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Banking Union (CRR-CRD IV, BRRD, Supervision, etc.) Back t
ack to summary

January 29", 2021 — The EBA launches its EU-wide stress test

On January 29, 2021, the European Banking Authority (EBA) launched its EU-wide stress exercise based on its
macroeconomic scenarios.

Originally scheduled for 2020, the test was postponed due to the COVID-19 pandemic to release the burden
on financial institutions.

The scenario used to test the solvency of EU banks was based on a narrative of a situation in which a
pandemic such as the COVID-19 would occur with a low interest rate.

As a reminder, this stress test aims at assessing if EU banks’ capital buffers are sufficient to face economics
shocks and keep supporting the economy. This test is also an opportunity to foster market discipline through
the publication of consistent and granular data at a bank-by-bank level.

The stress will be based on a sample of 50 banks from the European Union. 38 banks are under the jurisdiction
of the Single Supervisory Mechanism (SSM).

Next steps

The results of the test will be published in July 2021.

January 29, 2021 - EBA clarifies its COVID-19 guidelines

On January 29%, 2021, the European banking authority (EBA) published some new clarifications on the
application of its guidelines on loan moratoria and on COVID-19 reporting and disclosure.

This report provides some explications on:

* The guidelines on payment moratoria which were reactivated in December 2" to June 2021 due to
the second wave of COVID-19

o Clarifications on the functioning of the 9 months cap limiting the period of times for which
payments on a certain loan can be suspended, postponed or reduced as a result of the application
or reapplication of a general payment moratoria;

o Clarifications for assessing forbearance classification and how to determine whether there is a
diminished financial obligation in relation to moratoria applied to loans exceeding the 9 months
cap.

=  The guidelines on COVID-19 reporting and disclosure

o  Clarifications regarding the treatments of loans and advances subject to expired moratoria:
when a moratoria expires, the loans and advances subject to this expired measure should be
reported, regardless of whether they are subject to another measure.



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/962557/Report%20on%20the%20implementation%20of%20selected%20COVID-19%20policies.pdf
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January 20*",2021: 2021 FSB work programme

On January 20, 2021, the Financial Stability Board (FSB) published is 2021 work programme.
For this new year, the FSB intends to reinforce its monitoring of regulatory and economic developments in
order to be able to identify, assess and address existing and merging risks to financial stability.
The FSB will focus on:
= International cooperation and coordination related to COVID-19 with a close monitoring of the global
financial system;
=  Non-bank financial intermediation with a special focus on money market funds, open-ended funds,
margin calls, bond market liquidity and cross-border USD funding;
= CCP resilience, recovery and resolvability with the aim of strengthening the resilience and
resolvability;
=  Cross-border payments;
=  Climate change and sustainable finance;
= |nterest rate benchmarks and the transition from LIBOR;
= Cyber and operational resilience.

January 14, 2021 — NPL Directive : ECON committee adopts its position

On January 14™, 2021, the Economic and monetary affairs (ECON) committee discussed on the European
Commission directive proposal on credit services, credit purchasers and the recovery of collateral. Published in

2018, the text could not be adopted with the regulation on non-performing loans due to disagreement on the
secondary market for NPL among the members of the European Parliament. With the European election in
spring 2019 and the COVID-19 crisis in 2020, the work on this first directive has restarted only recently.

The text adopted by the members of the committee will set a European framework to foster the development
of professional secondary markets for credit agreements originally issued by banks that became non-
performing. Credit purchasers would be able to buy non-performing exposures within the European Union
according to a set of rules to protect debtors whom the loan is purchased.

Credit services and credit purchasers will have to seek authorization to enter the secondary market. They will
be supervised by national competent authorities. Credit purchasers will be register on a national register
accessible on supervisory authorities’ websites.

The text adopted also ensured a uniform level of protection for borrowers unable to reimburse their
loans (information before collection, data protection and protection from harassment). The framework
should also allow the debtor to repay the loan before it is repurchased with measures such as the
partial refinancing of a credit agreement, modification of terms of the agreement, extension of the
loan term or currency conversion in order to avoid long-term indebtedness. MEP also made sure that
debtors should not be left in a more difficult situation after the transfer of their credit agreement to a
new creditor. Moreover, fees and penalties charged by the credit purchaser cannot exceed the cost
related to the management of the debt.

The Council of the European Union adopted its position on this first part of the directive in march 2019.

Next steps



https://www.fsb.org/wp-content/uploads/P200121.pdf
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32019R0630&from=EN
https://www.europarl.europa.eu/doceo/document/A-9-2021-0003_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-7344-2019-ADD-1/en/pdf
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The ECON committee has adopted the mandate to negotiate with the Council and the table of negotiations
‘positions has been published on February 10",

December 16", 2020 — NPL: the European Commission publishes a communication on tackling non-
performing loans after the COVID-19 crisis

On December 16, 2020, the European Commission published a communication on tackling non-performing
loans in the European Union in the context of the COVID-19 crisis.

After a gradual improvement in recent years, non-performing loans (NPL) ratios in the European Union have
seen some reversal due to the impact of the COVID-19 pandemic. The latest figures show that the gross non-
performing ratio of all EU banks has seen a first increase from 2.6% in the fourth quarter 2019 to 2.9% in the
first quarter 2020.

With this communication, the European Commission proposes a series of initiatives with four objectives:

1. Further developing secondary markets for distressed assets

The objective is to allow banks to move non-performing loans off their balance sheets, while ensuring debtors
protection.

To this end, the European Commission proposes:
= To complete the adoption of its directive proposal on credit servicers and credit purchasers.

= Todevelop guidance, by the third quarter of 2021, for sellers of NPLs. In cooperation with the EBA and
stakeholders, this guidance will include recommendations on what constitutes a best execution sales
process for the transactions on the secondary markets.

= To develop with the EBA in early 2021, an approach for the regulatory treatment of purchased
defaulted assets and the risk weights that banks need to apply to calculate capital requirements under
the standardized approach for credit risk.

=  To improve the quality and comparability of data on NPLs to further develop secondary markets for
NPLs. The templates provided by the EBA in 2017 are not widely used by market participants due to
their voluntary nature and complexity. The European Commission therefore aim at mandating, in early
2021, the EBA to review these templates after consulting market participants in 2021.

=  To establish a central data hub at the EU level to increase market transparency at granular level. This
data hub would operate comprehensive electronic database, assess the information and provide access
to market participants, notably credit sellers, credit purchasers, credit servicers, NPL sellers and private
NPL platforms. The Commission will launched a public consultation during the first half of 2021 to
explore the alternatives for establishing a data hub at European level. One of the options could be to
extend the remit of the existing European DataWarehouse.

=  The Commission will consult stakeholders within the first half of 2021 on the potential review of Pillar
3 disclosure requirements under CRR to improve access to information.

As a reminder, the European Commission had proposed amendments to the Securitisation STS and CRR

regulation in July 2020 introducing treatment for securitisation of non-performing loans and extending the
framework for simple, transparent and standardised (STS) securitisation to synthetic on-balance sheet



https://data.consilium.europa.eu/doc/document/ST-6047-2021-INIT/en/pdf
https://ec.europa.eu/transparency/regdoc/rep/1/2020/EN/COM-2020-822-F1-EN-MAIN-PART-1.PDF
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
https://ec.europa.eu/finance/docs/law/200724-securitisation-review-proposal_en.pdf
https://ec.europa.eu/finance/docs/law/200724-crr-review-proposal_en.pdf
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securitisations. These amendments have been approved by the co-legislators in early December 2020 and will
come into force shortly.

2. Reform the EU’s corporate insolvency and debt recovery legislation

The objective of the European Commission is to bring the different insolvency frameworks in the European
Union together while maintaining high standards of consumer protection. Harmonisation of insolvency
procedures within the European Union would increase legal certainty and speed up the recovery of the value of
claims.

To this end, the Commission asks the co-legislators to reach an agreement on the 2018 legislative proposal on
the Accelerated extrajudicial collateral enforcement (AECE) mechanism.

3. Support the establishment and cooperation of national asset management companies (AMC)

These AMC could relieved distressed banks by recovering non-performing loans from their balance sheets.
European banks could then focus on lending to viable European business and households rather than managing
non-performing exposures.

The European Commission is ready to encourage and to support Member States in the creation of these
structures and will study how a European cooperation network could be set up. This AMC network will also be
able to use the central data hub to coordinate and share information on investors, debtors and service providers.

4. Precautionary measures

With the EU banking sector in a better position than in 2008, the European Commission reminds that national
authorities have the possibility to implement precautionary support measures to ensure the financing of the
real economy under the EU’s bank recovery and resolution directive (BRRD) and State aids frameworks.

Follow up of these initiatives

On the basis of the “Best practices” adopted by the European Commission in July 2020, the European
Commission intends to organize a new round table to take stock of the support measures implemented during
the first wave of the pandemic.

In order to ensure that the strategy presented in this communication is implemented effectively, the European
Commission will set up an NPL advisory panel consisting of relevant industry stakeholders and consumer
organisations. This panel will support the Commission in implementing the proposed actions and will advise the
Commission as regards future proposals.

December 2020 - EBA updates its studies on Basel Il impacts on EU banks



http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0059&from=FR
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200714-best-practices-mitigate-impact-pandemic_en.pdf
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In December 2020, the European Banking Authority (EBA) published two reports regarding the impacts of Basel
Il standards in the European Union.

These reports are based on 2019 December data and exclude some business models such as leasing and
factoring. The two reports are based on different sets of samples (composition and size) and on two key
methodological differences. .

= Report on Basel Il Monitoring exercise
The report is based on December 2019 data and does not take into account the first wave of the COVID-19. The
report assess the impact of Basel Il on:

Credit risk;

Operational risk;

Leverage ratio;

Output floor;

Market risk (the Fundamental review of the trading book );
Credit valuation adjustment;

O O O O O O

The report, which does not include EU specific adjustments, concludes that the implementation of Basel IlI
standards will led to a 15.4% increase on minimum Tier 1 capital requirement at the full implementation in 2028.

Change in total T1 Minimum Required Capital, as percentage of the overall current Tier 1 MRC, due to the full implementation of Basel Il (2028)

(weighted averages, in %)

Bank group Other Total
Op Output
Credit risk MR CVA Pillar risk- LR Total
Risk floor
1 based

SA RB Securitisation

All banks 2.2 2.4 0.4 0.6 3.0 3.8 -0.3 6.2 18.3 -2.8 15.4
Group 1 1.9 2.2 0.4 0.7 3.2 4.1 -0.4 7.0 19.1 -2.9 16.2
Of which: G-SllIs 2.1 3.5 0.6 0.5 31 6.2 -0.2 6.8 22,6 0.4 23.0
Group 2 4.4 3.3 0.0 0.4 1.5 2.3 0.0 1.9 13.8 -2.7 11.1

The report also assesses the impact of Basel Il on the net stable funding ratio (NSFR) framework. In its reports
based on December 2019 data, the EBA estimates that € 24.3 billion of additional funding will be needed.

= Revised impact study on Basel lll reforms
The new impact study follows the request from the European Commission of a new call for advice to update the
first impact study published in August 2019. The new report is based on data from December 2019 with a
reduced sample of 99 banks from 17 EU countries. These two impact studies are therefore not comparable.

The EBA confirms its 2019 impact study and recommends the full implementation of the Basel Ill standards at
the EU level.

Contrary to the 2019 impact study, the new impact study presents two scenarios:

= The Basel lll scenario used in the first study: the EBA estimates that capital requirements for European
banks will increase by 18.5% (the 2019 Impact study’s estimation was 24.1%) which would represent a
capital requirement of € 52.2 billion (€109.5 billion in the 2019 Impact study).

=  The second scenario takes into account EU-specificities as requested by the European Commission in
its call for advice. This scenario focuses, among others, on the SMEs supporting factor in addition to



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/960797/Basel%20III%20monitoring%20report%20-%20Dec%202020.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/961423/Basel%20III%20reforms%20-%202019Q4%20update%20and%20Covid%20impact.pdf
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the preferential treatment in terms of risk weighting. According to this scenario, the capital
requirement would increase by 13.1%, which would necessitate a capital requirement of € 33 billion.

December 14™", 2020 - the European Commission adopts a delegated regulation on regulatory technical
standards for assigning risk weights to specialized lending exposures

On December 14%, 2020, the European Commission adopted a delegated regulation completing the capital
requirements regulation (CRR) with regulatory technical standards for assigning risk weights to specialised
lending exposures.

This draft of regulatory technical standards specify how financial institutions should take into account the
factors of financial strength, political and legal environment, transaction or asset characteristics, strength of the
sponsor and developer, and security package when assigning risk weights to specialised lending exposures in
respect of which an institution is not able to estimate the probability of default as provided in CRR.

The delegated act specifies that institutions must classify each specialized lending exposure into one of the four
categories: project finance, real estate, object finance and commaodities finance.

For specialised lending exposures that are not in default, the delegated regulation provides that institutions
should apply the assessment criteria associated with the relevant class. For specialised lending exposures
identified as in default, institutions should assign the exposure to category 5.

The delegated act adds that institutions will have to specify for each type of exposure how the different factors
are combined in the final assignment of the specialised lending exposure to one of the categories.

The Commission also specifies that the final assignment to a category must be based on the weighted average
of the cardinal numbers of the categories to which the exposure has been assigned, for each factor. The weight
that institutions assign to each factor should not be lower than 5% and not be higher than 60%.

Next steps

The delegated act has been submitted to the European Parliament and the Council of the European Union for
scrutiny for a period of 3 months during which they may object to the delegated act.

The delegated regulation will enter into force on the twentieth day following that of its publication in the
Official Journal of the European Union.

December 9%, 2020 - Inter-institutional agreement on the STS Securitisation

On December 11%, 2020, the Council of the European Union and the European Parliament reached an
agreement on the European Commission ‘s proposal amending the STS securitisation regulation and the Capital

requirements regulation (CRR).

As a reminder, the legislative proposals are intended to facilitate the use of securitisation in the context of the
COVID-19 crisis.

