrument to promote information on the Eu-
ropean banking sector.

3 How would you see the role of the EBA
= going forward also in the light of the Eu-
ropean Supervisory Authorities’ (ESAs’) review?

In my view, the priorities for the EBA's work in
the near future are the following: the reduction
of the excessive variability in risk-weighted as-
set [RWA] modelling, now even more urgent
given the recent Basel developments, and the
consolidation of a multiple-metrics approach
to adequacy of capital, through the increased
use of the leverage ratio as a complementary
indicator to the capital adequacy measures
more frequently used; the need for a gradual
minimum requirement for own funds and eli-
gible liabilities [MREL) implementation, in the
context of an incomplete Banking Union and
the need to address the placement of the in-

herent market instruments across retail cus-
tomers, in very close cooperation with the
European Securities and Markets Authority
(ESMA) and the European Insurance and Oc-
cupational Pensions Authority (EIOPA); in a
context in which the regulatory reform is al-
most completed, supervision is supposed to
have a more prominent role and, therefore,
the convergence of supervisory practices - for
instance, through the conduct of peer reviews
- becomes more and more important; finally,
consumer protection and financial innovation
requires an extra effort by the EBA, as this is
an area in which national regulatory and su-
pervisory practices are very heterogeneous.

The strengthening of the EBA mandate on
consumer protection is, fortunately, included
in the legislative proposals on the review of the
European Financial Stability Facility (EFSF).
The strengthening of its role in monitoring and
implementing equivalence decisions as well
as in the development of a resolution hand-
book is also worth mentioning.

4 You have recently being appointed as
s the chairman of the EBA's Committee
on Consumer Protection and Financial Inno-
vation (SCConFin). How do you see the work of
the EBA in the fields of consumer protection
and financial literacy?

Consumer protection ranks very high in the pri-
orities of the EBA. Financial and technological
innovation raise new challenges for the protec-
tion of clients of financial services as well as
for the current business models, which is why
it should be a priority for the EBA. The SCCo-
nFin is the natural place to discuss and develop
the most important initiatives of the EBA in the
fields of consumer protection and financial lit-
eracy and | am very happy to chair this com-
mittee and to have the opportunity to interact
closely with the EBA staff and the representa-
tives of the national competent authorities.
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The work that the SCConFin has conducted
over the last couple of years is very important.
Many examples illustrate this point: the Con-
sumer Trends Report, the Financial Educa-
tion Report, the work on supervisory conver-
gence - which is particularly important given
the fact that conduct supervision is a recent
development in most EU countries - a wide
range of guidelines on good practices, as well
a set of important warnings. In addition, and
beyond the SCConFin, the roadmap on finan-
cial technology (FinTech] has also been a very
important contribution of the EBA. | also find
very fruitful the cooperation within the Joint
Committee - as consumer protection requires
a complete and consistent approach by the
three supervisors of competing financial prod-
ucts - as well as with the Banking Stakeholder
Group on consumer protection issues.

The EBA has a leading role in promoting
transparency and fairness in the market for
consumer financial services across the inter-
nal market. Going forward, it is my expectation
-and also my wish - that consumer protection
issues and digital banking/FinTech-related is-
sues will become increasingly more important
in the agenda of the EBA.

You completed two mandates as the
5- chair of the Risk Sub-Committee in
charge of the production of the Joint Com-
mittee Report on Risks and Vulnerabilities in
the EU Financial System. How do you see the
interaction between the ESAs and the useful-
ness of those reports?

| had the opportunity to work very closely with
the staff of the EBA, EIOPA and ESMA - as well
as the staff from the European Central Bank
(ECBJ, the European Systemic Risk Board
(ESRB) and national competent authorities -
on the identification of the key cross-sectoral
risks and vulnerabilities of the European fi-
nancial system and on the required policy

measures to mitigate the impact of those risks
and to overcome the identified vulnerabilities.
It has been an extremely rewarding experience
for me, as it is precisely this cross-sectoral
approach that makes this report unique and
particularly useful for market participants,
supervisors and policy-makers.

The nature of the risks identified has, naturally,
varied over time and has covered a wide range
of situations. The report has also the distinc-
tive characteristic of recommending specific
actions to financial market participants, reg-
ulators and supervisors with the purpose of
overcoming the identified vulnerabilities and
mitigating the possible adverse effects trig-
gered by the main identified risks. This report
has gained increased interest from the press,
market participants and policy-makers. Let
me take this opportunity to thank all partici-
pants in the sub-committee, in particular the
colleagues from the ESAs and my colleagues
at Banco de Portugal who have given me direct
support in the production of the risk reports
and have so closely liaised with the members
of the sub-committee.
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Key publications and decisions

Table 1:  Comprehensive list of EBA publications and decisions in 2017

0P| EBA publishes Opinion on the equivalence of supervisory and regulatory requirements in relation to Turkey and New Zealand

REP| EBA and ESMA publish joint Report on the functioning of the Capital Requirements Regulation (CRR] with the related
obligations under European Market Infrastructure Regulation (EMIR)

0] EBA publishes Data Point Model (OPM) and Extensible Business Reporting Language (XBRL) taxonomy 2.6 for remittance
of supervisory reporting

0] EBA publishes updated Risk Dashboard with data as of 03 2016

REC EBA publishes updated recommendation on the equivalence of supervisory regimes

REP| EBA publishes Report on Capital Requirements Directive (CRD) IV-CRR/Basel Ill monitoring exercise based on data as of
30 June 2016

CP] EBA consults on procedures for complaints of alleged infringements of the Revised Payment Services Directive (PSD2)

0P| EBA publishes Opinion on the European Commission’s intention to partially endorse and amend the final draft RTS submitted
by the EBA establishing requirements to be complied with by payment card schemes and processing entities to ensure the
application of independence requirements in terms of accounting, organisation and the decision-making process

REP| EBA publishes Repart on high earners with data as of end 2015

RTS EBA publishes final draft RTS on strong customer authentication and common and secure communication under Article
98 of PSD2

EBA publishes final draft RTS on the procedures for excluding transactions with non-financial counterparties established
in a third country from the own funds requirement for credit valuation adjustment risk under Article 382(5) of the CRR

ESAs consult on joint draft RTS on the criteria for determining the circumstances under which the appointment of a
central contact point pursuant to Article 45(9) of Directive (EU) 2015/849 is appropriate and the functions of the central
contact point

0P| ESAs publish joint Opinion on the risks of money laundering and terrorist financing affecting the Union's financial sector

0] ESAs publish statement on variation margin exchange

0P| EBA publishes Opinion on improving the decision-making framework for supervisory reporting requirements under the CRR

CP] EBA consults on draft RTS on the specification of the nature, severity and duration of an economic downturn in
accordance with Articles 181(3)(a) and 182(4)(a] of the CRR

CP] EBA consults on Recommendations on the coverage of entities in a group recovery plan

0P| EBA publishes Opinion on measures in accordance with Article 48 of the CRR

EBA publishes final draft RTS on disclosure of encumbered and unencumbered assets under Article 443 of the CRR

REP| EBA publishes Report on the functioning of supervisory colleges in 2016

EBA publishes final Guidelines on liquidity coverage ratio (LCR) disclosure to complement the disclosure of liquidity risk
management under Article 435 of the CRR

REP| EBA publishes Repart on the results from the 2016 market risk benchmarking exercise

REP| EBA publishes Report on the results from the 2016 high default portfolios (HDP) exercise

0P| EBA publishes Opinion on transitional arrangements and credit risk adjustments due to the introduction of International