The agreement maintains a proposal to introduce a specific treatment for securitisation of non-performing
loans, which would allow banks to lend more and lighten their balance sheet. It also maintains the extension of
the framework for simple, transparent and standardized securitisation (STS) to synthetic on balance sheet
securitisations.

Next steps



https://ec.europa.eu/transparency/regdoc/rep/3/2020/EN/C-2020-8242-F1-EN-MAIN-PART-1.PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32017R2402&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://data.consilium.europa.eu/doc/document/ST-14145-2020-ADD-4/en/pdf
https://data.consilium.europa.eu/doc/document/ST-14145-2020-ADD-3/en/pdf
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The texts will be officially approved by the co-legislators and published in the Official Journal of the European
Union.

December 2™, 2020 - COVID-19 : EBA decides to reactivate its guidelines on loan moratoria

Due to the second COVID-19 wave, the European Banking Authority (EBA) has decided on December 2" to
reactivate its guidelines on legislative and non-legislative moratoria on loan repayment adopted in April 2020.
As a reminder, these guidelines ended in September 30%",2020.

As part of the reactivation of these guidelines, the EBA ha decided to add two new conditions to ensure that the
support provided by the moratoria is limited to bridging liquidity shortages due to the lockdowns and that there
are no operational restraints on the continued availability of credit. These new constraints provide additional
safeguards against the risk of an undue increase in unrecognized losses on banks’ balance sheet:

1. “Onlyloans that are suspended, postponed or reduced under general payment moratoria not more than
9 months in total, including previously granted payment holidays, can benefit from the application of
the Guidelines”.

2. “Credit institutions are requested to document to their supervisor their plans for assessing that the
exposures subject to general payment moratoria do not become unlikely to pay. This requirement will
allow supervisors to take any appropriate action”.

Next step

These updated guidelines will apply until March 31%, 2021.

November 30", 2020 — Basel Committee discusses COVID-19 and future work

On November 30™, 2020, the Basel Committee endorsed a coordinated approach to mitigate the risks of the
pandemic to the global banking system.

Contrary to the 2008 financial crisis and thanks to the reforms undertaken since then, the global banking system
have entered the COVID-19 crisis with ample capital and liquidity.
The decision to postpone the application of Basel Ill standards at the start of the pandemic participated to
support banks’ resilience. In its statement, the Basel Committee reminds that the capital and liquidity buffers
help banks to absorb shocks and keep lending to creditworthy households and companies. The members of the
Committee repeated their support to a measured drawdown of these buffers during the crisis.
Once the crisis is behind us, banks will have to rebuild their buffers whilst taking account of economic, market
and bank-specific conditions.
In the context of the second wave, the group of Central Bank Governors and Head of supervisions (GHOS) asked
the Basel Committee to pursue a coordinated approach in responding to the crisis
The Basel Committee will be required to:
=  Keep monitoring and assessing the vulnerabilities and risks to the global banking system from COVID-
19 and sharing information on supervisory insights during the crisis.
=  Encourage the use of flexibility as provided in the Basel framework;
=  Monitor the implementation of temporary adjustments to mitigate current risks to the banking system,
to ensure they are consistent with the objectives of the Basel framework;
= |f necessary, adopt additional global measure in a coordinated manner.



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GL%20amending%20EBA-GL-2020-02%20on%20payment%20moratoria/960349/Final%20report%20on%20EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria%20-%20consolidated%20version.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GL%20amending%20EBA-GL-2020-02%20on%20payment%20moratoria/960349/Final%20report%20on%20EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria%20-%20consolidated%20version.pdf
https://www.bis.org/press/p201130.htm
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The member of the Basel Committee also decided from now on that any further potential adjustments to Basel
Il will be limited in nature and consistent with the Committee’s evaluation work.
The Basel Committee will focus on:

=  Monitoring the implementation, timeliness and consistency of the standards;

=  Completing an evidence-based evaluation of the effectiveness of the reforms.

The Basel Committee also decided to focus is policy and supervisory agenda on future risks to the global banking
system and its vulnerabilities.

November 25, 2020 - Risks and vulnerabilities for corporates and banks

On November 25", 2020, the European Central Bank (ECB) published its latest Financial Stability Review (FSR)
which is a semi-annual publication mapping the sources of risk and vulnerabilities for the euro area financial

system.

In its review the ECB notes that the measures set up by the European and national institutions have helped
European companies and households but the ECB warns of the risks that could arise from a premature end of
these measures but also from a prolonged support. A premature withdrawal of these measures could set back
the economic recovery according to the ECB which could lead to solvency issues.

The ECB also warns that bank profitability could remain weak.

A premature end of the measures could also impact European banks and lead to an additional wave of loss even
though European banks have stronger balance sheets than in 2008. Banks’ capital buffers will however remain
comfortable and should remain available to absorb losses and support lending.

The ECB calls on national and European authorities to monitor the effectiveness of policies to support buffer
use and avert deleveraging.

November 24", 2020 — The European Parliament approved the new member of the Executive board of the
ECB

On November 24, 2020, the European Parliament approved with a narrow majority the appointment of Mr.
Frank Elderson (Netherlands) as a member of the Executive Board of the European Central Bank (ECB). The
European Parliament has however pointed out that the appointment procedure should be reviewed to ensure,
for instance, that the nomination list be gender-balanced with at least 2 candidates.

The Eurogroup has also approved this nomination which now needs to be formalized by the European Council.
Frank Elderson will take over from Yves Mersch on December 14", 2020.

November 23", 2020 — Parliamentary question on non-performing loans and COVID-19 impact on the
economy
On November 23™, 2020, a parliamentary question was addressed to the European Commission on the incoming

increase of non-performing loans.
Raffaele Fitto and Carlo Fidanza (ECR, IT) point out that due to the COVID-19 pandemic, there is (and will be) a
sharp drop in supply and demand, which will lead to substantial repercussions on the gross domestic product
and an increase of unemployment.



https://www.ecb.europa.eu/pub/financial-stability/fsr/html/ecb.fsr202011~b7be9ae1f1.en.html#toc3
https://www.europarl.europa.eu/doceo/document/P-9-2020-006362_EN.html
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In that context, the Member of the European Parliament draw the attention of the European Commission that
the new definition of default (90 days) will enter into effect in January 2021 which will create problems for
households and companies who are not able to repay their loans due to the economic crisis.
The Member of the Parliament therefore ask to the European Commission:
1. Whether it will propose changes to the 90 days rules, even on a temporary basis, to allow for greater
credit flexibility?
2.  Whether it agrees that the 90 days rules should be temporarily relaxed for the COVID-19 emergency in
order to avoid the negative social impact of this rule?

Next steps
According to the Rules of procedure of the European Parliament, the European Commission shall answer
within six weeks of being forwarded to it.

November 20", 2020 — EBA examines the use of moratoria on loan repayment and public guarantees

On November 20, 2020, the European Banking Authority (EBA) published a note examining the use of
moratoria on loan repayment and on public guarantees in the European Union as part of the COVID-19 crisis.
The measures adopted by Member States and by private actors such as moratoria on loan repayment and public
guarantee schemes (PGSs) helped mitigating the impact of the lockdown, supporting new lending and provided
breathing space to borrowers.
In that context, the EBA provided a common prudential treatment for banks’ exposures under moratoria on
loan repayments with its guidelines on legislative and non-legislative moratoria adopted in April 2020.
This report examines the use of moratoria and public guarantees based on data up June 30", 2020:
Moratoria
= A nominal loan volume of € 871 billion was granted under the EBA-compliant moratoria on loan
repayments, which represents 6% of banks’ total loans;
= €860 billion of loan moratoria were granted to households and non-financial corporations: € 495 billion
of loan moratoria were granted to households and € 365 billion to non-financial corporations;
= 16% of SMEs were granted moratoria, the highest share of moratoria granted
= 12% of commercial real estate loans and 7% of residential mortgage were granted moratoria;
= Within the EU, the use of moratoria was dispersed, some banks reported having granted moratoria for
40% of their loans to households and non-financial corporations.
= Cypriot, Hungarian and Portuguese banks reported the highest share of loans subject to moratoria;
=  French, Spanish and Italian banks reported the highest volumes of loans subject to moratoria.

In June 2020, 50% of the moratoria were going to expire in September 2020 (the guidelines ended on
September 30™"), but the EBA reactivated its guidelines on December 2" and some Member States had
announced an extension to the end of the year.
These measures have helped and will help the real economy reduce the impacts but the EBA warns European
banks to remain vigilant and continuously assess the asset quality of these loans.
Public guarantee scheme (PGS)
= New loans guaranteed by PGSs amounted to € 181 billion which represents 1.2% of banks’ total loans,
predominantly to non-financial corporations (95%);
= Banks in Spain had the highest share of new loans subject to PGSs relative to total loans and banks in
France, Italy and Portugal also reported high volume of loans;
=  Loan maturity for these loan ranges from 6 months and 5 years

The EBA warns the European banks and Member States of the risks associated with the affected exposures
considering the second wave of COVID-19.



https://eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/Risk%20Assessment%20Reports/2020/Thematic%20notes/Thematic%20note%20on%20moratoria%20and%20public%20guarantees/936761/For%20publication%20-%20Thematic%20note%20on%20moratoria%20and%20public%20guarantees.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GL%20amending%20EBA-GL-2020-02%20on%20payment%20moratoria/960349/Final%20report%20on%20EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria%20-%20consolidated%20version.pdf
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November 13", 2020 — 2021 EU wide stress methodology
On November 13, 2020, the European Banking Authority (EBA) published the methodology and the timing for
the EU -wide stress test scheduled for 2021.
As a reminder, the EU-wide stress test was scheduled for 2020 but was postponed due to the pandemic. The
new test will be launched in January 2021 with the macroeconomics scenarios and the results will be released
by July 31%t, 2021.
This EU-wide stress will be a bottom-up exercise and will include a static balance sheet assumption. The
objective of this exercise is to assess the impact of adverse shocks on the solvency of banks: based on the
macroeconomic scenarios, banks will have to estimate the evolution of the credit market, counterparties,
operational risks and the main income sources.
The EBA also set the timeline for this stress test:

= January 2021: Launch of the exercise

= April 2021: First submission of results to the EBA

=  May 2021: Second submission to the EBA

= June 2021: Third submission to the EBA

=  Mid-July 2021: Final submission to the EBA

=  End-July 2021: Publication of the results

November 10", 2020 — STS Securitisations in the EU: European Parliament adopts report on Commission’ s
amendments

On November 10", 2020, the economic and monetary affairs committee (ECON) of the European Parliament
adopted its report on the European Commission’s proposals as part its package “Making capital markets work
for Europe’s recovery”. Amending the Securitisation STS regulation and CRR, the aim of these proposals was to

facilitate the use of securitisation, to free their balance sheets of non-performing loans and enabling them to
expand their lending
=  Amendments to the Capital Requirement regulation: the European Commission proposed to remove
existing regulatory obstacles to the securitisation of non-performing exposures which could help banks
to offload non-performing exposures that can be expected to grow because of the coronavirus crisis.
The report presented by Othmar Karas (EPP, AT) supports the European Commission’s proposal. The
Council of the EU reached a political agreement in October 2020.

=  Amendments to the Securitisation STS regulation: the Commission proposes to create a specific
framework for simple, transparent and standardized on-balance-sheet securitisation that would
benefit from a prudential treatment reflecting the actual riskiness of these instruments. The report
presented by Paul Tang (S&D, NL) adopted by the ECON committee supports the Commission’s
proposal. The Council of the EU adopted its political compromise in October 2020.

The European Central bank (ECB) also published its opinion on the European Commission’s proposals.
Regarding the amendments on the STS securitisation, the ECB notes that the European Commission’ proposal
introduces a specific framework for STS balance-sheet synthetic securitisation and a preferential risk weight
treatment for senior tranches of synthetic STS securitisation that are retained by the originator. The ECB notes
that this proposal is not in line with the Basel Committee on Banking Supervision (BCBS) standards who do not
foresee an STS framework for synthetic securitisations.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32017R2402&from=en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020PC0283&from=EN
https://www.europarl.europa.eu/doceo/document/A-9-2020-0213_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-11861-2020-ADD-4/en/pdf
https://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2020/0282/COM_COM(2020)0282_EN.pdf
https://www.europarl.europa.eu/doceo/document/A-9-2020-0215_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-11861-2020-ADD-3/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020AB0022&from=FR
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The ECB also recommends to the European Commission to closely monitor the STS synthetic securitisation
market. The institution warns that a “preferential risk weight treatment could be an incentive for credit
institutions to increase their reliance on synthetic securitisation for capital management. A future systemic shock
could potentially cause several synthetic securitisation structures to fail at the same time, putting pressure on
capital positions of credit institutions and reducing their ability to lend to the real economy”.

Regarding the securitisation of non-performing loans, the ECB has a more “negative opinion” and recommends
that the amendments should reflect the BCBS standards. The ECB points out that the “current rules for the
computation of risk weights for securitisation positions (...) can lead to excessively high-risk weights for positions
in NPE securitisation”. The ECB also draws the attention on the need to appropriately assess the risks weights:
“In order to facilitate the reduction of NPEs by credit institutions, one important element is to ensure that the
resulting securitisation positions are subject to appropriate risk weights. The draft BCBS standards strike a good
compromise between risk sensitivity and simplicity by defining a fixed 100 % risk weight for senior tranches of
qualifying NPE securitisations”.

On November 23, 2020, the European Banking Authority (EBA) also published its report on significant risk
transfer (SRT) in securitisation transactions.

Next steps
The European Parliament and the Council of the European Union reached an agreement on December 10,

2020. The agreement must be formally approved by the co-legislators before publication in the Official
Journal of the European Union.

November 2020 — Non-performing loans increase and the emergence of bad banks

Caught in the middle of a second wave, the European and national supervisory banking authorities are ringing
the non-performing loans bell.

During a public hearing in front of the ECON committee, Andrea Enria, chair of the European Central Bank’s
Supervisory board called on lenders to identify borrowers who have fallen behind on their payments and
reclassify loans on a case-by-case basis.

The President of ECB’s supervisory Board also warned that quick action on bad loans can prevent a build up
from clogging up balance sheets and hampering lending as it did in past crises. According to the ECB, non-
performing loans at euro area banks could reach € 1.4 trillion, above the level of the 2008 financial crisis.

Andrea Enria is not the only one asking lenders to act now. According to Elke K&nig, chair of the Single Resolution
Board, we will see the impacts on banks of NPLs in a few quarters once the level of governments support has
decreased. She also called on banks to identify and deal with NPLs as soon as possible.

The European Commission will release on December 15" a new Action Plan on Non-performing loans. The
package should include framework for restructuring, insolvency and debt recovery but also for developing
markets for lenders to sell off loans from their books. The package will also suggest ways to tackle anomalies in
the bank capital regime for distressed assets. The objective behind this new action plan is to avoid the mistakes
made during the last financial crisis when banks and authorities failed to act quickly which impaired banks’
ability to bolster lending.



https://www.bis.org/bcbs/publ/d504.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20calls%20on%20the%20EU%20Commission%20to%20harmonise%20practices%20and%20processes%20for%20significant%20risk%20transfer%20assessments%20in%20securitisation%20/936969/EBA%20Report%20on%20SRT.pdf
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The package could also include a network of governmental “bad banks” to hoover up failed loans.

Next steps
The European Commission’s action plan on non-performing loans will be published on December 15",

November 2020 — The European Commission published its survey on the access to finance of enterprises

On November 2020, the European Commission published its Survey on the access to finance of enterprises
(SAFE).

The main findings of the survey are the followings:

= |n 2020, the most relevant sources of external financing are:

o (1) credit line or overdraft,

o (2) bankloans and

o (3) leasing;

= |n2020:

o 31% of EU SMEs had applied for credit line, bank overdraft or credit card overdraft and 76%
of them were successful in the sense that these SMEs obtained at least 75% of the required
amount;

o 35% of EU SMEs applied for a bank loan and 77% of them were granted (at least 75% of the
amount);

o 31% of EU SMEs applied for trade credit and for 78% of these applications, at least 75% of the
amount required was obtained.

= Bank loans as a source of external financing have been decreasing since 2014 but increased slightly in
2020;

=  Grants and subsidized loans are considered significantly more relevant than in previous years and their
use has increased significantly in 2020 compared to 2019.

= Theinterest rates charged to EU SMEs have been decreasing since 2014;

= Others private loans, equity, trade credit, factoring, debt securities are mentioned as relevant by a
smaller percentage of SMEs when compared to other types of finances and their relevance has
gradually decreased;

Factoring (2014 — 2020)

The report notes that factoring is most prevalent in industry (used by 11% of the EU SMEs) compared to
trade (6%), construction (5%) and services (3,5%). with a slight decrease on 2019.

figure 29 Use of factoring during April to September for SMEs in the EU27, 2014-2020
A. SMEs by sector
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https://op.europa.eu/en/publication-detail/-/publication/27497f70-2ed2-11eb-b27b-01aa75ed71a1/language-en?WT.mc_id=Searchresult&WT.ria_c=41957&WT.ria_f=5702&WT.ria_ev=search
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The use of factoring has remained stable for enterprises of all sizes except for enterprises with 50 to 249
employees who recorded a slight decrease.

The reports shows that between April and September 2020, on average, only 5% of SMEs in the European
Union have used factoring (the highest rate is registered for SMEs in Finland and the slowest in Malta).

The proportion of SMEs using factoring between April and September 2020 raises with the size of the
enterprise.

Other interesting findings point out that high-growth enterprises, exporting SMEs and innovative SMEs
“more often used factoring than their non-innovative counterparts”.

B. by size-class
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Source: SAFE (Q4r); edited by Panteia.
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figure 30 Use of factoring during April to September 2020 for SMEs in the EU27, by country
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figure 31 Use of factoring during April to September 2020 for SMEs in the EU27, by enterprise
characteristic
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figure A2.10 Use of factoring in the past six months (April to September 2020) for SMEs in Albania, Bosnia
and Herzegovina, North Macedonia, Kosovo, Iceland, Montenegro, Serbia, Turkey and the
United Kingdom, by country.
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October 30", 2020 — The EP Report on the relaxation of capital and liquidity buffers in the context of the
COVID-19 crisis

On October 30™; 2020, the economic and monetary affairs committee (ECON) of the European Parliament
published a report “Has the relaxation of capital and liquidity buffers worked in practice?”. This report was
commissioned by the ECON committee earlier this year.

In this report, the authors were asked to assess the consequences on the capital, level of liquidities and
shareholders’ remuneration following the policy actions undertaken by the European Central Bank (ECB) and
national authorities regarding the economic impacts of the pandemic.



https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/651374/IPOL_IDA(2020)651374_EN.pdf
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As a reminder, the measures adopted by the ECB and national authorities aimed at releasing banks capital
buffers. They were also informed that they should make use of the capital requirements relaxation provisions
to extend their loan portfolios’ volume and satisfy the economy’s increased liquidity demand.

According to the ECB, during the second quarter 2020, the demand for short-term loan increased for non-
financial firms and small and medium-sized enterprises (SMEs) which requested these loans to fill the gap
between their revenues their everyday operations. Banks have therefore reduced the loan application rejection
rate and eased credit standards for short-term loans while tightening credit standards for long-term financing.
They also forecasted a substantial tightening of the credit standards after the government guarantee schemes

expire.
The report focuses on:

= The temporary release of capital requirements of common equity tier 1 capital ratio;
= The liquidity buffer release;
= The payout suspension.

The report notes that:

= (Capital release on the aggregate credit worth was between 2% and 2,6% during the first twelve
months after the policy decision;

=  The impact of capital availability is expected to expand further if the losses start to accumulate on the
banks’ balance sheets;

=  Thereis no credit crunch in the euro area on the aggregate level: the total loan volume grew during
the first half of the year;

=  During the second quarter, the credit supply was driven by the government loan guarantee schemes
and loan portfolios reallocation towards safer borrowers and the significant institutions’ risk-
weighted assets remain at the start of the year level (2019).

= The CET1 ratio of euro area significant institutions’ risk is also stable;

= The dividend payout ban is contributing to the decrease in the banking sector market valuation and
the regulatory uncertainty. As a consequence, the bank might be reluctant to lend and prefer to keep
their pre-crisis target ratios in order to signal to their shareholders that their dividend income is not
jeopardized, but deferred.

The report suggests to introduce a clear regulation that would explicitly state the course of the supervisory
actions concerning pay-out restrictions for situations such as the one triggered by the COVID-19 pandemic.

According to the report:
= Banks should be allowed to distribute the financial year earning as scheduled (dividends or share

buybacks).
=  The share buybacks should be limited to the sum of the distributable earnings.

October 30", 2020 - The EP published a report on the relaxation of bank capital and liquidity requirements
during the COVID-19 crisis
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On October 30, 2020, the European Parliament published a report on “The relaxation of bank capital and
liquidity requirements in the wake of the coronavirus crisis” commissioned by the Economic and monetary
affairs committee (ECON).

The report assesses the efficiency of the measures adopted in response to the COVID-19 pandemic by European
and national authorities to support banks’ ability to provide credit to the real economy.

This report concludes that:
=  “Macroprundential tools in the current banking regulation are clearly insufficient to deal with large

macroeconomic shocks;
= The new framework for provisioning based on expected credit losses adds an additional layer of

procyclicality to the one derived from the risk-sensitive bank capital requlation;

= Given the procyclicality of the regulation , an institutional design in which micro-prudential supervision
is close to the central bank is highly desirable, so that micro prudential tools can be quickly deployed for
macroprudential purposes”.

The report gives the following recommendations:

=  “The gap between revenues and credits should be abandoned as the common reference point for the
counter-cyclical capital buffer, because it tends to give wrong signals.

= Banking regulation should be rebalanced in order to increase macroprudential buffers. The upper bound
of the countercyclical capital buffer could be raised by 2.5% to 4% and, to partially compensate this
increase, the capital conservation buffer could be reduced from 2.5% to 2%.

= |t would be desirable to use a single statistical framework in the calculation of the through-the-cycle
(TTC) risk measures used to compute capital requirements and the point-in-time (PIT) measures used to
compute loan loss provisions.

= To mitigate the procyclical effects of the new accounting standards, it would be worth considering
expanding the current prudential filters that separate accounting from regulatory capital”.

October 29", 2020 - EBA publishes its first report on TLAC- MREL

On October 29, 2020, the European Banking Authority (EBA) published the first monitoring report on minimum

requirement for own funds and eligible liabilities (MREL) and total loss absorbing capacity (TLAC) instruments.

The objective of this report is to inform stakeholders about the implementation review performed by the EBA
on TLAC and MREL instruments.

This report is based on the assessment of five main areas which are relevant to determine the quality of the
TLAC/MREL instruments:

= Availability

=  Subordination

=  Capacity for loss absorption

=  Maturity

=  others aspects including governing law, tax and regulatory calls, tax gross-up clauses



https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/651373/IPOL_IDA(2020)651373_EN.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/934726/TLAC%20MREL%20Monitoring%20Report%20EBA-REP-2020-27.pdf
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To perform this assessment, the EBA has analysed 27 transactions from 14 jurisdictions which amounted to a
total of € 22.75 billion The scope of the monitoring has been limited to two of issuance:

= Senior non-preferred (SNP) issuances (€ 21 billion)

= Senior holding company issuances (€ 1.75 billion)

The monitoring of new issuances will continue, with the objective of covering as many jurisdictions as possible.
The report also adds that the EBA will provide more guidance on the interaction between the clauses used for
environmental, social and governance (ESG) capital issuance and the eligibility criteria for eligible liabilities
instruments.

October 27", 2020 — Andrea Enria suggests the creation of a bad bank to fight the consequences of non-
performing loans

After the publication of an article in the Financial Times on October 26%, 2020, Andrea Enria, Chair of the
Supervisory Board of the European Central Bank (ECB) detailed in front of the Economic and monetary
committee (ECON) of the European Parliament, the advantages of setting up an regional “bad bank” which
would take the form of an asset management company (AMC). He argued that this AMC would not produce
losses of taxpayers and can enable the banking sector to clean up balances sheets much more quickly.

This “bad bank” or a “European network of AMC” would be open to banks whose model is deemed viable and
other financial institutions that would be subject to strict conditionality rules with regard to restructuring.
Following the first wave of COVID-19, the ECB estimated that in a severe but plausible scenario that non-
performing loans at euro area bank could reach € 1.4 trillion, which is above the level reached during the 2008
financial crisis.

The entity would be backed by a European body for its financing on the markets. A common valuation
methodology will be defined for the transfer of non-performing loans from the bank to the entity.

European banks would benefit from leaner balance sheets, would lend more to the economy and economic
players could invest more instead of trying to reconsolidate their financial position.

According to Elke Kénig, chairwoman of the Single Resolution Board, bad banks could be part of the toolbox for
dealing with non-performing loan but “there are not the magic wand that makes losses disappear”. She also
called European banks to act as quickly as possible to identify NPLs and start provisioning.

Mr Enria also reassured that the creation of bad banks does not mean a mutualisation of possible losses between
Member States. He also stressed that this solution is not about helping banks that took excessive risks. The
objective is to enable European banks to support viable households and SMEs.

October 27, 2020 — The ECB publishes the results of its lending for the third quarter 2020

On October 27, 2020, the European Central Bank published the results of its Euro area bank lending survey
based on the third quarter 2020.



https://www.ft.com/content/cc3a9a51-4d9a-4c73-9ff0-9f623ecf4065
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr201027~da272988b3.en.html
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=  European banks have tightened credit standards for loans to companies and households

In the third quarter 2020, credit standards have tightened for loans to companies (19%), consumer credit (9%)
and house credits for households (20%).

Banks explained this tightening with the following factors:
= the general economic outlook;
= increased credit risk of borrowers;
= alower risk tolerance.
For the last quarter of 2020, credit standards should continue to tighten for companies and households loans.
=  Terms and conditions have tightened during the third quarter 2020
For new loans to companies and households, terms and conditions have tightened as well.

=  Demands for loans or drawing of credit lines

Demands for loans or credit lines from firms have declined during the third quarter 2020. This is explained with
the lower emergency liquidity needs related to the coronavirus.

However, banks are reporting an increase in demand for housing loans in the third quarter 2020 and a slight
increase of consumer loans.

For the last quarter, European banks expect an increase of the net demand for loans from companies, demand
for housing loans should decrease while demands for consumer credit should increase.

=  ECB’s measures support European banks lending
Thanks to the ECB’s monetary policy measures, banks’ access to retail and wholesale funding have improved.
The ECB notes that these measures and the negative deposit facility rate had an easing impact on bank lending

conditions and a positive impact on lending volumes. The TLTRO Il measures have supported bank lending.

The ECB also points out that the ECB’s asset purchase and the negative deposit facility rate had a negative
impact on their profitability through a negative impact on their net interest income.

October 21%, 2020 — the ESRB publishes its report on EU non-bank financial intermediation

On October 21, 2020, the European Systemic Risk Board (ESRB) published its European Non-bank financial
intermediation risk monitor 2020.

This 5™ NBFI monitor is based on the 2019 data but also includes market developments at the onset of the
coronavirus in early 2020. This report contains the structural risks, vulnerabilities and the cyclical risks related
to non-bank financial intermediation; stemming among others from interconnectedness, liquidity and leverage.
The scope of this monitoring which is measured by assets under management, includes all investment funds



https://www.esrb.europa.eu/pub/pdf/reports/nbfi_monitor/esrb.202010_eunon-bankfinancialintermediationriskmonitor2020~89c25e1973.en.pdf?588be9e8391cfb17584d2a283dfe0abe
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and other financial institutions (OFIs) and excludes the assets of banks, insurance corporation, pensions funds
and central counterparties who hold a banking license.

The scope of the monitoring represents € 45.5 trillion at the end of 2019 with a 6.7% increased from 2018.