Financial Reporting Standards (IFRS) 9
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0] EBA publishes revised List of ITS validation rules

[REP| EBA publishes comparative Report on recovery options

0] EBA extends the Memorandum of Cooperation with South Eastern European banking supervisors to the Central Bank
of Kosovo

0] EBA publishes updated XBRL taxonomy 2.7 for supervisory reporting

0P| EBA publishes Opinion on the partial waiver of Article 129(1)(c) of the CRR addressed to Germany’s Federal Financial
Supervisory Authority (BaFin)

0P| EBA publishes Opinion on the partial waiver of Article 129(1)(c) of the CRR addressed to the Polish Financial
Supervision Authority

[REP| EBA publishes Report on the peer review of the TS on supervisory reporting requirements

EBA publishes amended ITS on supervisory reporting for EU institutions

EBA publishes final Guidelines concerning the interrelationship between the Bank Recovery and Resolution Directive
(BRRD) sequence of write-down and conversion and CRR/CRD

EBA publishes final Guidelines on the rate of conversion of debt to equity in bail-in

EBA publishes final Guidelines on the treatment of shareholders in bail-in or the write-down and conversion of capital
instruments

0] EBA publishes updated Risk Dashboard with data as of 04 2016

CP] ESAs consult on draft Guidelines on the measures payment service providers should take to detect missing or incomplete
information on the payer or the payee, and the procedures they should put in place to manage a transfer of funds lacking
the required information

REP ESAs publish joint spring 2017 Report on risks and vulnerabilities in the European Union’s financial system

CP] ESAs consult on draft joint RTS on the measures credit institutions and financial institutions shall take to mitigate the
risk of money laundering and terrorist financing where a third country's law does not permit the application of group-wide
policies and procedures

CP] EBA consults on draft Guidelines on security measures for operational and security risks under PSD2

EBA consults on draft recommendations on outsourcing to cloud service providers under Article 16 of the EBA Regulation

CP] EBA consults on the scope of the draft Guidelines on connected clients under Article 4(1)(39) of the CRR

EBA publishes amended ITS on benchmarking of internal approaches

CP] EBA consults on draft RTS on simplified obligations under Article 4(6) of the BRRD

0P| EBA publishes an Opinion on own funds in the context of the CRR review

RTS EBA publishes final draft RTS setting out the Union standardised terminology for the most common services linked to a
payment account, under Article 3(4) of the Payment Accounts Directive

EBA publishes final draft ITS on the standardised presentation format of the fee information document and its common
symbol, under Article 4(6) of the Payment Accounts Directive

EBA publishes final draft ITS on the standardised presentation format of the statement of fees and its common symbol,
under Article 5(4) of the Payment Accounts Directive

EBA publishes final Guidelines on credit institutions” credit risk management practices and accounting for expected
credit losses

EBA publishes final Guidelines on ICT risk assessment under the Supervisory Review and Evaluation Process (SREP)

EBA publishes final draft RTS on valuation for the purposes of resolution and on valuation to determine difference in
treatment following resolution under the BRRD

0P| EBA publishes Opinion on EU Commission's consultation on the operation of the ESAs

REP EBA publishes Report on the monitoring of common equity tier 1 (CETT) instruments issued by EU institutions

0] EBA announces details of its 2017 EU-wide transparency exercise
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EBA consults on draft RTS on the criteria for determining the circumstances in which the appointment of a central
contact point pursuant to Article 29(4) of Directive (EU) 2015/2366 is appropriate and the functions of those central
contact points

EBA acknowledges notification on the resolution action taken by the Single Resolution Board (SRB) and by Spain’s Fund
for Orderly Bank Restructuring (FROBJ in respect of Banco Popular Espafiol

EBA publishes 2018 EU-wide stress test methodology for discussion

EBA publishes revised list of ITS validation rules

EBA Launches 2016 credit valuation adjustment (CVAJ risk-monitoring exercise

EBA publishes 2017 consumer trends report

EBA publishes Discussion Paper on the treatment of structural foreign exchange (FX) under Article 352(2) of the CRR
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EBA publishes final draft RTS for determining proxy spread and limited smaller portfolios for credit valuation adjustment
under Article 383(7) of the CRR

EBA publishes 2016 Annual Report

EBA publishes Opinion on the European Commissions intention to partially endorse and amend the EBA' final draft
regulatory technical standards on strong customer authentication and common and secure communication under PSD2

EBA publishes Report on innovative uses of consumer data by financial institutions

EBA responds to the European Commission's public consultation on FinTech

B9 H 8H

ESAs publish joint Guidelines under Articles 17 and 18(4) of Directive (EU) 2015/849 on simplified and enhanced customer
due diligence and the factors credit and financial institutions should consider when assessing the money laundering and
terrorist financing risk associated with individual business relationships and occasional transactions

ESAs publish final joint draft RTS on the criteria for determining the circumstances in which the appointment of a central
contact point pursuant to Article 45(9) of Directive (EU) 2015/849 is appropriate and the functions of the central contact
point

EBA publishes Report on asset encumbrance

EBA publishes Report on funding plans

EBA acknowledges the Commission's adoption of amended supervisory reporting standards due to financial reporting
(FINREP) IFRS 9

EBA publishes amended Decision confirming that the unsolicited credit assessments of certain external credit
assessment institutions (ECAIs) do not differ in quality from their solicited credit assessments (2016/C 266/05)

o
o

EBA consults on draft Guidelines on uniform disclosures under the proposed draft Article 473a, paragraph 8, of the CRR
as regards the transitional period for mitigating the impact on own funds of the introduction of IFRS 9

EBA consults on draft RTS setting technical requirements on development, operation and maintenance of the electronic
central register and on access to the information contained therein, under Article 15(4) of PSD2

EBA consults on draft ITS on the details and structure of the information entered by competent authorities in their public
registers and notified to the EBA under Article 15(5) of PSD2

EBA consults on the implementation of the methods for calculating contributions to deposit guarantee schemes

EBA enhances transparency on deposit guarantee schemes across the EU

EBA launches supplementary data collection to support the new prudential framework for investment firms

EBA outlines roadmap to strengthen the monitoring of ECAls

EeEaeg @ 8

EBA publishes final Guidelines under PSDZ on the information to be provided for the authorisation of payment institutions
and e-money institutions and for the registration of account information service providers

EBA publishes final Guidelines on major incident reporting under PSD2

==
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EBA publishes final Guidelines on the criteria on how to stipulate the minimum monetary amount of the professional
indemnity insurance or other comparable guarantee under Article 5(4) of PSD2
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EBA publishes final draft RTS under Article 8(2) of CRD IV on the information to be provided for the authorisation of credit
institutions, the requirements applicable to shareholders and members with qualifying holdings and obstacles which may
prevent the effective exercise of supervisory powers

ITS EBA publishes final draft ITS under Article 8(3) of CRD IV on standard forms, templates and procedures for the provision
of the information required for the authorisation of credit institutions

0] EBA publishes updated Risk Dashboard with data as of Q1 2017

REP EBA publishes Repart on results from the second impact assessment of IFRS 9

0P| ESAs publish Opinion on Packaged Retail and Insurance-Based Investment Products with environmental or social
objectives

CP] ESAs consult on draft ITS amending Implementing Regulation (EU) 2016/1799 on the mapping of ECAIS credit
assessments under Article 136(1) and (3) of the CRR

DE| ESAs” Joint Board of Appeal publishes Decision on FinancialCraft Analytics appeal against ESMA registration decision