The ESRB identify 4 key cyclical risks which require a close monitoring:

= Contraction of economic activity in the EU and globally and uncertainty on the global outlook;
= Indebtedness rose, credit risk increased and rating downgrades rose as well;

= Increased share of negative yielding assets and interest rates;

= Subdued liquidity and increased volatility in some markets;

The ESRB has also identified several structural risks and vulnerabilities:

= Risk-taking, liquidity risk, pricing uncertainty and risks associated with the leverage among some types
of investment funds and other non-bank financial institutions;

= Domestic and cross-border interconnectedness and the risk of contagion across sectors and within the
non-bank financial system;

= Activities-related risks (procyclicality, leverage and liquidity risk) created through the use of derivatives
and securities financing transactions;

= Data gaps including the need to develop new and improved risk metrics as new datasets become
available.

October 9, 2020 — AnaCredit and climate impact: Parliamentary question

On October 9%, 2020, the European Parliament published a parliamentary question lodged by Ernest Urtasun
(Green/ALE, ES) to the European Central Bank on the use of AnaCredit for climate neutral lending.

In his question, the Spanish deputy reminds that the ECB provided € 1.308 billions to European banks so they
could keep and extend credit to firms and households. He points out that the targeted longer-term refinancing
operations (TLTRO) funding depends on banks’ loans to companies and households but it does not take into
account the climate impact of bank loans.

He asks the ECB whether :

1. The ECB Governing Council can oblige banks to disclose the climate impact of their loans in AnaCredit?
The ECB will make its TLTRO dependent on the climate impact of bank loans?

3. The EB will expand the eligible assets for TLTRO to include loans for the purchase of climate-neutral
housing?

On November 18, 2020, the ECB published a letter answering to the parliamentary questions:

Obligation for banks to disclose the climate impact of their loans in Anacredit:

“To answer your specific question, any substantial amendment of the AnaCredit Regulation, including the
possible inclusion of a requirement for banks to disclose the environmental characteristics of their loans, would

require a careful impact assessment, including a merits and costs procedure. 4 The new requirements would
need to be translated into a draft update of the AnaCredit Regulation5 (or its future successor, the Integrated



https://www.europarl.europa.eu/doceo/document/ECON-QZ-658818_EN.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.mepletter201119_Urtasun~e834423206.en.pdf?645931b1f6812a31a2543aa8eb54b97b
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Reporting Framework (IReF) Regulation6 ), which would then be subject to a public consultation prior to its
adoption by the ECB’s Governing Council. Moreover, any collection of additional data would require discussion
on whether this is necessary and appropriate to deliver the additional information required for monetary policy
and financial stability tasks. To date, the Governing Council has not yet discussed any amendment to the
AnaCredit Regulation”.

“More fundamentally, a key precondition for the collection of such data through AnaCredit is that banks are able
to collect the respective information from their customers. Banks would need to have access to detailed
information on the environmental characteristics of their counterparts’ underlying investments that are being
financed by their lending operations. In order to ensure information of sufficient detail and quality, a
standardised framework is needed to allow banks to determine the environmental impact of their credit
exposures on the basis of commonly agreed criteria. Establishing a reliable information basis would require close
cooperation among the European Union co-legislators, the European Commission, and the ECB, as well as
coordination with current and upcoming policy initiatives on sustainable finance and non-financial disclosures”.

Conditionality of TLRO to the climate impact of bank loans

The ECB answers that “ it will consider whether and how its monetary policy could take climate change
considerations into account in line with its competences and mandate in the context of the strategy review”.

Expansion of eligible assets to TLRO to include loans for the purchase of climate-neutral housing

“As in the first two series of TLTROs, eligible loans under the third series of TLTROs continue to be defined as
loans to euro area non-financial corporations and households (including non-profit institutions serving
households) excluding loans to households for house purchase. Loans for house purchase were considered to be
adequately served by the banking sector, and their exclusion was designed to avoid contributing to potential
financial imbalances in housing markets. In line with their treatment in the statistical framework, which is the
basis for TLTRO reporting, loans to households for house purchase include loans for refurbishment purposes in
all euro area countries”.

October 2", 2020 — The EBA publishes its guidelines on systemic risk buffers

On October 2™, 2020, the European Banking Authority (EBA) published its guidelines on the appropriate subsets
of sectoral exposures to which a competent or designated authority may apply a systemic risk buffer. These
guidelines complete the Capital Requirements Directive.

According to CRD V, EBA is required to issue guidelines on the appropriate subsets of the four sectoral exposures
of the systemic risk buffer (SyRB). With these guidelines, the EBA sets a common framework harmonising the
design of the appropriate subsets of sectoral exposures to the application of an SyRB. The guidelines should
support national authorities in defining the specific subsets of sectoral exposures to which the SyRB can be
applied.

These guidelines provide for

=  Acommon framework of dimensions and sub-dimensions from which the relevant authority can define
a subset of exposure:



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20the%20appropriate%20subsets%20of%20exposures%20in%20the%20application%20of%20the%20systemic%20risk%20buffer/932759/Final%20Report%20on%20EBA%20draft%20GL%20on%20the%20appropriate%20subsets%20of%20exposures%20in%20the%20application%20of%20SyRB.pdf
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For that purpose, three dimensions are used: type of debtor or counterparty sector, type of exposure
and type of collateral. National authorities can also supplement these three dimensions with three sub-
dimensions: economic activity, risk profile and geographical area.

= Definitions of elements used in each dimensions and sub-dimension and examples of application

= Set of criteria to be used by national authorities when they have to define a subset of sectoral
exposures as the systemic relevance of the risks stemming from the subset of sectoral exposures.

=  Coordination and cooperation between the competent authority and the designated authority in order
to avoid the risk of overlaps, double counting of risk and inefficient risk targeting

Next steps

After translation into the official EU languages and publication, national authorities will have two months to
report whether or not they intend to comply with these guidelines.

The guidelines will apply from December 29", 2020.

September 28", 2020 — IMCO committee publishes its opinion on the INI report on a New strategy for
European SMEs

On September 28™, 2020, the Committee on the Internal Market and Consumer Protection (IMCO) published
its opinion on the report on the “A new strategy for European SMEs” (INI report) prepared by the Committee
on Industry, Research and Energy (ITRE).

The ITRE Committee published its draft report in June 2020 in which the rapporteur: “Urges Member States to
implement the Directive on combating late payment in commercial transactions; recalls that liquidity must be
swiftly provided to SMEs, while measures for SME re-capitalisation should also be reinforced”.

In its opinion, the rapporteur Liesje Schreinemacher (RE, NL) supports this call for implementing the Directive
on late payment: “Underlines the fact that late payments account for a quarter of all SME bankruptcies in the
EU; urges the Commission to swiftly equip the Late Payment Directive with strong monitoring and enforcement
tools and to take appropriate binding measures to reinforce the current framework, so as to ensure and promote
prompt payments as a norm, in particular for government-to-business transactions, across the single market;
calls on authorities at European, national, regional and local level to set the right example by paying SMEs on
time; encourages in this context an active use of infringement procedures in cases where the directive is not
properly implemented”.

Next steps
The final report should be presented in plenary on January 18", 2021.

September 30", 2020 — EBA publishes its 2021 work programme
On September 30, 2020, the European Banking Authority (EBA) published its 2021 work programme.
The 2021 EBA’s priorities are the following:

=  Supporting the deployment of the risk reduction package and the implementation of resolution tools
The EBA will pursue its work on:

o its roadmap for the new market and counterparty credit risk approaches;



https://www.europarl.europa.eu/doceo/document/IMCO-AD-653798_EN.pdf
https://www.europarl.europa.eu/doceo/document/ITRE-PR-653858_EN.pdf
https://www.europarl.europa.eu/doceo/document/IMCO-AD-653798_EN.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Work%20Programme/2021/932669/EBA%202021%20Annual%20Work%20Programme.pdf
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o its roadmap on the risk reduction package which focuses on the areas of governance and
remuneration, large exposure, resolution, reporting and disclosure;

o technical standards, guidelines and report to support the timely implementation of the new
prudential regime for investments firms;

o theincrease of the loss absorbency capacity of the EU banking system: the EBA will deliver to
the European Commission a series of RTS to ensure an appropriate setting and reporting of
minimum requirements for own funds and eligible liabilities (MRELs).

=  Reviewing and upgrading the EU-wide EBA stress testing framework;
o The 2020 stress test will be conducted in 2021;
o For the 2023 stress test, the EBA intends to review the test methodology

= Becoming an integrated EU data hub by leveraging on the enhanced technical capability for
performing flexible and comprehensive analyses;

=  Contributing to the sound development of financial innovation and operational resilience in the
financial sector;
The EBA will:
o Continue to ensure technological neutrality in regulation and supervisory approaches;
o Work on platformisation, regulatory and supervisory technologies as well as operational
resilience, crypto-assets, artificial intelligence and big data.

= Building the infrastructure in the EU to lead, coordinate and monitor AML/CFT supervision
With its new power in anti-money laundering and counter financing terrorism, the EBA will continue
to lead policy development and promote effective and consistent policy implementation by NCAs. In
2021, the EBA intends to gather qualitative and quantitative information to build database to foster
exchange of information between the national competent authorities.

=  Providing the policies for factoring in and managing ESG risks:
In 2021, the EBA intends to:

o Publish a report on the incorporation of ESG into the risk management of institutions and
supervision: the report will set out policy direction, indications and methods of ESG related
governance, risk management and supervision.

o Prepare ITS on ESG disclosure in Pillar 3;

Support and monitor market efforts to improve approaches to scenarios analysis and stress
testing.

September 25", 2020 — The EBA launches its transparency test
On September 25, 2020, the European Banking Authority (EBA) launched its 7" EU-wide transparency exercise.

This test aims at providing market participants with updated information on the financial conditions of EU banks
in June 2020. This test should allow the EBA to assess the preliminary impact of the ongoing crisis.

The results of this test are expected in June 2020.

September 25, 2020 — Valdis Dombrovskis calls EU legislators to complete the NPL package

On September 25, 2020, the roundtable on tackling non performant loans gathered to discuss non-performing
loans in the current crisis context.



https://eba.europa.eu/eba-launches-eu-wide-transparency-exercise
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In its introductory speech, Valdis Dombrovskis stated that, even though we can only see the crisis’s effects on
asset quality partially with the initial data from the first quarter, the Commissioner who was then still in charge
of financial services stated that we can already see signs of a “worsening situation regarding NPLs".

The ECB data indicated that the NPL ratio for EU banks increased from 2.6% in the last quarter of 2019 to 2.9%
in the first quarter of 2020. The Commissioner declared that the crisis could create a sizeable amount of new
NPLs in the European Union even though the banking is considered as resilient overall.

The ECB’s bank lending survey already shows a net tightening impact of NPL ratios on banks’ credit standards
and on terms and conditions for loan across all categories in the first half of 2020. Moreover, Valdis Dombrovskis
stated that over the next six months, banks expect an increased net tightening impact for loans to business,
housing loans and consumers’ credit.

The former Commissioner for financial services warned of the consequences of an incomplete legislative
framework to control non-performing loans. He presented its strategy which focuses on two points:
= The development of secondary markets through the completion of the NLP legislative package: The
Commissioner urges the European Parliament to reach an agreement on the two directives proposals
on credit services and credit purchases and on the Accelerated extrajudicial collateral enforcement
mechanism.
= The reform of the insolvency and debt recovery frameworks.

September 22", 2020 - the ESAs Joint Committee publishes its report on COVID-19 economic impacts

On September 22™, 2020, the Joint Committee of the European Supervisory Authorities (ESAs) published a
report on the “ Risks and vulnerabilities in the EU financial system” in the context of the COVID-19 pandemic.
The report focuses on the economic impacts of the pandemic on financial services and presents a series of policy
actions to be applied by national competent authorities ( NCA), financial institutions and market participants.
The European Commission has forecasted a 8.3% contraction of the GDP with a 5.8% rebound for the last
quarter of 2021.

The report notes that valuation, liquidity, credit and solvency risks have increased due to the pandemic.
Whereas banks’ liquidity positions remain strong, the investment sector is most impacted with a significant
deterioration of asset liquidity and substantial outflows from investors. The crisis has amplified profitability
concerns and the ESAs are expecting a deterioration of assets quality in the EU banking sector.

The joint Committee’s policy actions:

= Stress tests and sensitivity analyses: financial institutions and market players should be prepared to
any market deteriorations. In order to map the impact of these potential degradations, the Joint
committee suggests to perform stress tests and sensitivity analyses. The investment fund sector should
also closely monitor the liquidity management tools and their use.

= Banks assets quality: with growing volumes of non-performing loans, banks will probably face a
deterioration of their asset quality. Financial institutions should therefore assess the quality of loan
portfolios.

= Lending to the economy: financial institutions should use the flexibility provided in the regulatory
framework and use capital buffers to absorb losses in order to ensure lending to the economy.

=  “low-for-long” interest rate: low interest rates are important to support economic activities even
though they impact banks profitability. Banks should continue lending to the economy while ensuring
sound lending practices. Risks should not be overlooked and closely monitored by national supervisors.



https://eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/Risk%20Assessment%20Reports/2020/932012/JC%202020%2067%20Autumn%202020%20Report%20on%20Risks%20and%20Vulnerabilities.pdf
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= Brexit: the Joint committee reminds financial institutions to be prepared for the end of the transition
(December 31%, 2020) to avoid any disruptions for their clients as their passporting rights will end on
January 1%,
The Joint committee also warns the market participants that the potential trade agreement currently
under discussions between the United Kingdom and the European Union, even if adopted before the
end of the transition period, may not cover all areas and may not eliminate potential disruptions in the
financial services sectors. Financial institutions must therefore finalise their preparations and adapt
their business models. Financial institutions who decided to relocate their activities from the UK to the
EU must ensure that they comply with establishment plans as agreed with national competent
authorities.

September 21, 2020 — EBA’s Guidelines on loan payments moratoria end
On September 21%, 2020, the European Banking Authority (EBA) announced, as scheduled, the phasing out of

its guidelines on legislative and non-legislatives payment moratoria adopted earlier this year.

According to the EBA, the vast majority of European banks used this scheme and these guidelines helped them
to manage customers and companies’ requests.

As scheduled in the guidelines in April and since the EBA does not consider adequate to extend them, the
guidelines came to an end end-September 2020. Payments holidays granted before September 30", 2020, will

continue until the agreed deadline.

European banks can extend payment holidays after September 30%" on a case by case basis.

September 18", 2020 — EBA publishes its opinion on the definition of credit institutions

On September 18™, 2020, the European Banking Authority (EBA) published an opinion addressed to the
European Commission regarding the need to clarify the definition of credit institutions.
As a reminder, CRR defines credit institutions as “an undertaking the business of which is to take deposits or
other repayable funds from the public and to grant credits for its own account”.
In the context of CRR Il and CDR V review (with the transposition of Basel Il standards), the EBA points out that
divergent interpretations of the notion of credit institutions have emerged. According to the EBA, these varied
interpretations are due to different national interpretations and from potential inconsistencies in CRR Il and
CRD V.
This is not the first time the EBA noticed these differences of interpretation.

=  Credit institutions

The Authority suggests the following clarifications to the European Commission:

o Exercise of the activities described in the definition: the EBA notes that to be defined as a
credit institution, both elements of the definition must be performed by the institution (taking
of deposits or other repayable funds from the public AND granting credit for its own account).
The EBA suggests to clarify how these activities have to be performed in the level 1
legislation. These activities should be “regular and systematic” and not only “ occasional or
ad hoc”.

o Clarification of the annexes of CRD V: EBA suggests to clarify:
e The list of activities entitled to mutual recognition;



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20legislative%20and%20non-legislative%20moratoria%20on%20loan%20repayments%20applied%20in%20the%20light%20of%20the%20COVID-19%20crisis/882537/EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2020/931784/EBA%20Opinion%20on%20elements%20of%20the%20definition%20of%20credit%20institution.pdf
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e Aspects relating to the scope and process to grant the authorization as a credit
institution;
e The extent and types of commercial activities that credit institutions can perform.

o Scope of the authorization as a credit institution granted by the competent authority: the
EBA points out that a majority of Member States provide for universal authorisations which
covers all activities mentioned in CRD whereas other Member States issue authorisations
limited in scope to the activities set out in the programme of operation. This means that
authorization as a credit institution has a different scope in the various jurisdictions.

o Commercial activities that can be carried out by a credit institution : the EBA suggests that
“it could be better clarified that the extent to which such entities can engage in commercial
activities should be in line with the approach taken in Article 89 of the CRR relating to risk-
weighting and the prohibition of qualifying holdings outside the financial sector”. This
provision (article 89 CRR ) sets out limits to qualifying holdings in undertakings other than a
financial sector entity, or to carrying out activities considered to be the direct extension of
the bank, ancillary activities, or factoring, leasing, the management of unit trusts, the
management of data processing services or any other similar activity.

=  “Deposits or other repayable funds from the public”

The EBA reminds the European Commission that the notions of “ deposits or other repayable funds from the
public” still present differences of interpretation within the EU.
According to the EBA, the European Commission should:

o Clarify the definition of deposit;

o Clarify the definition of “other repayable funds”: the level one should clarify that they are
financial instruments that possess the intrinsic characteristic of repayability , as well as “those
which, although not possession that characteristic, are the subject of a contractual agreement to
repay the funds paid”. The EBA also suggests to include bonds and other comparable securities
such as negotiable certificates of deposits when they are provided by a credit institution.

September 17", 2020 — the ECB allows a temporary exclusion of certain central bank exposures from the
leverage ratio

On September 17t, 2020, the European Central Bank’s Governing Council allowed the temporary exclusion of
certain central bank exposures from the leverage ratio.

The Governing Council justifies this decision with the aim of easing the implementation of the monetary policy.
This decision is based on the CRR Il Quick Fix which allows banking supervisors, in consultation with the central
banks, to exclude central bank exposures from their leverage ratio. According to the ECB, this exclusion could
raise the aggregate leverage ratio by 0.3% percentage point to reach 5.36%

European banks may benefit from this measure until June 27%,2021.

September 7", 2020 — Parliamentary question on EBA’s guidelines on loan origination and monitoring



https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200917~f3f03398d2.en.html
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On September 7%, 2020, Members of the European Parliament (MEPs) lodged a parliamentary question
addressed to the European Commission on the EBA’s guidelines on Loan Origination and Monitoring published
on May 29%,2020.
In the current economic context, the MEPs asked for new guidelines on credit granting and monitoring methods
which would have a “proactive approach to preventing the generation of non-performing loans (NPLs)”.
The parliamentarians also questioned the European Commission on the consequences of these guidelines on
European SMEs seeking financing:
=  “Does the Commission consider that the information requirements for SMEs contained in the new
guidelines respect the principles of proportionality according to the criteria of size and nature of the
companies that intend to access new credit ?”
=  “Does it not believe that it would be more appropriate to delay the implementation date which has
been set to June 30%, 2021, considering that, optimistically, economic recovery could be glimpsed in
small and medium sized enterprises around the middle of next year ?”

According to the rules of procedures of the European Parliament, the European Commission shall answer the
question within six weeks of being forwarded to it.

August 14t , 2020 - The EBA publishes its updated annual work programme in the COVID-19 context

On August 14™, the European Banking Authority published its annual work program for 2020 updated to reflect
the changes applied due to the COVID-19 pandemic.
Due to the COVID-19, the EBA took a series of actions and:
=  Postponed the EU-wide stress test exercise to January 2021;
= (Called financial institutions to refrain from the distribution of dividends or share buybacks;
=  Encouraged national competent authorities to make full use of the flexibility existing in the current
regulatory framework such as the European Central Bank’s decision to allow banks to cover Pillar 2
requirements with capital instruments other than common equity tier 1 (CET1);
=  (Called financial institution to use the existing flexibility in the implementation of the EBA guidelines on
management of non-performing and forborne exposures;
=  Provided details on its call for competent authorities to offer leeway on reporting dates and called for
flexibility in assessing deadlines of institutions’ Pillar 3 disclosures;
= Advised national competent authorities to support financial institutions’ ongoing efforts by sharing
information on money laundering and terrorism financing situations;
=  (Clarified criteria to be fulfilled by legislative and non-legislative moratoria applied before September
30
=  Proposed to adjust the capital impact by amending its standards on prudent valuation;
= Clarified the prudential application of the definition of default and forbearance.

August 11", 2020 : the EBA clarifies the supervisory reporting and disclosure requirements in the context of
the COVID-19

On August 11, the European Banking Authority (EBA) published a series of document regarding the supervision
reporting and disclosure in the context of the COVID-19 pandemic:

= Draft Implementing Technical Standards (ITS) on supervisory reporting on supervisory reporting by
institutions under CRR and CRR II:



https://www.europarl.europa.eu/doceo/document/E-9-2020-004865_EN.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/923593/EBA%202020%20Work%20Programme%20-%20Revised%20%281%29.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Draft%20Technical%20Standards/2020/ITS/Revised%20final%20draft%20ITS%20on%20reporting%20for%20v3.0/923100/Final%20report%20on%20the%20draft%20ITS%20on%20supervisory%20reporting%20v3.0%20-%20CRR%20quick%20fix.pdf
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The CRR quick fix introduces amendments to regulatory requirements that have an impact on the supervisory
reporting framework.

These new ITS provide some clarification and help institutions to implement the reporting requirements that
are linked to the regulatory measures adopted by the EBA, the EU legislators and national authorities.

=  Guidelines Supervisory reporting and disclosure requirements in compliance with CRR ‘guick fix’

After the adoption of the “CRR Quick Fix” regulation, these guidelines aim at helping institutions to implement
the reporting and disclosures that are linked to the regulatory measures adopted in the context of the pandemic.

These guidelines clarify how to report the CRR “Quick fix” amendments that have an impact on templates
related to the leverage ratio, own funds and credit risk.

=  Guidelines on Disclosures under CRR on the transitional period for mitigating the impact of the
introduction of IFRS 9 on own funds to ensure compliance with the CRR “quick fix” in response to the
COVID-19 pandemic

These guidelines aims at clarifying the flexibility embedded in the regulatory capital framework to provide
operational relief in response to the pandemic.

These guidelines do not introduce new disclosures but specify how disclosures should be made in the context
of COVID-19.

August 7t", 2020 - EBA publishes report on the implementation of COVID-19 related measures

On August 7', the European Banking Authority published a series of frequently asked questions regarding the
implementation of the guidelines on reporting and disclosure of exposures subject to measures applied to the
CoVID-19.
The objective of this clarification is to assist supervisors and credit institutions in the implementation of the
guidelines.
As a reminder, the objective of these guidelines was to address the data needs and to coordinate short-term
additional supervisory reporting and disclosure necessary for monitoring the implementation of the measures
introduced in response of COVID-19.
The report focuses on the following areas:

=  The implementation of the guidelines on COVID-19 reporting and disclosures;

= The implementation of the guidelines on loan moratoria since several national authorities and
institutions raised questions on their implementations. The report also includes a summary of the
moratoria in place in the EU member States.

= The identification and treatment of operational risk events and losses through the provision of a
dedicated “risk classification schema”;

August 5", 2020 — EBA’s guidelines on loan origination and monitoring : minutes of the CEPS webinar



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R0873&qid=1599147017552&from=FR
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GLs%20on%20supervisory%20reporting%20and%20disclosure%20requirements%20in%20compliance%20with%20CRR%20%E2%80%9Cquick%20fix%E2%80%9D/923102/Guidelines%20on%20supervisory%20reporting%20and%20disclosures%20-%20CRR%20quick%20fix.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GLs%20on%20supervisory%20reporting%20and%20disclosure%20requirements%20in%20compliance%20with%20CRR%20%E2%80%9Cquick%20fix%E2%80%9D/923102/Guidelines%20on%20supervisory%20reporting%20and%20disclosures%20-%20CRR%20quick%20fix.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GLs%20to%20amend%20disclosure%20guidelines%20EBA/GL/2018/01/923101/Guidelines%20amending%20EBAGL201801%20to%20ensure%20compliance%20with%20the%20CRR%20%E2%80%9Cquick%20fix%E2%80%9D%20due%20to%20COVID%201%209%20pandemic.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GLs%20to%20amend%20disclosure%20guidelines%20EBA/GL/2018/01/923101/Guidelines%20amending%20EBAGL201801%20to%20ensure%20compliance%20with%20the%20CRR%20%E2%80%9Cquick%20fix%E2%80%9D%20due%20to%20COVID%201%209%20pandemic.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GLs%20to%20amend%20disclosure%20guidelines%20EBA/GL/2018/01/923101/Guidelines%20amending%20EBAGL201801%20to%20ensure%20compliance%20with%20the%20CRR%20%E2%80%9Cquick%20fix%E2%80%9D%20due%20to%20COVID%201%209%20pandemic.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GLs%20to%20amend%20disclosure%20guidelines%20EBA/GL/2018/01/923101/Guidelines%20amending%20EBAGL201801%20to%20ensure%20compliance%20with%20the%20CRR%20%E2%80%9Cquick%20fix%E2%80%9D%20due%20to%20COVID%201%209%20pandemic.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/923062/Report%20on%20implementation%20of%20COVID-19%20policies%20-%20update%20section%204.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/884434/EBA%20GL%202020%2007%20Guidelines%20on%20Covid%20-19%20measures%20reporting%20and%20disclosure.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/884434/EBA%20GL%202020%2007%20Guidelines%20on%20Covid%20-19%20measures%20reporting%20and%20disclosure.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20legislative%20and%20non-legislative%20moratoria%20on%20loan%20repayments%20applied%20in%20the%20light%20of%20the%20COVID-19%20crisis/882537/EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria.pdf
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On July 15th, the Centre for European Policy Studies (CEPS) and European Credit research Institute (ECRI) held
a webinar on “Responsible lending in times of crisis” which gathered Oleg Shmeljov (Senior policy expert, Unit
Reporting, Loans Management and Transparency, European Banking Authority), Panajotis Papazoglou (Head of
Solutions, Schufa), Francgoise Palle-Guillabert (CEO, Association Frangaise des Sociétés Financieres - ASF) and
Olivier Jerusalmy (Senior Research & Advocacy Officer - Finance Watch). CEPS and ECRI released the meeting
report of the webinar on August 5.

The webinar focused on the European Banking Authority’s guidelines on loan origination and monitoring which

is part of the European Union Action plan on non-performing loans.

In the context of the COVID-19 pandemic, the EBA’s representative pointed out that the EBA’s guidelines should
ensure that consumer credit and mortgage loans are at the point of origination of high credit quality.
Accordingly, these guidelines should at least contribute to the mid to longer-term recovery from the COVID-19
crisis through more responsible lending.

Most of the participants to the webinar welcomed these guidelines which should allow to have high-quality
credit information and therefore avoid default payment but also raised three concerns:

= Data privacy : borrowers agree to provide data to potential lenders but it does not mean that they
agree to share these data with credit rating agencies and others lenders;

=  Compatibility with EU legislation: in certain countries, the guidelines are not fully aligned with the
national implementation of the Consumer Credit Directive (CCD) and in countries where the credit
information collected is insufficient.

=  Funding of the economy : it was raised that the implementation of the guidelines in 2021 have
procyclical impacts as they might contribute to the tightening of lending conditions in the context of
an economic crisis.

August 4", 2020 — EBA’s orientation on product oversight and governance arrangements : the EC responds
to the parliamentary question

On August 4%, 2020, the President of the European Commission answered to a Parliament question tabled on
April 23 by a group of Members of the European parliament regarding the judicial procedure on the EBA’s
guidelines on product oversight and governance arrangements for retail banking products.

Stéphanie Yon-Courtin (FR; RE), Markus Ferber (ALL ; PPE), Gilles Boyer(FR ; RE), Alfred Sant (MT ; S&D), Marek
Belka (S&D ; PL), Olivier Chastel (BE ; RE) and Engin Eroglu (All ; RE) asked the European Commission whether it
intends to send written observations as part of the preliminary ruling referred to the Court of the Justice by the
French Conseil d’Etat on a possible excess of power of the EBA in relation to these guidelines.

Answering to the question, Ursula von der Leyen declared that the European Commission sent its observations
on May 4™ to the Court of the Justice.