0] EBA updates list of public sector entities for the calculation of capital requirements

EBA consults on draft Guidelines on fraud reporting requirements under Article 94(6) of PSD2

0P| EBA publishes Opinion on measures in accordance with Article 458 of the CRR addressed to the Finnish Financial
Supervisory Authority

DP EBA publishes a Discussion Paper on its approach to FinTech

0] EBA publishes updated list of public sector entities for the calculation of capital requirements

EBA updates data used for the identification of global systemically important institutions (G-Slls)

0P| EBA publishes Opinion in respanse to the European Commission’s call for advice on investment firms

EBA and ESMA publish final Guidelines on the assessment of the suitability of members of the management body and
key function holders under Directive 2013/36/EU and Directive 2014/65/EU

0] EBA and US agencies conclude Framework Cooperation Arrangement on Bank Resolution

EBA consults on draft ITS amending Commission Implementing Regulation (EU) No 650/2014 on the format, structure,
contents list and annual publication date of the supervisory information to be disclosed by competent authorities in
accordance with Article 143(3) of CRD IV

ITS EBA publishes revised List of ITS validation rules

DP EBA publishes Discussion Paper on the significant risk transfer in securitisation

ITS EBA publishes final draft ITS on procedures and templates for the identification and transmission of information by
resolution authorities to the EBA, on minimum requirements for own funds and eligible liabilities under Article 45(17) of
the BRRD

EBA publishes final Guidelines on internal governance under CRD IV

ESAs publish joint final Guidelines under Article 25 of Regulation (EU) 2015/847 on the measures payment service
providers should take to detect missing or incomplete information on the payer or the payee, and the procedures they
should putin place to manage a transfer of funds lacking the required information

REP EBA publishes CRD IV-CRR/Basel Ill monitoring exercise results based on data as of 31 December 2016

CP] EBA consults on draft Guidelines on the revised common procedures and methodologies for the SREP and supervisory
stress testing

0] EBA announces final timeline for the 2018 EU-wide stress test

CP) EBA consults on EBA consults on ITS on the provision of information for the purpose of resolution plans under Article
11(3) of the BRRD

EBA consults on draft RTS on cooperation between competent authorities in the home and host Member States in the

supervision of payment institutions operating on a cross-border basis under Article 29(6) of PSD2
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Decis EBA publishes Opinion on issues related to the departure of the United Kingdom from the European Union
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EBA publishes final Guidelines on procedures for complaints of alleged infringements of PSD2

Technical Standards EBA publishes work programme for 2018
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Opinion EBA publishes updated Risk Dashboard with data as of 02 2017

Other
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EBA publishes updated list of public sector entities for the calculation of capital requirements
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Regulatory Technical

Standards EBA acknowledges the Commission's adoption of amended supervisory reporting standards

EBA consults on draft RTS on the methods of prudential consolidation under Article 18 the CRR

EBA publishes Repart on the peer review of the Guidelines on the criteria to determine the conditions of application of
Article 131(3) of CRD IV in relation to the assessment of other systemically important institutions (0-SlIs)

EBA publishes Report on convergence of supervisory practices

EBA publishes Opinion on matters relating to other financial intermediaries and regulatory perimeter issues

EBA publishes Report on other financial intermediaries and regulatory perimeter issues

EBA publishes final Guidelines on connected clients under Article 4(1)(39) of the CRR

EBA publishes final Guidelines on supervision of significant branches

BEEEgag gas
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EBA publishes final Guidelines on probability of default [PD) estimation, loss given default (LGD) estimation and the
treatment of defaulted exposures

EBA publishes Report on internal ratings based (IRB) modelling practices

EBA publishes final methodology for the 2018 EU-wide stress test

EBA publishes Recommendation on the coverage of entities in a group recovery plan

EBA publishes Report on results from the 2017 low default portfolios (LDP) exercise

EBA publishes Report on results from the 2017 market risk benchmarking exercise

EBA publishes corrective update of DPM and XBRL taxonomy 2.7 for remittance of supervisory reporting

EBA publishes Report on risk assessment of the European banking system

EBA releases results of the 2017 EU-wide transparency exercise

EBA publishes updated list of CETT instruments

EBA publishes Opinion on the use of the 180 days past due criterion

EBA closes breach of Union Law investigation against De Nederlandsche Bank (DNB) and will monitor transitional
measures adopted to redress the case

o
o

EBA consults on draft [TS amending Commission Implementing Regulation (EU) 2016/2070 with regard to benchmarking
of internal models

o
o

EBA consults on draft RTS specifying the requirements for originators, sponsors and original lenders relating to
risk retention pursuant to Article 6(7) of Regulation EU 2017/2402 on simple, transparent and standardised (STS)
securitisation

EBA consults on draft RTS on the homogeneity of the underlying exposures in securitisation under Article 20(14) and
Article 24(21) of Regulation EU 2017/2402 on STS securitisation

EBA publishes final Recommendations on outsourcing to cloud service providers

8 &
—

EBA publishes Opinion on the draft national measures that the Republic of Cyprus intends to adopt in accordance with
Article 458 of the CRR

EBA publishes revised list of ITS validation rules

22
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0P EBA publishes Discussion Paper on the implementation in the European Union of the revised market risk and
counterparty credit risk frameworks

EBA publishes final draft RTS on central contact points under PSDZ

EBA publishes final draft RTS setting technical requirements on development, operation and maintenance of the
electronic central register and on access to the information contained therein, under Article 15(4) of PSD2

EBA publishes final draft ITS on the details and structure of the information entered by competent authorities in their
public registers and notified to the EBA under Article 15(5) of PSD2

EBA publishes final Guidelines on the security measures for operational and security risks of payment services under
PSD2

[REP| EBA publishes ad hoc cumulative impact assessment of the Basel reform package

0] EBA publishes non-performing Loan (NPL) transaction templates

0P| EBA publishes Opinion on the transition from PSD1 to PSDZ

EBA publishes updated ITS on benchmarking of internal approaches

REP EBA publishes Report on liquidity measures under Article 509(1) of the CRR

REP EBA publishes Repart on the application of simplified obligations and waivers in recovery and resolution planning

RTS EBA publishes final draft RTS on simplified obligations under Article 4(6) of the BRRD

0P| EBA publishes updated quantitative analysis on MREL based on data as of December 2016

[REP EBA publishes cumulative impact assessment of the Basel reform package based on data as of December 2015

ESAs publish final joint draft ITS amending Implementing Regulation (EU) 2016/1799 on the mapping of ECAIs credit
assessments under Article 136(1) and (3) of the CRR

ESAs publish final draft Joint RTS on the measures credit institutions and financial institutions shall take to mitigate the
risk of money laundering and terrorist financing where a third country’s law does not permit the application of group-wide
policies and procedures

ESAs publish joint final draft RTS on amending Delegated Regulation (EU) 2016/2251 supplementing Regulation (EU) No

648/2012 of the European Parliament and of the Council with regard to RTS on risk mitigation techniques for over-the-
counter (OTC) derivative contracts not cleared by a central counterparty (CCP) under Article 11(15) of Regulation (EU) No
648/2012 with regard to physically settled foreign exchange forwards

Figure 1:  Overview of regulatory products delivered against the EBA Work Programme
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Achievements in 2017

Playing a central role in the development and
maintenance of the Single Rulebook for banking

Contributing to the regulatory review of
the IRB Approach

In 2017, the EBA continued its work on the
enhancement of the comparability of capital
requirements, as part of the broad regulatory
review of the internal ratings based (IRB] ap-
proach that started in 2015. The use of inter-
nal rating systems is an important element to
improve risk sensitivity when measuring capi-
tal requirements, encouraging institutions to
improve their risk management practices. The
main objectives of the EBA in this area are to
ensure comparability of capital requirements,
to restore the overall trust in internal models
and to coordinate its regulatory review with
other stakeholders, such as the European
Central Bank (ECB) and the Basel Committee.
The EBA made progress on the roadmap for
the implementation of the regulatory review
of internal models as outlined in the Report
on the regulatory review of the IRB Approach
published in February 2016. In November
2017, the EBA published its final Guidelines on
probability of default (PD) estimation, loss giv-
en default (LGD) estimation and the treatment
of defaulted exposures. This publication was
accompanied by a comprehensive Report on

Table 2:

Regulatory product

Consultation Paper on the specification of the nature, severity and duration of an

economic downturn

IRB modelling practices, which presented the
results of the survey carried out across Euro-
pean banks and provided an impact assess-
ment of the Guidelines in terms of the scope of
necessary changes in the rating systems.

The Guidelines provide clarification on the
estimation of risk parameters under the IRB
Approach, with a focus on PD and LGD pa-
rameters, as well as on selected aspects of
the application of these risk parameters and
on the regular reviews of the estimates. The
clarifications focus on the main concepts
and definitions underlying the calibration of
risk parameters, as these are the basis for
the calculation of capital requirements and,
therefore, have to be identified in an objec-
tive manner. The Guidelines also clarify the
principles for model development, allowing
sufficient flexibility to ensure appropriate risk
differentiation and to preserve the risk sensi-
tivity of models.

In order to complete the regulatory review of
the aspects related to estimation of risk pa-
rameters, in the first half of 2017 the EBA also
consulted on the regulatory technical stand-
ards (RTS) on the nature, severity and duration
of economic downturn. The final publications
on economic downturn will include an update
to the Guidelines on PD estimation, LGD es-

Key EBA deliverables on the repair of internal models in 2017

Status

Consultation from 1 March to 29 May 2017

Guidelines on PD and LGD estimation

Final Guidelines published on 20 November 2017

Report on IRB modelling practices

24

Report published on 20 November 2017
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https://www.eba.europa.eu/documents/10180/1720738/EBA+Report+on+IRB+modelling+practices.pdf/0212ecde-426d-4e18-84f8-04b036dcce00

timation and the treatment of defaulted ex-
posures to clarify the aspects related to the
estimation of downturn LGD. It is due to be
published in 2018.

The proposed phase-in approach accounts
for the operational burden related to the wide
range of changes in the rating systems and
supervisory approval processes resulting from
the reviewed regulatory framework, which is
considered to provide harmonised supervi-
sory assessments of IRB models as well as
harmonised key definitions and core methods
underlying the IRB parameter estimations.
This should ultimately lead to a reduction in
unjustified variability of risk-weighted assets
(RWAs) among IRB institutions in Europe and
restore confidence in IRB parameter estima-
tion and risk-sensitive capital requirements
based on own estimations.

In line with the EBA's roadmap on the regu-
latory review of the IRB Approach (see Table
3), the fourth and last phase focuses on the
credit risk mitigation (CRM] framework. The
initially planned scope of the work on CRM
has been extended to include certain aspects
of the use of CRM techniques under all ap-
proaches. The work in this area started in
2016 and continued in 2017 with the aim of
publishing a report on the CRM framework in
the first half of 2018. This report will provide
an overview of the usage of the CRM frame-
work as well as clarifications of selected re-
quirements, which have been identified as
unclear. Moreover, it will point out areas that
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require more clarification through legislative
changes or that need to be improved.

The EBAhas also been active in providing input
at the Basel Committee on Banking Supervi-
sion (BCBS) table on the review of the credit
risk framework and the proposed constraints
on the use of internal model approaches. The
focus here was on reducing variability of RWAs
by limiting the scope of application of the IRB
Approach. The EBA continued to manage and
moderate its members’ discussion of core
policy issues of the revised Basel standard
and to achieve a coordinated and, therefore,
more powerful stance at international level.
The EBA's regulatory approach is comple-
mentary to the top-down approach followed
by Basel, which was finally finalised in 2017.
While a prolonged period of uncertainty about
the future of IRB models is still expected until
the revised Basel framework is implemented
in European legislation, the EBA delivered on
the majority of the regulatory products in-
cluded in its IRB review plan, which was de-
signed in such a manner that the shortcom-
ings identified in the current regulation could
be overhauled as far and as quickly as possible
within the given EBA mandates and the cur-
rent legislation. The deliverables of the first
two phases of the EBA's regulatory review of
the IRB Approach are expected to significantly
contribute to increased trust in internal mod-
els by reducing the unjustified variability of
their outcomes and ensuring comparability of
risk estimates while at the same time preserv-
ing the risk sensitivity of capital requirements.

Table 3:  Progress on the regulatory review of the IRB Approach

Prioritisation Regulatory products Current status

Phase 1: Assessment methodology RTS on IRB assessment methodology Finalised v/

Phase 2: Definition of default RTS on materiality threshold Finalised v*
Guidelines on default of an obligor

Phase 3: Risk parameters GL on PD estimation, LGD estimation Finalised v*

and the treatment of defaulted exposures

RTS on economic downturn
6L on LGD downturn estimation

Phase 4: Credit risk mitigation

New initiative:

RTS on conditional guarantees
RTS on liquid assets
RTS on master netting agreements

Finalisation stage, including
second consulatation

Postponed - broader
considerations on CRM
framework necessary

Report on CRM under SA and F-IRB Finalised v/

GL on CRM under A-IRB

Development stage
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Benchmarking of internal models

In 2017, the EBA conducted its regular an-
nual benchmarking exercises, aimed at iden-
tifying outliers in the calculations of RWAs via
internal models. This work is a fundamental
supervisory tool to monitor material differ-
ences in banks’ outcomes. The comparison of
risk parameters across European banks al-
lows supervisors to identify possible sources
of differences and, when they are not justified,
it triggers the necessary policy actions to im-
prove convergence and promote disclosure.

The EBA published four different reports on
the consistency of RWAs in 2017. For the first
time, the exercises included all EU institutions
authorised to use internal approaches for the
calculation of capital requirements. In March
2017, the EBA published two reports on resi-
dential mortgage, small and medium-sized
enterprises (SMEs] and other corporate port-
folios (collectively referred to as high default
portfolios - HDPJ, and market risk. In Novem-
ber 2017, the EBA published two additional

reports focusing on credit risk for large corpo-
rate, institutions and sovereign portfolios (col-
lectively referred to as low default portfolios
- LDP), and market risk.

The specifications of the annual benchmark-
ing exercises are included in the implement-
ing technical standards (ITS], which specify
the benchmarking portfolios and reporting
instructions to be applied. In December 2017,
the EBA published its annual update to the ITS,
defining the benchmarking portfolios for the
2018 benchmarking exercise. These updates
did not introduce any changes to the policy or
legal content of the technical standards, but
eliminated inconsistencies and promoted the
harmonisation of data submissions.

The overall results of the review on RWAs is
a key input for the work that the EBA is con-
ducting on the validation of internal models,
which also contributes to the harmonisation
of banks’ practices and enhances the overall
consistency and comparability.

The EBA's work on improving the consitency of RWAs

The results of the four reports, pub-
lished in 2017, explored the primary
drivers for inconsistencies in risk-
weighted assets (RWAs) in banks’
internal models. The results con-
firmed some of the previous findings,
described the overall variability and
examined the key drivers that explain
the observed dispersion.