July 30th 2020 — EBA sets the timeline for its 2021 EU-wide stress

On July 30™, the Board of Supervisors of the European Banking Authority (EBA) agreed on the timeline for the
2021 EU-wide stress test. The test will be launched in January 2021 and the results will be published in July
2021.



https://www.youtube.com/watch?v=1H0-IWqWBu4
https://www.youtube.com/watch?v=1H0-IWqWBu4
https://www.youtube.com/watch?v=1H0-IWqWBu4
http://www.ecri.eu/sites/default/files/20200715_responsible_lending_in_times_of_crisis_final.pdf
https://www.europarl.europa.eu/doceo/document/E-9-2020-002459_EN.html
https://www.europarl.europa.eu/doceo/document/E-9-2020-002459-ASW_FR.html
https://eba.europa.eu/eba-updates-2021-eu-wide-stress-test-timeline-sample-and-potential-future-changes-its-framework
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This test will be based on a sample of 51 banks (39 banks from the Euro are). This sample includes the banks
that were going to participate to the 2020 EU-wide stress which was postponed due to the pandemic.

July 29th 2020 — Brexit : EBA calls on financial institutions to get ready

On July 29, the European Banking Authority (EBA) called on financial institutions to finalise the preparations
for the end of the transitional period scheduled on December 31° 2020.

=  Appropriate authorisation from EU competent authorities
According to the European Commission’s notice to stakeholders published on July 7, from January 1%t 2021,

financial institutions who are based in the United Kingdom will need an authorisation to provide services in the
European Union. Existing branches already installed in the EU must also held an authorisation to keep providing
financial services.

The EBA adds that financial institutions should not outsource activities to such an extent that they operate as
“empty shell” companies. Instead, the EBA expects from UK financial institutions to reinforce their local
presence proportionally to the amount of business carried in and from the EU.

The EBA calls on financial institutions to take the necessary actions regarding:

The systemic exposures to UK-based financial market infrastructures;
The access to funding markets;

Consumer protection;

Anti-money laundering requirements.

o O O O

=  Payment and electronic money institutions
The EBA recalls that after December 31%, 2020, it will be illegal for UK authorised payment and electronic money
institutions to offer services to EU-based customers without an authorisation from an EU competent authority.

= Communication with customers
The EBA calls on financial institutions who are currently benefitting from the passporting arrangement and who
are offering services to EU-based customers to inform their clients of the measures to be taken ahead of the
end of the transition period.

July 24th 2020: the European Commission analyses the EBA’s report on a limited balance-sheet synthetic
securitisation

On July 24, the European Commission published its analysis of the EBA’s report on the creation of a specific
framework for simple and standardised synthetic securitisation, limited to balance-sheet synthetic
securitisation published on May 6%

Based on the report submitted by the EBA, the European Commission concludes that it is possible to set
standards for synthetic securitisation that allow mitigating the main drivers of structuring risk in the same way
as for traditional securitisation.

The European Commission points out that historical performance of balance-sheet synthetic securitisation
tends to exceed that of traditional securitisations for the same asset class.

The European Commission notes that there are negative consequences creating a specific STS framework for
balance-sheet synthetic securitisations.



https://eba.europa.eu/eba-calls-financial-institutions-finalise-preparations-end-transitional-arrangements-between-eu-and
https://ec.europa.eu/info/sites/info/files/brexit_files/info_site/banking_services_en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020DC0284&from=EN
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20proposes%20Framework%20for%20STS%20Synthetic%20Securitisation/883430/Report%20on%20framework%20for%20STS%20syntetic%20securitisation.pdf
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To conclude, the European Commission declares “that it is possible to create a specific framework for STS
balance-sheet synthetic securitisation and to establish a differentiated regulatory treatment, limited to adjusting
the prudential floor for the senior tranche, that should be retained by the originating credit institution, to a level
equivalent to the traditional STS framework”.

Based on this report and as part of its new package to support the economy with capital markets, the European
Commission published a regulation proposal (see article above on COVID-19 section).

July 14th 2020 — ECB releases the results of its lending survey

On July 14, the European Central Bank (ECB) published the results of its July 2020 euro area bank lending survey
based on 144 European banks.

Credit standards

The survey reports that credit standards remained broadly unchanged for loans to enterprises, but they
tightened for loans to households for house purchase, consumer credit and other lending to households. Banks
answering to the survey pointed out that government loan guarantees played a significant role in most countries
for maintaining favourable credit standards for loans to enterprises.

For the next quarter of 2020, banks expect a considerable net tightening of credit standards for loans to
enterprises which would be explained by the end of state guarantee schemes in some large euro area countries.

Terms and conditions

The actual terms and conditions agreed in loan contracts tightened slightly in the second quarter of 2020 for
new loans to enterprises and tightened more for housing loans and consumer credit.

Demand of loans and drawing of credit lines from firms

The survey showed that the demand surged in the second quarter of 2020. There was indeed a strong
emergency liquidity needs from firms and a need to build-up liquidity buffers during the lockdown.

Banks expect that the net demand for loans from enterprises will increase less in the third quarter of 2020.
Demands for housing loans

Net demand for housing loans declined strongly in the second quarter of 2020 but banks expect to see an
increase in net demand for housing loans and consumer credit in the third quarter 2020.

Non-performing loans

Banks reported that non-performing loans (NPLs) had a tightening impact on credit standards and on terms and
conditions for all categories in the first half of 2020 which is due to the general economic outlook and borrowers’
creditworthiness.

July 12th 2020 - Factoring: Support scheme adopted by the French National Assembly

On July 12, the French Assembly adopted a € 20 billion funding system set up by the Ministry of Economy,
Finance and Industry and French factors which aims at supporting the economy.

Factoring companies will also benefit from the € 300 billion granted to loans guaranteed by the State.

This measure should allow companies to save 45 days of cash flows, which represents the average time between
taking an order and issuing an invoice. The system will apply to orders taken until December 31%, 2020. The



https://ec.europa.eu/finance/docs/law/200724-securitisation-review-proposal_en.pdf
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financing of these orders will be guaranteed at 90% by the State until the invoice is issued. The measure should
enter into force by the beginning of September.

July 6™ 2020 — Basel Ill: the Basel Committee publishes it report progress

On July 6%, the Basel Committee released its progress report on the implementation of the Basel Ill standards
as of end-May 2020. This progress report intends to ensure that the Basel Il standards are indeed transposed
into national laws or regulations according to the international agreed times frames by the 27 member
jurisdictions. As a reminder, due to the pandemic, the Governors and Heads of Supervision decided to postpone
the application date to January 15t 2023.

This progress report includes:

= The Risk-based capital standards: all 27 member jurisdictions have transposed the rules at the national
level

= Liquidity Coverage Ratio: all 27 member jurisdictions have transposed the rules at the national level

= Capital conservation buffers: all 27 member jurisdictions have transposed the rules at the national
level

=  Countercyclical capital buffer: 26 member jurisdictions have transposed the rules at the national level

= The leverage ratio: 26 member jurisdictions have transposed the rules at the national level

= The standards for global and domestic systemically important banks (SIB): 25 member jurisdictions
have transposed the rules at the national level

=  Securitisation framework: 21 member jurisdictions have transposed the rules at the national level

=  Capital requirements for equity investments in funds: 19 member jurisdictions have transposed the
rules at the national level

= Net stable funding ratio: all 27 member jurisdictions have transposed the rules at the national level

July 8th 2020 — Frangois-Louis Michaud nominated as EBA’s new Executive Director

On July 8™, Frangois-Louis Michaud was confirmed as the new Executive Director of the European Banking
Authority.

The appointment of a new Executive Director in replacement of Adam Farkas was not easy. Earlier this year, the
Member of the ECON Committee had rejected the appointment of Garry Cross selected by EBA’s Board of
supervisors.

Mr Frangois-Louis Michaud was previously ECB’s deputy Director General of Micro-Prudential supervision. Its
nomination was first rejected in ECON committee before being confirmed in plenary session on July 8.

June 18th 2020 — the ITRE Committee published its draft report on a new strategy for European SMEs

On June 18th, the Committee on Industry, Research and Energy (ITRE) of the European parliament published its
draft report on a new strategy for European SMEs.

The rapporteur appointed on this INI report is Paolo Borchia (ID;IT), previously parliamentary assistant for 6
years at the European Parliament.



https://www.bis.org/bcbs/publ/d506.pdf
https://www.europarl.europa.eu/doceo/document/ITRE-PR-653858_EN.pdf
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The report underlines the consequences of COVID-19 on the 25 million small and mediums enterprises (SMEs)
which generate more than half of the EU’s GDP and employ about 100 million workers. The COVID-19 has
brought many SMEs to the verge of insolvency. By the end of 2021, the loss of income will exceed that of any
previous recession in the last 100 years. The rapporteur also stresses that many SMEs still lack full access to
digitalisation.

In its draft report, Paolo Borchia :

= Calls on Member States to adopt a roadmap with targets, aiming to achieve a swift reduction in the
number of rules by at least 30%;

=  Welcomes the opening of fast-track training programmes in digitalisation through the Digital Europe
programme;

= |s concerned that following the COVID-19 emergency, inequality between Member States in terms of
their ability to support SMEs will exacerbate competition disparities within the internal market;

= Urges Member States to implement the directive on combating late payment in commercial
transactions;

= Recalls that liquidity must be swiftly provided to SMEs, while measures for SME re-capitalisation
should also be reinforced;

= Regrets that the Recovery Plan dedicated little focus to SMEs and calls for measures to ensure access
for SMEs;

=  Urges Member States to quarantee equitable access to bank lending for SMEs;

= Notes the importance of traditional banking models, including small regional banks, savings
cooperatives and publics bodies;

= (Calls for a binding SME test able to assess the economic impact of legislative proposals on SMEs;

= Recalls the need to actively involve SME representatives in policy-making in order to reach a sustainable
approach to the Green Deal objectives which need to be based on accurate sustainability assessments.

June 18th 2020 — The EBA published its new RTS in “risk takers” staff in financial institutions

On June 18th, the European Banking Authority (EBA) published its final draft Regulatory Technical Standards
(RTS) revising the criteria applied to identify the risk takers (category of staff whose professional activities have
a material impact on the institutions’ risk profile) in financial institutions. These RTS supplements CRD.

Members of staff are identified as risk takers when they meet at least one of the criteria provided in CRD or one
of the qualitative or quantitative criteria set in those RTS.

In its new RTS, the EBA has amended the definition of managerial responsibility in order to:

= Reflect that institutions of different sizes have different layers of hierarchical levels;
= (Clarify how the criteria should be applied on a consolidated, sub-consolidated and individual basis;
= Introduce some flexibility in calculating the amount of remuneration for the application of the
gquantitative requirements.
Regarding the quantitative criteria, the following adjustment were made:

= CRD V set out a thresholds of total remuneration of € 500 000 combined with the average of the
remuneration of members of the management body and senior management.

= The revised RTS maintain the qualitative criterion that identify the staff high levels of remuneration
above € 750 000.



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Draft%20Technical%20Standards/2020/RTS/885803/EBA-RTS-2020-05%20RTS%20on%20identified%20staff.pdf
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June 17th 2020 — The EBA published its review on deposit guarantee schemes ( DGSs)

On June 17%, the European Banking Authority (EBA) published the results of its first evaluation of the stress
tests and resilience of deposit guarantee schemes.

EBA’s objective was to assess the resilience of DGSs based on the results of the DGS stress tests and to identify
good practices and areas for improvement. This evaluation is based on the results of 135 DGSs stress tests
performed by 32 DGSs in 27 Member States.

Those stress tests covered:

= Operational and funding capabilities;
= Credit institutions’ single customer view files which include depositor information to prepare for a
DGS payout
=  Cross-border cooperation between DGSs in case of cross-borders.
As a reminder, the EBA published its Guidelines on stress tests of DGSs in which the Authority sets the scope
and principles for the test.

Based on 135 stress tests performed by national DGSs, the EBA concludes that the overall resilience of DGSs
across the EU was “fair”. This results means that most DGSs identified areas for improvement on the basis of
the tests but the shortcomings remain limited, they can be easily addressed by DGSs and they are unlikely to
affect the ability of DGSs to perform their tasks.

June 1772020 - EBA’s guidelines on loan originating and monitoring: the European Commission answers to the
parliamentary question

On June 17, the European Commission published its answer to the parliamentary question submitted by MEP
Stéphanie Yon-Courtin (FR; RE) in February 24", The question dealt with the European Banking Authority’s draft
guidelines on loan originating and monitoring published in June 2019. This final guidelines have since then been
published on May 29,

As a reminder, the question points out that these guidelines complicate “the process of granting consumer loans
and mortgages and risks excluding atypical or vulnerable clients or complex forms of financing that benefit the
economy (such as ‘factoring’ or ‘leasing’) by seeking to standardise the level of risk accepted by banks, with no
thought to the amount and term of and risks inherent in loans, as well as clients’ level of knowledge”.

MEP Stéphanie Yon-Courtin also points out that the EBA might be “overstepping the bounds of its authority by
going beyond level-1 texts and thus pre-empting the powers of the Commission, Council and the Parliament”.

Answering the question, the European Commission expresses its support to the guidelines published by the EBA
without mentioning other initiatives from its side such as a new public consultation or an impact assessment:
“the Commission trusts that the EBA, which is an independent EU authority, took into consideration input
received from all stakeholders before finalising its Guidelines”.

The Commission also reminds that these guidelines will apply from June 30*" 2021 but there are some
transitional arrangements:

= for existing loans that require renegotiation or contractual changes, the guidelines will apply from
June 30t 2022;



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/885757/EBA%20peer%20review%20report%20of%20DGS%20stress%20tests%20and%20resilience%20of%20DGSs.pdf
https://www.europarl.europa.eu/doceo/document/E-9-2020-001107-ASW_EN.html
file://///EUR-SBS-001/Euralia/3_VIE%20CABINET/7_CHANTIERS%20INTERNES/Pôle%20financier/Veille/Veille%20mensuelle/2020/Juin/published
https://eba.europa.eu/sites/default/documents/files/documents/10180/2831176/3bc64e01-a4d1-4c7e-92d4-1dd84f4b234c/CP%20on%20GLs%20on%20loan%20origination%20and%20monitoring.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20loan%20origination%20and%20monitoring/884283/EBA%20GL%202020%2006%20Final%20Report%20on%20GL%20on%20loan%20origination%20and%20monitoring.pdf
https://www.europarl.europa.eu/doceo/document/E-9-2020-001107-ASW_EN.html
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= when institutions have data gap or need to adjust their monitoring frameworks and infrastructure,
the guidelines will apply from June 30t 2024.