For credit risk, the studies rely on two
indicators: the risk weight and the
global charge (GC), i.e. considering
expected and unexpected losses. The
high default portfolios (HDP) report,
published in March 2017, showed
that three drivers — confirming the
results of previous exercises — ex-
plain more than 80% of the deviation
in the GC levels across institutions.
These factors are (i) the proportion of
defaulted exposures in the portfolio,
(i) the country of the counterparty
and (iii) the portfolio mix. The remain-
ing variability could be described by

differences in riskiness, I.e. idiosyn-
cratic portfolio features, modelling
assumptions and risk management
practices applied by banks, as well as
supervisory practices. Furthermore, a
backtesting approach showed that, in
general, the estimated values for PDs
and LGDs are above the observed
values for defaults and loss rates.
Nevertheless, some banks systemati-
cally show observed values higher
than estimates and require closer
analysis. The low default portfolios
(LDP) report, published in November
2017, also confirms the outcome of
previous exercises, with 61% of the
difference in variability explained by
the same three drivers. Aspects of
methodology and assumptions in
internal models are pointed out as
possible reasons for these effects.

The market risk report relies on
the interquartile dispersion statistic
(1QD) and coefficient of variation (CV)



to measure the observed variability.

In the initial market valuation (IMV]
outcome, interest rate portfolios show
a lower variability than other asset
classes due to more homogeneity
across banks for modelling interest
rate risk. The latter shows a more
consistent result across banks for

the IMV analysis, induced by more
commonalities in the banks™ market
standards assumptions and practices.
As expected, the overall variability for
value at risk (VaR) is lower than that
observed for stressed VaR (sVaR],
and, more sophisticated measures

Reforming risk-based metrics

In 2017, the EBA published two key discussion
papers in the area of market risk, which are
intended to lay the groundwork for a series of
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such as incremental risk charge (IRC)
and all price risk (APR] show a much
higher level of divergence. The key
evidence is that modelling choices
play an important role in explaining
this variability, especially for the most
complex risk measures.

The assessments by competent au-
thorities (CAs), based on supervisory
benchmarks, showed some areas that
require follow-up actions, in particular
for those institutions whose internal
models were flagged as outliers in
these exercises.

ONGOING WORK

The EBA will be, in the EU, at the forefront of the imple-

mentation of the revised frameworks. Once the leg-
islative proposal is adopted, the EBA, also taking into
account the outcome of discussions taking place in the
Basel Committee, will publish a report presenting a

expected regulatory products related to the
revisions of the counterparty credit risk and
market risk frameworks.

On 22 June 2017, the EBA published a Dis-
cussion Paper on the treatment of structural
foreign exchange (FX), seeking stakeholders’
feedback on current practices and interpreta-
tions of the structural FX provision. The appli-
cation of that provision can have a significant
effect on capital requirements and is currently
subject to various interpretations that have led
to differences in its application, both across
EU Member States and across banks. The pa-
per outlines issues related to the structural FX
provision and assesses the potential inconsist-
encies in the articulation of FX requirements,
both in the current Capital Requirements Reg-
ulation (CRR) as well as in the CRR 2 proposal
for institutions applying the standardised and
internal model approaches.

On 18 December 2017, the EBA published a
Discussion Paper on the implementation in
the EU of the revised market risk and coun-
terparty credit risk frameworks. This paper is
the first response of the EBA to the publica-
tion of the fundamental review of the trading
book (FRTB] in January 2016 and the CRR 2

summary of the feedback received, as well as an updated
roadmap, so that there will be clarity for all the parties
involved on how to ensure a successful implementation

of the FRTB in the EU.

legislative proposal in November 2016. It will
hopefully initiate a collaborative effort among
regulators, supervisors and banks in identify-
ing the main operational challenges and pave
the way for a smooth implementation of the
FRTB in the EU.

The paper covers eight implementation is-
sues, two on the new standardised approach
for counterparty credit risk (SA-CCR) and six
on the FRTB, and calls on stakeholders to ex-
press their views on additional implementa-
tion issues they may have identified which are
not included in the scope of the paper. More
specifically, the paper provides clarification -
and a request for feedback - on the definition
of actual, hypothetical and risk-theoretical

Ll
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profits and losses [P&Ls) used in the context
of backtesting and P&L attribution, providing
criteria for the exclusion or inclusion of cer-
tain types of valuation adjustments. It calls
for views on the issues faced by institutions
when identifying and valuing banking book
positions subject to FX or commodity risk,
as well as on concrete practical issues re-
sulting from the inclusion of those positions
within notional trading desks. The paper also
questions, in the particular context of the EU,
which specific criteria are relevant for curren-
cies and currency pairs to be considered ‘most
liquid” and for equities to be considered small
or large capitalisations. Last but not least,
in the absence of further specifications from
Basel on how the stress scenario risk charge
should be computed for non-modellable risk
factors (NMRFs), the discussion paper out-
lines/proposes a standardised methodology
for the computation of the stress scenario
risk charge, as well as a fall-back approach,
which are intended to create, through more
comparable capital figures, the conditions for
an enhanced level playing field across banks
in the EU.

In addition, the discussion paper also puts for-
ward a roadmap of the future EBA work in this
area, which includes a tentative prioritisation of
expected regulatory products that is deemed
essential for the implementation of the new
frameworks. These products include deliv-
erables related to SA-CCR and key regulatory
products on the new FRTB Internal Model Ap-
proaches, which are essential for banks to start
implementing their internal models.

Contributing to the establishment of the
Capital Markets Union

The EBA has been at the forefront with many
Capital Markets Union [CMUJ initiatives and
has established itself, over the years, as the
leading regulatory body on securitisation and
covered bonds in the EU.

The new EU securitisation legislation, which
was based on the recommendations of the EBA
report on securitisation from July 2015, came
into force in January 2018 and is applicable as
of 1 January 2019. The EBA received in total
28 regulatory mandates, including technical
standards, guidelines, recommendations and
reports, to be delivered in the next few years,
which will ensure a leading role for the Author-
ity in this area.

Furthermore, in response to the mandate in
the CRR, on significant risk transfer for se-
curitisation, the EBA published a discussion
paper in September 2017 with proposals to
strengthen the regulation and supervision
framework of significant risk transfer and
to improve regulatory certainty and the level
playing field for institutions that transfer risk
through securitisation.

Following the publication of the EBA's report on
covered bonds and recommendations to create
an EU directive on covered bonds in Decem-
ber 2016, the Commission announced, in June
2017, its intention to have a legislative proposal
for an EU framework on covered bonds by
March 2018 based on the EBA's work.

In October 2017, the EBA received a call for
advice on the European Secured Notes (ESNs]
to assess if a new asset class of bonds backed
by SME loans or specific infrastructure/project
finance loans could be created to further en-
hance the financing to the real economy.