Employing the words used in EBA’s guidelines, the European Commission finally adds that “the EBA also called
on competent authorities to exercise their judgment and be pragmatic and proportionate in monitoring the
implementation of the Guidelines. In the context of the COVID-19 pandemic, these application dates and
approach to implementation seek to ensure that institutions provide credit to solvent but liquidity challenged
borrowers, while maintaining good credit risk management and monitoring standards that are essential for the
good working and stability of banks and of the financial system”.

Finally, the European Commission declares that these guidelines are without prejudice to the review of CCD and
MCD.

May 29th 2020 — EBA publishes its guidelines on loans originating and monitoring

On May 29th, the European Banking Authority (EBA) - published its final version of its guidelines on loans
origination and monitoring. The Authority has also published an explanatory note on its approach to loan
origination.

With these guidelines the EBA expects to improve the practice and governance of institutions in their processes
and mechanisms for the credit granting and monitoring. The objective is to ensure that institutions have robust
and prudent standards for credit risk taking, management and monitoring and that new loans have a high credit
quality.

The EBA also wishes to ensure that institutions’ processes and mechanisms comply with the consumer
protection rules.

As a reminder, the EBA had published its draft guidelines in June 2019 which were opened for consultations.
The EBA has published a summary of the responses received from stakeholders.

These guidelines seem to be less prescriptive and include more proportionality than the first project of
guidelines. The guidelines mention the factoring in the input received by the EBA “The EBA is not in favour of
excluding factoring from the scope of application outright. Where relevant and proportionate, institutions
should comply with the fundamentals of these guidelines for their business activities, even though further
requirements specific to these activities are not included in the guidelines”.

These guidelines :

= (Clarify the framework and governance for the credit granting;
= Detail the criteria to be applied to assess the creditworthiness of households and enterprises (including
SMEs);
= Specify the supervisory expectations for the risk-based pricing of loans;
=  Provide a methodology for the valuation of immovable and movable property used as collateral.
These guidelines will apply from June 30t 2021 but the EBA also provided some transitional arrangements:

= forexisting loans that require renegotiation or contractual changes, the guidelines will apply from June
30" 2022;
= when institutions have data gap or need to adjust their monitoring frameworks and infrastructure, the
guidelines will apply from June 30" 2024.
Next steps

After the publication of the translations of these guidelines, national competent authorities will have two
months to report whether they comply with these guidelines.



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20loan%20origination%20and%20monitoring/884283/EBA%20GL%202020%2006%20Final%20Report%20on%20GL%20on%20loan%20origination%20and%20monitoring.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20loan%20origination%20and%20monitoring/884284/Explanatory%20note%20on%20Guidelines%20on%20loan%20origination%20and%20monitoring.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20loan%20origination%20and%20monitoring/884283/EBA%20GL%202020%2006%20Final%20Report%20on%20GL%20on%20loan%20origination%20and%20monitoring.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20loan%20origination%20and%20monitoring/884282/EBA%20GL%202020%2006%20Appendix%20-%20Feedback%20Table%20for%20GL%20on%20loan%20origination%20and%20monitoring.pdf
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May 27th 2020 — EBF and SME United published their expectations to improve the Flow of Credit to SMEs

On May 27th, ahead of the European Commission‘s roundtable held by the Commissioner Valdis Dombrovskis
with the stakeholders, SME United and EBF published a joint declaration regarding their expectations from the
European Commission regarding the SMEs’ financing during and after the COVID-19 pandemia.

Despite the private and public moratoria scheme adopted by some Members States and by banks during the
crisis and the measures initiated at the EU and national level to mobilize funding, SME United reports that SMEs
faced and still face obstacles to obtain loans

The two associations welcome the initiatives adopted at the national and EU levels and recommends the
European Commission to coordinate with the Member States to:

= Streamline state-guaranteed credit application processes;

= QOptimize the use and increase where needed the level of state guarantee;

= (Clarify how the guarantee schemes will apply in case of insolvency;

= Increase the flexibility in terms of credit ratings in relation to the European Investment Bank credit
lines;

=  Clarify the process for structural reorganization/insolvencies in the case of companies whose credits
were already being restructured

= Ensure that competition rules do not prevent banks from identifying and applying best practices.

May 26th 2020 — the Council publishes its final report on the “SME Instrument in action” tool

On May 26, the Council of the European Union published its final conclusions on the European Court of Auditor
report on the “SME instrument in action”.

Overall, the Council of the European Union reiterates its support of this programme.

In this final version, the Council of the European Union underlines the importance of this instrument as it is a
valuable instrument enabling innovative SMEs and start-ups to carry out technical and commercial feasibility of
business ideas.

As a reminder, the SME Instrument was set up under the Horizon 2020 research framework programme to
support innovation in small and medium-sized enterprises (SMEs). The objective is to develop and capitalise on
the potential of SMEs by filling the gap in funding for early stage high-risk projects and increasing private-sector
commercialisation of research results. This initiative was granted a budget of € 3 billion for the period 2014-
2020.

The Council encourages the continuation of this initiative and asks the European Commission to improve its
communication and branding strategy through the national contact points (NCPs) in order to attract more SMEs.
The Council also invites the European Commission to ensure operational support for the network of NCPs from
the beginning of the next programme.

May 12th 2020 — the European Ombudsman condemns Adam Farkas’s move from EBA to AFME

On May 12th, the European Ombudsman Emily O’ Reilly published the conclusion of her inquiry on the Adam
Farkas/AFME saga. The European Ombudsman stated that the European Banking Authority (EBA) should not



https://smeunited.eu/admin/storage/smeunited/200527-jointstatement-smeunited-ebf.pdf
https://smeunited.eu/admin/storage/smeunited/200520-bankfinance-report.pdf
https://data.consilium.europa.eu/doc/document/ST-8295-2020-REV-1/en/pdf
https://www.eca.europa.eu/Lists/ECADocuments/SR20_02/SR_Innovation_SMEs_EN.pdf
https://www.ombudsman.europa.eu/en/press-release/en/127679
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have allowed it former Executive director (Adam Farkas) to become the CEO of the Association for Financial
Markets in Europe (AFME).

As a reminder, Adam Farkas previously Executive director at the EBA, became the CEO of one of the largest
financial lobby group in February 2020.

Regarding what is called “revolving door”, the EU staff regulations provides that when an employee of the EU
institutions intends to take up a job within two years after leaving the EU civil services, the institution must be
informed beforehand. The institution has the right to forbid the person from taking the job if it considers that it
would conflict with the interests of the EU institutions and can prohibit former senior official to lobby the
institution’s staff from 12 months.

The Ombudsman concluded that the EBA did link a restriction to its approval for Mr.Farkas to take on this new
position. However, these measures were not properly enforced. The Ombudsman made a reference to the fact
that although Mr.Farkas informed the EBA of its intention to join the AFME in August, he had access to
confidential information until September 23,

Based on its inquiry, the Ombudsman made 3 recommendations:

= If necessary, the EBA should be able to invoke the option of forbidding its senior staff from taking up
certain positions after their term-of-office. Any such prohibition should be time-limited to 2 years.
=  The EBA should set out criteria defining the situation in which it could forbid such moves.
= The EBA should adopt measures to ensure that when a former employee move to another job outside
of the institution, he/she be cut off to access confidential information.
As a reminder, the European Parliament adopted a resolution denouncing this move “the conflict of interest
that has arisen as a consequence of the appointment of the EBA Executive Director as AFME Chief Executive as
from 1 February 2020; notes that this post-public employment with no cooling-off period constitutes a risk not
only to the reputation and independence of the EBA but to all EU institutions and the European project as a
whole”.

May 8th 2020 — ECB publishes the results of its survey on SMEs’ access to finance during the COVID-19 pandemic

On May 8™, the European Central Bank published the results of its survey on the access to finance of enterprises
in the context of the COVID-19 pandemia.

Overall, European SMEs report a rapid deterioration of the economic environment. The pandemia had/have a
strong impact on the availability of financing.

European SMEs have reported:

= Adecline in turnover of 20% from the previous 6 months
= Adeterioration in profits (-15%)
= Aslight decline regarding the access to finance even though the availability of banks loans remained
positive. Even though banks were willing to provide credits, for the first time, SMEs perceived their
own financial situation as a factor impeding their access to finance.
Overall, the results of this survey show that the level of availability of bank loans is falling in the euro area but
the level of deterioration of the economy varies across countries. Italian SMEs reported the largest deterioration
(-13%), followed by French SMEs (-9%) and Spanish SMEs (-8%).

May 6t 2020 — EBA publishes its guidelines on Credit Risk mitigation



https://www.europarl.europa.eu/doceo/document/B-9-2020-0047_EN.html
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200508~165acfffad.en.html
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On May 6™, the European Banking Authority (EBA) published its guidelines on credit risk mitigation as part of
the advanced internal ratings-based approach (A-IRB). Credit risk mitigation techniques refers to institutions’
collateral agreement that are used to reduce the risks arising from credit positions.

The objective of these guidelines is to harmonize the different approaches in the area of credit risk mitigation
and to clarify the application of the credit risk mitigation as provided in CRR which is applied to institutions using
the advanced internal rating-based approach (A-IRB).

These guidelines are welcome as the EBA and the industry flagged the complexity of CRR and the CRM
framework. They tackle:

= Eligibility requirement for Funded and unfunded credit protection: these guidelines provide a
mapping regarding the eligibility requirements of legal certainty and collateral valuation that can be
used by institutions using the standardised approach (SA) and the foundation internal rating-based
approach (F-IRB).

=  Immovable physical collateral

= The effect of funded and unfunded credit protection

These guidelines will come into effect on January 1% 2022. National authorities will have to notify the EBA
whether they comply or intend to comply with these guidelines. If they don’t intend to comply, they will have
to give their reasons for non-compliance. National authorities can also decide to accelerate the timeline of the
transposition at their discretion.

May 6™ 2020- EBA publishes report on STS synthetic securitisation

On May 6%, the European Banking Authority (EBA) published its report for developing a simple, transparent and
standardised framework for synthetic securitisation limited to balance-sheet securitisation.

Based on the analysis of historical default and loss performance of the synthetic transaction before and after
the Great Financial crisis, the EBA lists the positive and negative implications of the introduction of the STS
synthetic product.

The EBA addresses 3 recommendations to the European Commission:

= Synthetic securitisation should be limited to balance-sheet securitization;
=  Synthetic securitisation must comply with the proposed criteria on simplicity, standardisation and
transparency (STS);

=  (Capital treatment for STS balance-sheet securitisation could be differentiated;

=  The EBA should monitor the functioning of the STS synthetic market.
As with the STS criteria for traditional non-ABCP securitisation, the EBA suggests a series of criteria for STS
synthetic securitisation which are based on the same principles used for the securitisation traditional
framework: simplicity, standardization and transparency.

These criteria also include additional elements such as requirements mitigating the counterparty risk present
on the synthetic structures (requirements on eligible protection contracts, counterparties and collateral...).

In its report, the EBA also weights the pros and cons of a potentially differentiated capital treatment for this
type of securitisation:

= Ononeside, the growth of the synthetic sector, the feasibility of the creation of a prudential sound STS
synthetic securitisation and the performance data show that the performance of the synthetic
securitisation instrument is not worst that of the traditional securitisation instrument;



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20Credit%20Risk%20Mitigation%20for%20institutions%20applying%20the%20IRB%20approach%20with%20own%20estimates%20of%20LGDs/883366/Guidelines%20on%20CRM%20for%20A-IRB%20institutions.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20proposes%20Framework%20for%20STS%20Synthetic%20Securitisation/883430/Report%20on%20framework%20for%20STS%20syntetic%20securitisation.pdf
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=  On the other hand, the data available shows that there is a risk of potentially overusing synthetic
securitisation which could lead to a large-scale replacement of regulatory capital by risk mitigation
strategies and to overleveraging of banks.

April 17th — EBA published its opinion of changes suggested by the European Commission on risk weights to
specialised lending exposures

On April 17, the European Banking Authority (EBA) published its opinion on amendments suggested by the
European Commission on the EBA’s draft regulatory technical standards (RTS).

As a reminder, the EBA published in June 2016 draft regulatory technical standards regarding the treatments of

several factors when assigning risk weights to specialised lending exposures.
Article 153(5) and (9) of CRR provides:

5. For specialised lending exposures in respect of which an institution is not able to estimate PDs or the
institutions' PD estimates do not meet the requirements set out in Section 6, the institution shall assign risk

weights to these exposures according to Table 1, as follows:
Table 1

Remaining Maturity Category 1 Category 2 Category 3 Category 4 Category 5

Less than 2,5 years 50 % 70% 115 % 250 % 0%
Equal or more than 2,5 70% 90 % 115% 250 % 0%
years

In assigning risk weights to specialised lending exposures institutions shall take into account the following
factors: financial strength, political and legal environment, transaction and/or asset characteristics, strength of
the sponsor and developer, including any public private partnership income stream, and security package.

The objectives of these RTS was to harmonise the assignment of risk weights to specialised slotting criteria’
approach.
These RTS define 4 classes of specialised lending:

=  Project finance;

=  Real estate;

=  Object finance;

=  Commodities finance.

For each of these classes, the EBA has defined a set of assessment criteria by means of a list of factors that
institutions must take into account.