ONGOING WORK

The EBA is expected to deliver its
advice on the European Secured
Notes by the summer of 2018.
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Contributing to the design of a new
prudential regime for investment firms

In December 2017, the Commission submitted
two legislative proposals to amend the current
EU prudential rules for Markets in Financial
Instruments Directive (MiFID) investment
firms as part of the CMU reforms. The pro-
posals are largely based on the comprehen-
sive advice provided by the EBA in September
2017. In its Opinion and the accompanying
Report, the EBA recommended the design
and calibration of a new prudential framework
for investment firms, which aims to introduce
simpler, more proportionate and risk-sen-
sitive prudential rules for investment firms.
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STS SECURITISATION:
2017 ATURNING POINT

The global financial crisis stigmatised the securitisation technique,
showing that unregulated and opaque financial engineering could re-
sult in very damaging originate-to-distribute practices, spreading risk
widely across financial markets. Back in 2014, the European co-legis-
lators asked the EBA to identify high-quality securitisations and advise
on the appropriate capital charges for those instruments. The mandate
landed in the Capital Markets Union team, where | have worked since
| joined the regulation department. To that end, | have worked on sev-
eral EBA consultations of stakeholders and reports that allowed us to
identify the features of simplicity, transparency and standardisation that
securitisation instruments (STS securitisation] should have in order to
perform better and serve the genuine purpose of supporting banks to
raise funding and manage risks.

Eurosystem’s data allowed us to calibrate risk weights based on the
historical performance of the identified higher quality instruments.
While developing this work, | represented the EBA in the task force of
the Basel Committee on Banking Supervision, set up to address similar
issues at the global level, where it was my job to explain the rationale
and merits of the approaches we were taking in Europe.

2017 was a turning point, as the European co-legislators finalised and
approved a legislative package on STS securitisation based on our work,
and the BCBS is close to finalising its package of standards, broadly
aligned with the new European regime. In 2018, the team will start
working on guidelines and technical standards aimed at facilitating the
implementation of the STS securitisation criteria as well as the use of
internal models for the calculation of securitisation capital charges. |
genuinely hope that, when the new regime becomes applicable in 2019,
all the regulatory conditions we have worked for will be there for the
securitisation market to work smoothly and safely. , ,

Furthermore, the EBA recommended specific
corporate governance rules and provided sup-
port on the application of remuneration poli-
cies for those firms.

The Opinion was a result of an extensive analy-
sis on the impact of the proposed framework
on various business models and a wide con-
sultation with stakeholders. In particular, the
Opinion was supported by two data collec-
tions, a public hearing and several technical
roundtables to gather stakeholders’ feedback.

The Opinion sets out a series of recommenda-

tions related to all aspects of the prudential
requirements, including capital and liquidity
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requirements, consolidated supervision, con-
centration risk, reporting, additional firm-spe-
cific requirements, corporate governance and
remuneration. Moreover, specific recommen-
dations are included on the suitability of the
proposed framework for commodity deriva-
tives firms and the need for further analysis on
the role of macroprudential tools for the risks
stemming from investment firms" activities.

The EBA Opinion included three innovative
recommendations that were all included in the
European Commission legislative proposals.
Firstly, it recommended the introduction of a
new prudential categorisation for investment
firms that distinguishes between three class-
es: [i] Class 1 firms, which should be subject
to the full CRR/CRD; (i) Class 2 firms, which
should be subject to prudential requirements
that are simpler and tailored to the business
and risks of investment firms; and [iii) Class 3
firms, which should be subject to a very simple
prudential regime.

Secondly, the proposed framework recom-
mended the calculation of capital require-
ments based on easily observable factors
(K-factors] that capture the risks posed by
an investment firm to customers, markets or
the firm itself. The proposed formula is able
to capture all the risks arising from the provi-
sion of MiFID services and activities that in-
vestment firms undertake, and it can cater for
various business models.

The EBA recommended that MiFID investment
firms trading in their own name or underwrit-
ing on a firm committed basis should be sub-
ject to the same risk-based metrics proposed
in the upcoming CRR 2, but including substan-
tial simplifications in terms of reporting, credit
valuation adjustments [CVAs) and liquidity re-
quirements.

Furthermore, in the EBA Opinion on Brexit
(see Section 'EBA Brexit preparation’] the EBA
recommended that the largest systemically
important investment firms established within
the Banking Union should be supervised by
the SSM to ensure equivalent prudential su-
pervision to credit institutions.

Assessing the impact of IFRS 9 on banks
across the EU

In July 2017, the EBA published its second
impact assessment of International Financial
Reporting Standards (IFRS) 9, which gathered
results from approximately 50 banks in the
European Economic Area (EEA]) and included
qualitative and quantitative observations. This
report follows the first impact assessment,
released in November 2016, and is part of
the EBA's wider work on IFRS 9. The report
provided information on how banks were pro-
gressing in the implementation of IFRS 9 and
the estimated impact that it may have on capi-
tal. According to this report, provisions were
estimated to increase by an average of 13%
compared with the current level of provisions
under International Accounting Standard
(IAS) 39, and common equity tier 1 (CET1) ra-
tios were expected to decrease on average by
up to 45 basis points.

ONGOING WORK

The EBA will continue working over
the next few years to assess the
impact of IFRS 9 implementation on
banks, in particular of the meas-
urement of expected credit losses
and how it affects the comparability
among banks. This will also encom-
pass the monitoring of the applica-
tion and the processing of questions
arising with respect to Regulation
(EU) 2017/2395 regarding transition-
al arrangements for mitigating the
impact of IFRS 9 on own funds.



Figure 2: The EBA's work on investment firms

EUROPEAN COMMISSION’S CALLS
FOR ADVICE (CfAs)

FIRST CfA

on the suitability of certain aspects of the prudential
regime for investment firms

SECOND CfA
13 June 2016

To provide detailed technical advice on the first two
recommendations.

On the First Recommendation, the Commission asked the
EBA to develop, for each of the three proposed classes

of firms, the exact criteria, indicators and thresholds for
determining which firm falls in each class.

On the Second Recommendation, the Commission asked the
EBA to design a new prudential regime for investment firms,
which is specifically tailored to the needs of investment
firms’ different business models and inherent risks.
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EBA'S RECOMMENDATIONS

FIRST EBA OPINION

Broad conclusion:
the current regime is not fit for purpose for most of the investment firms.

Three general recommendations aiming to provide a more proportionate and less complex
prudential regime for investment firms, based on appropriate risk sensitivity parameters:

First recommendation:
The EBA suggested that there should be three classes for investment firms:

» Class 1: systemic, bank-like firms which should remain within the scope of the
current CRR.

» Class 2: a middle category for the majority of firms. These will not be systemic but
do pose risks and should be subject to a less complex prudential regime
calibrated to address specific risks.

» Class 3: small firms which are not interconnected, which should be subject to a very
simple regime to cater for wind-down, if appropriate.

Second recommendation:
The EBA suggested that a specific prudential regime should be designed for those
investment firms for which the CRD and CRR are not applicable.

Third recommendation:
The EBA points out that the exemptions provided in Articles 493 and 498 of the CRR need
to be extended until 2020 to avoid any unintended burdens on certain firms that fall
under the Markets in Financial Instruments Directive (MiFID).

SECOND EBA OPINION

The EBA recommended that only those investment firms that are currently identified
as Global Systemically Important Institutions (6Slls) and Other Systemically Important
Institutions (0SIls) remain subject to the full CRD/CRR regime.

Class 1 firms should be made up of systemic, interconnected and bank-like investment
firms to which the full CRD/CRR requirements should be applied, in particular because
these firms are exposed to credit risk, counterparty credit risk and market risk for positions
taken on own account be it for the purpose of external clients or not.

The following criteria should be considered relevant to identify Class 1 firms:

a systemic importance;
b) interconnectedness with the financial system;
o complexity;

d) bank-like activities.

The EBA launched a consultation on 4 November 2017 to develop a single, harmonised set
of requirements that are reasonably simple, proportionate, and more relevant to the nature
of investment firms.

On 15 July 2076, 20 December 2016 and 6 July 2017 the EBA launched three data
collections to support the European Commission in the calibration of the new prudential
regime for investment firms, including one dedicated to commodity derivatives dealers.
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ONGOING WORK

The EBA will follow up the devel-
opments on the negotiations of the
CRR text before finalising the draft
RTS on prudential consolidation.

Enhancing the framework for prudential
consolidation

In November 2017, the EBA launched a 3-month
public consultation on its draft RTS specifying
the different methods of prudential consolida-
tion. In addition, the draft RTS sought feedback
on the definitions of ‘financial institution” and
‘ancillary services undertaking” and the treat-
ment of securitisation special purpose entities
for accounting and prudential purposes.

Assessing and monitoring the
regulatory perimeter and enhancing
consistency in the authorisation process

In 2017, the EBA published a Report including
the EBA's findings in relation to a study of the
prudential treatment of ‘other financial inter-
mediaries’ (OFIs) under national law and mat-
ters relating to the scope of application of the
CRD IV/CRR. This work informed an EBA Opin-
ion, addressed to the European Parliament,
the Council and the Commission, setting out
the EBA's views on the scope of application of
the CRD IV/CRR, including the interpretation

of the terms ‘financial institution” and ‘ancil-
lary services undertaking’, noting that both
terms are prone to inconsistent interpretation
across the EU and could benefit from clarifica-
tion. The Report and Opinion are relevant to
the ongoing negotiations of the CRD V/CRR 2
proposals and the EBA's draft RTS on meth-
ods of consolidation. The EBA did not recom-
mend any legislative changes regarding the
individual prudential treatment of OFIs but will
continue to monitor the activities and regula-
tory treatment of these entities, including in
conjunction with the European Systemic Risk
Board (ESRB) as part of the regular shadow
banking monitoring work.

In 2017, the EBA also published its final RTS
and ITS on the information to be presented in
applications for authorisation as credit institu-
tions. These technical standards provide useful
clarity for potential applicants by prescribing a
common set of information to be presented in
applications and represent an important step
towards promoting a more consistent, effective
and rigorous approach to the assessment of
applications for banking licences.

Finalising the resolution Single
Rulebook

The Bank Recovery and Resolution Direc-
tive (BRRDJ, which was adopted in 2014, put
in place a framework for dealing with failing
banks in the EU. The EBA was given various
mandates to issue technical standards and
guidelines to specify in more detail how reso-
lution should work. The EBA has been work-
ing on this mandate since 2014, working to
improve the Single Rulebook for resolution.
While this work is nearly complete, and at-
tention is turning to implementation of these
rules, there were still a number of legislative
products that had to be delivered in 2017.

In May 2017, the EBA submitted to the Euro-
pean Commission the RTS on valuation before
resolution and the RTS on valuation after res-
olution that complete the resolution frame-
work. The RTS on valuation before resolution
lay down the criteria for the methodology to be
applied by the valuer to assess (i) if the condi-
tions for resolution are met, (i) the economic
value of assets, liabilities and equity for pur-
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poses of informing the resolution decision and
(iii) the selection of the resolution tool. The in-
teraction with the state aid framework is also
reflected in the RTS, in particular as regards
the transfer of impaired assets to the asset
management vehicle.

The RTS on valuation after resolution lay
down the criteria to be applied by the valuer
when conducting the valuation after the ex-
ecution of the resolution scheme in order to
assess any difference between the treatment
of shareholders and creditors in resolution
and the treatment they would have received
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VALUATION IN RESOLUTION

Valuation is crucial for resolution. Not only does any resolution decision
need to be informed by a previously conducted valuation, but also the
execution of the resolution action has to be followed by a subsequent
valuation. The aim of a subsequent valuation is to assess if the treat-
ment received by shareholders and creditors in resolution leaves them
worse off than they would have been had the bank been subject to nor-
mal insolvency proceedings, and if the right of property has ultimately
been breached. Valuation interacts with other resolution pillars such
as countering moral hazard, which, in valuation terms, requires that
losses are fully recognised, are borne by shareholders first, values are
not artificially inflated and no reliance is placed on state aid.

Developing the EBA draft RTS on valuation for purposes of resolution
and after resolution, which we submitted to the European Commission
in May 2017, has been a delicate exercise in balancing those principles.
At the same time, we had to be careful not to impinge on the inde-
pendence of valuers. My expertise on the new resolution regime, which
| have been working on for several years, has been useful to bridge
the gap between resolution and valuation and to translate resolution
requirements into valuation concepts. The RTS are the first act of har-
monisation of the criteria for conducting a valuation across the EU and
represent a major step forward for resolution implementation. We are
aware that valuation in practice presents many challenges requiring
preparedness enhancement as regards data collection and availability
within the banks” management information systems. We are committed
to continuing work on valuation for purposes of resolution to facilitate

the meeting of such challenges.

had the bank been subject to normal insol-
vency proceeding. This is a vital safeguard for
the property rights of creditors affected by a
resolution action.

Bail-in guidelines

In 2017, the EBA issued three sets of guide-
lines on bail-in. The bail-in guidelines focus
on conversion rates, shareholder treatment
and the interrelation between the BRRD and
the CRD/CRR. They complement the RTS on
valuation to clarify how valuation information
should help determine the terms of bail-in.
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Promoting convergence of supervisory practices and
ensuring their consistent implementation across the EU

Ensuring the efficient functioning of
colleges of supervisors

Supervisory colleges are the fora for planning
and coordinating supervisory activities, shar-
ing important information about cross-border
institutions, conducting the supervisory risk
and liquidity risk assessment and reaching
joint decisions on institution-specific require-
ments. Based on its founding Regulation, the
EBA has a leading role in ensuring the con-
sistent and coherent functioning of superviso-
ry colleges across the EU and promoting the
convergence of supervisory practices, includ-
ing the sharing of good practices. To deliver on
this mandate, the EBA monitors supervisory
colleges on an ongoing basis.

The EBA establishes an action plan for super-
visory colleges on a yearly basis. It provides
competent authorities with a set of objectives
and deliverables in line with the Level 1 and
Level 2 provisions. It also sets out the EBA's
approach to college monitoring, including the
activities to be undertaken by the EBA staff
in supporting and monitoring colleges in line
with the statutory mandate.

Among the core element of the Colleges Ac-
tion Plan are the key topics for supervisory
attention for the upcoming year, which are
identified based on inputs from the EBA's work
on risks and vulnerabilities in the EU banking

Figure 3:
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sector as well as from regulatory develop-
ments with cross-border implications. Col-
leges in general reflected these topics in their
interactions in 2017.

In addition to the ongoing monitoring of col-
leges, the structured assessment of closely
monitored colleges was completed again in
2017. The objective of the assessment is to
provide detailed feedback to consolidating and
host supervisors about the performance of the
college they participate in, by acknowledging
achievements and identifying areas for further
improvement. It also informs BoS members
about the performance of individual colleges
under their supervisory responsibility. The key
conclusions from this exercise as well as from
the EBA's assessment of the colleges’ activi-
ties against the EBA 2017 Colleges Action Plan
and the relevant Level 1 and Level 2 regulation
are summarised in the Report on the function-
ing of supervisory colleges in 2017.

Overall, significant improvements have been
achieved over the last few years in college in-
teractions, responsiveness and the quality,
coverage and reasoning of the joint decision
documents. Further efforts are, however, ex-
pected from both home and host supervisors to
enhance the joint decision process and ensure
the completeness of the Supervisory Review
and Evaluation Process (SREP) assessments.

Key topics for supervisory attention for 2017

BUSINESS MODEL
SUSTAINABILITY

EBA BENCHMARKS
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Figure 4:  Summary of developments 2014-2017
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The vast majority of closely monitored colleg-
es maintained frequent interactions over the
course of 2017, which typically included quar-
terly engagement in a multilateral setting.
Most colleges maintained active cooperation
with the EBA staff too and were responsive to
comments and recommendations.

All closely monitored colleges dedicated suf-
ficient time to exchanging supervisory views
on the group risk assessments. While the risk
assessments differed in terms of granular-
ity across colleges, all were a good summary
of the supervisory evaluation. Nevertheless,
there were no improvements concerning the
timely distribution of mandatory annexes in
some of the closely monitored colleges, as
required by Regulation 710/2014, covering the
risk-by-risk breakdown of capital as well as
liquidity measures.

Considerable improvements were identified
in the quality of both the capital and liquidity
joint decisions, which were well reasoned and
included clear references to the conclusions
of the SREP. While in most cases the draft joint
decision documents were distributed well be-
fore the college discussions, and, unlike last
year, they included preliminary quantitative
and qualitative requirements, some colleges
still did not share the documents on time.

Joint Risk
Assessment:
Liquidity
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Joint Decision
Liquidity:
Documents

Joint Decision
Capital:
Documents

Joint Decision
Liquidity:
Process

Joint Decision
Capital: Process

Responsiveness
of the college

In around half of the colleges, members were
unable to reach joint decisions on the assess-
ment of group recovery plans, mainly because
of requests for individual recovery plans in ad-
dition to the group recovery plans, resulting in
either partial joint decisions or unilateral deci-
sions. In this context, not all the available tools
for reaching joint decisions have been used by
the relevant authorities, in particular the op-
tion to resolve disagreements by mediation.

The EBA observed improvements in the col-
leges followed on a thematic and selected
basis as well, where generally good supervi-
sory cooperation among college members has
been observed or reported.

Figure 5: Recovery plan assessment and joint decision document
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Enhancing supervisory methodologies
and policies related to SREP

In April 2017, the EBA issued its Pillar 2
Roadmap with the objective of outlining
its plans to update the common European
framework for the SREP in 2017-2018. While
the comprehensive common EU SREP frame-
work has been well established since 2014, a
number of updates were deemed necessary
to further reinforce the framework. This is
mainly in the light of the recent developments
in the EU and international fora, as well as
based on the EBA’s findings from the ongoing
monitoring and assessment of convergence
of supervisory practices.

The Roadmap explains the multi-stage ap-
proach the EBA has chosen to update the EU
SREP framework in 2017-2018 and beyond,
and recaps the ongoing policy initiatives on
Pillar 2 topics that will need to be reflected in
the revised EBA guidelines. In particular, the
Roadmap explains the approach that the EBA
is planning to take in relation to:

a] the update of the EBA SREP Guidelines;

b) the update of the EBA Guidelines on tech-
nical aspects of the management of in-
terest rate risk arising from non-trading
activities in the context of the supervisory
review process (Interest Rate Risk in the
Banking Book or IRRBB Guidelines); and

c) the finalisation of the draft Guidelines on
stress testing and supervisory stress test-
ing (Stress Testing Guidelines) after the
public consultation.

ONGOING WORK

The revisions of the SREP Guidelines reflect
the policy initiatives related to Pillar 2/SREP
as well as the EBA's experience of the imple-
mentation of the SREP Guidelines, which in-
clude, among other aspects, the following:

= the introduction of Pillar 2 capital guidance
(P2G]), a supervisory tool aiming to address
supervisory concerns revealed by supervi-
sory stress testing;

= the integration of supervisory stress testing
requirements and supervisory assessment
of banks’ stress testing;

= clarification of certain aspects of the scoring;

= further details on the articulation of total
SREP capital requirement (TSCR) and over-
all capital requirement (OCR).

The Guidelines on institutions” stress testing,
which will replace the Committee of European
Banking Supervisors (CEBS) Guidelines pub-
lished in 2010, aim to strengthen the conver-
gence of practices followed by institutions for
stress testing across the EU. These guidelines
incorporate recent developments and lessons
learned during previous stress test exercises,
considering best practices and additional indi-
vidual risk areas. They also incorporate a well-
defined taxonomy of stress testing. The draft
guidelines focus on setting requirements for
institutions, highlighting the importance of data
infrastructure, the link between solvency stress
tests and liquidity stress tests, proportionality
issues, the use of a reverse stress testing pro-
cess and the inclusion of additional individual
risk areas such as FX lending risk, conduct-
related risk and associated litigation costs.

Following the 2017 revision, the EBA will continue to keep the SREP Guidelines
in line with developments and will monitor their practical implementation.
Some additional revisions may be needed, depending on the outcomes of the
revisions of the Pillar 2 framework in the CRD.



Interest rate risk in the banking book (IRRBB)
is an important financial risk for credit institu-
tions, which has traditionally been considered
under the SREP. The draft Guidelines on the
management and measurement of IRRBB,
revising the Guidelines that were published in
2015, form the first step of the implementa-
tion at European level of the updated IRRBB
Standards published by the BCBS in 2016.

In the revised draft Guidelines, the EBA commu-
nicates supervisory expectations regarding the
management of IRRBB by institutions. The EBA
notably clarifies the IRRBB internal governance
requirements, and updates the requirements for
the supervisory outlier test, including the pa-
rameters and assumptions used for such tests
to increase the comparability of results among
institutions. In line with the BCBS Standards and
in view of the current market environment, re-
quirements have been included for institutions
to consider negative interest rate scenarios in
low interest rate environments.

2017 ANNUAL REPORT

ICT RISK SUPERVISION AND
CLOUD COMPUTING

In view of the growing importance and increasing complexity of infor-
mation and communication technology (ICT) risk within the banking in-
dustry, the EBA has devoted significant attention to this topic. The EBA
aims to provide tools for Information technology (IT) supervisors and
generalist supervisors and to form a link between the in-depth ICT risk
assessment and the overall assessment of banks. This requires us to
ensure that the language and terminology we use is both technically
correct and accessible for non-IT specialists.

The work on ICT risk in the banking industry is particularly interesting
because of the constant evolution of the technologies and their applica-
tions for the financial sector. We strive to find the right balance between
allowing banks to leverage the benefits of using the technology and at
the same time ensuring that any related risks are adequately identified
and managed. We also have to deal with a number of stakeholders that
can have different, and at times, competing objectives. This was, for ex-
ample, the case in the development of the guidance for the use of cloud
services by financial institutions.

In 2018, we will also develop ICT risk assessment guidelines for institu-
tions, and guidance on cyber security addressed to competent authori-
ties. These will form the next milestones in this fascinating work.

These final Guidelines aim to facilitate cooper-
ation and coordination between the competent
authorities involved in the prudential supervi-
sion of significant branches of EU institutions
established in another Member State. In par-
ticular, these Guidelines will ensure coopera-
tion and coordination in supervising the largest
and most systemically important branches, the
so-called ‘'significant-plus’ branches, which are
identified through a common assessment by
home and host competent authorities consid-
ering the relevance of the branch for the group
or for the financial stability of the host Mem-
ber State. Furthermore, the final Guidelines
outline a coordinated approach to their su-
pervision by proposing a set of principles with
which competent authorities should comply
when performing risk assessments. These in-
clude exchange of supervisory intelligence and
information, planning of supervisory activities,
on-site checks and inspections, applic