Before adopting these RTS, the European commission suggested several changes which were approved by the
EBA. After assessing the proposed changes, the EBA believes that these changes bring flexibility for the
incorporation of risk drivers:

] The first change allows institutions to consider a sub-factor or a sub-factor component as irrelevant for a
certain type of specialised lending exposures;

= The second change allows institutions to consider additional relevant information (additional risk driver)
for a type of specialised lending exposures;



https://eba.europa.eu/sites/default/documents/files/documents/10180/1489608/e915f563-acba-485d-a05a-0756ce8360dd/EBA-2016-RTS-02%20%28Final%20RTS%20on%20specialised%20lending%20exposures%29.pdf
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] The third change simplifies the rules on overlapping criteria at the level of sub-factor or of the sub-factor
components.

April 20th — The European commission refuses the idea of creating a Eurozone bad bank

On April 20th, the European Commission declared that its services were not working on the creation of a
eurozone “bad bank” whose function would be to allow European banks to discharge themselves from bad
debts in the context of COVID-19 crisis.

This statement comes in response of an article published by the Financial Times: the ECB is said to be in favour
of this plan whereas the European commission is reluctant to waive the EU rules which provide that state aid
from banking institutions can only be granted after a resolution process imposes losses on their shareholders
and bondholders.

After the Great Financial Crisis in 2008, several countries such as Spain, Greece, Ireland and Germany had set
up bad banks in their respective countries to lower the level of non-performing loans.

In 2018, the European commission had proposed the creation of these structures in a non-binding document
but for the time-being, the European commission favours the use of others tools such as state aid and more
flexibility in the use of European funds.

April 8t — the EBA published its Basel lll monitoring results

On April 8", the European Banking Authority (EBA) published two reports measuring the impact of implementing
Basel Ill standards and monitoring the current implementation of liquidity measures in the European Union.

Monitoring exercise on Basel lll

This first report is based on data gathered on a sample of 105 banks on June 30th 2019. It does not include the
economic consequences of the COVID-19 pandemic. The objective of this report is to assess the impact on EU
banks of the implementation of Basel Il standards.

The report assess the impact of Basel lll on:

e  Credit risk;

e Operational risk;

e Liquidity ratio;

e  OQutput floor;

e New standards for market risk (FRTB);

e  (Credit valuation adjustments;

e CET1, Tier 1 and additional Tier 1 minimum.

The report concludes that EU banks' tier 1 minimum required capital will increase by 16.1% with the full
implementation of Basel Ill.



https://www.ft.com/content/15d17d1d-8e1b-4f84-97b4-b62e6ae8f962
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/882058/EBA%20Report%20on%20Basel%20III%20Monitoring%20%28data%20as%20of%2030%20June%202019%29.pdf
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The output floor (6.5%) and the operational risk (5%) are the main drivers behind the increase of the minimum
required capital.

The leverage ratio remains stable at 5.1% between the implementation of the current regime (CRR/CRD IV) and
Basel Il standards.

Table 3: Capital ratios: fully phased-in CRR/CRD IV and final Basel Il fromework (2028) (weighted averages, in %),
reduced estimation bias
Bank group | Capital ratios — CRR/CRD IV (fully phased in) | Capital ratios — Basel Ill framework (2028)
L Tera oW LR Cert  Tera o LR
‘ capital capital
All banks | 142 15.5 18.1 5.1 11.6 12.7 14.8 5.1
Group 1 | 140 15.5 18.1 5.0 114 12.6 14.7 5.0
Of which: G-Slis | 133 14.9 17.4 4.7 10.8 12.1 14.1 4.7
Group 2 | 15.4 16.0 18.1 5.5 12.9 13.4 15.2 5.4
Source: EBA QIS data (June 2019); sample: 105 banks.

The report also assesses the impact on the Net Stable Funding Ratio (NSFR) and concludes that in June 2019, EU
banks required additional stable funding of EUR 33.7 billion to fulfil minimum NSFR.

Report on liquidity measures

This second report focuses on liquidity coverage ratio (LCR). The report is based on a sample of 134 banks who
reported data on June 30th 2019. The report concludes that the average LCR for this sample was 147%. 78% of
the banks had an LCR above 140%.

In June 2019, only 3 banks declared a shortfall in liquidity preventing them to comply with the minimum
requirement of 100% coverage.

Mortgage banks had the highest LCR with an average of 376%. Savings banks and public development banks
had an average of 200% coverage.

March 27™ 2020 — The EBA publishes its RTS on the new internal model approach under the FRTB

On March 27, the European Banking Authority (EBA) published its final draft Regulatory Technical Standards
(RTS) on the new Internal Model Approach (IMA) under the Fundamental review of the Trading book (FRTB).

These RTS are presented in 3 documents:

= RTS on liquidity horizons for the internal model approach:
With the revision of CRR, banking institutions are required to map each risk factor to one of the risk factor
categories and to one of the risk factor subcategories in order to identify the relevant liquidity horizon under
the internal model approach.

In CRR 1l, the EBA was mandated to specify:



https://eba.europa.eu/eba-publishes-final-draft-standards-key-areas-eu-implementation-frtb
https://eba.europa.eu/sites/default/documents/files/document_library/EBA-RTS-2020-%2001%20Final%20draft%20RTS%20on%20Liquidity%20Horizon%20for%20the%20IMA.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0876&qid=1587461073158&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0876&qid=1587461073158&from=FR
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o How the institutions must map risk factors of trading book positions to risk categories and
subcategories;

o The currencies that constitute the most liquid currencies for interest rate risk;
The currency pairs that constitute the most liquid pairs for foreign exchange risk;

o The definition of small and large capitalization for equities.

= RTS on back-testing and profit and loss attribution (PLA) requirements;
CRR Il provides that to obtain an approval for the use of an internal model approach, a banking institution must
calculate its own funds requirements for market risk. The internal model approach must produce reliable capital
requirements relative to the profit and loss (P&L) of the institution.

There are two ways of assessing whether or not a model produces reliable capital requirement:

o The regulatory back-testing programme

o The P&L attribution (PLA) test
The RTS detail the elements to be included for the purpose of those tests for the hypothetical, actual and risk-
theoretical profit and loss.

= RTS on criteria for assessing the modellability of risk factors under the internal model approach;
The risk factor modellability assessment has been introduced with the revision of CRR. The modellability
assessment is intended to ensure that the risk factors that institutions include in their expected shortfall model
are sufficiently liquid and observable.

With these RTS, the EBA proposed two different criteria to assess the modellability of a risk factor and set out
the criteria to identify the risk factors that are modellable and usable to calculate the expected shortfall.

March 26th 2020—- Basel lll: the Basel Committee defers the implementation date of Basel Il
standards to respond to COVID 19

On March 27", the Group of Central Bank Governors and Heads of Supervision (GHOS) of the Basel Committee
adopted a set of measures to provide additional operational capacity for banks and supervisors to respond to
the impacts of COVID-19 on the global banking system and real economy.

The GHOS has adopted the following measures:

= The implementation date of Basel Il standards is deferred by one year to January 1st 2023;
= Transitional arrangements for the output floor will be extended by one year until January 1st 2028;
= The implementation date of the revised market risk framework is deferred by one year to January 1st
2023;
=  The implementation date of Pillar 3 disclosure requirements is deferred by one year to January 1st
2023.
The Basel Committee has published a revised calendar:



https://eba.europa.eu/sites/default/documents/files/document_library/EBA-RTS-2020-02%20Final%20draft%20RTS%20on%20Backtesting%20and%20PLA%20requirements.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0876&qid=1587461073158&from=FR
https://eba.europa.eu/sites/default/documents/files/document_library/EBA-RTS-2020-03%20Final%20draft%20RTS%20on%20Risk%20factor%20modellability.pdf
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March 23rd — 27th 2020 — Measures adopted by the European and international institutions

On March 23", the EU finances ministers approved the Pact’s “General escape clause” which allows the
suspension of the Stability and Growth Pact obligations

On March 26th the leaders of the European Council held an informal video conference regarding new actions
to be taken in response to the COVID-19 and issued a joint statement:

=  Health and equipment : The European Council is asking the European Commission to explore ways to
speed up procedures for joint procurement initiatives for personal protective equipment, ventilators
and testing supplies;

=  Socio-economic consequences:

o Members of the European Council did not reach an agreement neither on whether to launch the
European Stability Mechanism nor on the introduction of “Corona-bonds”. They invited the
Eurogroup to present proposals on these 2 matters in a fortnight.

o The members welcomed the EIB Group's contribution in mobilising resources for bank guarantees
to and investment in European companies which will benefit SMEs and invited finance ministers
to explore without delay possibilities to scale up the EIB Group's coronavirus response overall.

o They invited the President of the European Commission and the President of the European Council
to start working on a Roadmap and an Action plan setting a comprehensive recovery plan that
will be launched after the pandemic. They also asked the European Commission to make proposal
on an improved crisis management system.

The European Parliament held its first parliamentary session (organised remotely with a few member
physically presents) and approved the following proposals:

=  Corona Response Investment initiative: € 37 billion from the EU funds will be channelled to citizens,
regions and countries affected by the COVID-19. The funds will be directed towards healthcare
systems, SMEs, labour markets and other vulnerable parts of EU member states’ economies.

= Extension of the EU solidarity Fund to cover public health with € 800 million available for European
countries in 2020;

= Suspension of EU rules on airport slots from 29 March until 24 October 2020.

March 16th-20th 2020: Measures adopted by the European Institutions



https://www.consilium.europa.eu/media/43076/26-vc-euco-statement-en.pdf
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During the European Council (March 17%) the European Union expresses its support to the national measures
adopted by the Member States. EU leaders held a video conference on COVID-19 and adopted the following
conclusions :

=  Health and medical equipment
o Engaging with the industry for the manufacturing of health equipment to provide sufficient
protective equipment:
e Running joint public procurements that have been recently launched
e Purchasing protective equipment through the Civil Protection framework.
o Support and promoting research such as the Advisory Group on COVID-19
o Apply a system of prior approval for the exportation of medical equipment to third countries
in order to ensure the good functioning of European health systems.

= Internal Market & Travels

o Adoption of guidelines for border management measures to protect health and ensure the
availability of goods and essential services.

o Coordinated and apply temporary restriction of non-essential travel to the EU for a period of
30 days.

o Repatriation of EU citizens from third countries through the Union’s Civil Protection
Mechanism.

o The European Commission has adopted a communication on the Implementation of the
Green Lanes under the Guidelines for border management measures to protect health and
ensure the availability of goods and essentials services.

=  Economic flanking measures
The European Council endorsed the Eurogroup statement of March 16" on COVID-19 economic policy

response:

a) All national authorities will allow automatic stabilisers to function and in addition implement all
necessary measures to ensure that the economic consequences of COVID-19. The Eurogroup adopted
the following measures:

o Immediate fiscal spending targeted at containment and treatment of the disease. Adequate
resources will be provided to our health sectors and civil protection systems

o Liquidity support for firms facing severe disruption and liquidity shortages, especially SMEs
and firms in severely affected sectors and regions (tax measures, public guarantees to help
companies to borrow, export guarantees and waiving of delay penalties in public procurement
contracts)

o Support for affected workers to avoid employment and income losses.

b) Coordinated efforts at the European level to supplement national measures:
o Commission’s proposal for a €37 billion “Corona Response Investment Initiative” and €28
billion of structural funds fully eligible for meeting these expenditures directed at:
e health care systems
e SMEs
e labour markets and other vulnerable parts of our economies
o The European Commission and the EIB Group will mobilise up to €8 billion of working
capital lending for 100,000 European firms on the EU budget, backed by the EU budget, by
enhancing programmes for guaranteeing bank credits to SMEs.
o The EIB Group will catalyse €10 billion in additional investments in SMEs and midcaps for
their own account and to accelerate the deployment of another €10 billion backed by the
EU budget



https://www.consilium.europa.eu/en/press/press-releases/2020/03/17/conclusions-by-the-president-of-the-european-council-following-the-video-conference-with-members-of-the-european-council-on-covid-19/
https://ec.europa.eu/home-affairs/sites/homeaffairs/files/what-we-do/policies/european-agenda-migration/20200316_covid-19-guidelines-for-border-management.pdf
https://ec.europa.eu/info/sites/info/files/communication-travel-on-the-eu.pdf
https://ec.europa.eu/transport/sites/transport/files/legislation/2020-03-23-communication-green-lanes_en.pdf
https://www.consilium.europa.eu/en/press/press-releases/2020/03/16/statement-on-covid-19-economic-policy-response/
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o The European Commission endorsed several national plans supports theirs economies:
Denmark adopted a € 130 million plan to support SMEs and Italy adopted a € 50 million
euros plan for the purchase of medical equipment. France adopted the following measures:
e Two schemes enabling the French public investment bank (BpiFrance) to provide
State guarantee on commercial loans and credit lines for enterprises with up to
5,000 employees.
e A scheme to provide State guarantees to banks on portfolios of new loans for all
companies
e Extensions to pay contributions for companies, incitation to extend the payment of
rents for SMEs.
On March 18th, the ECB announced a new Pandemic Emergency Purchase Programme with an envelope of €
750 billion until the end of the year.

On March 12t, the ECB announced new measures to provide temporary capital and operational relief in
reaction to coronavirus:

e Banks will be allowed to operate temporarily below the level of capital defined by the Pillar 2 Guidance
(P2G), the capital conservation buffer (CCB) and the liquidity coverage ratio (LCR).

e  Banks will also be allowed to partially use capital instruments that do not qualify as Common Equity
Tier 1 (CET1) capital, for example Additional Tier 1 or Tier 2 instruments, to meet the Pillar 2
Requirements (P2R).

The EBA announced the postponement of the EU-wide stress to 2021 in order to allow banks to prioritise
operational continuity.

The Authority also called for flexibility and pragmatism in the application of the prudential framework. In case

of debt moratoria, there will be ne automatic classification in default, forborne or IFRS 9 status

On March 20th, the European Commission launched a public consultation on a proposal for a regulation to

provide financial assistance to Member States and countries negotiating their accession to the Union seriously
affected by a major public health emergency.

March 12th 2020 - EBA’s draft credit guidelines on credit origination and monitoring: Parliamentary
question published
On March 12, a parliamentary question for a written answer addressed to the European Commission from

Mrs. Stéphanie Yon-Courtin, Member of the European Parliament (FR;RE), was published by the European
Parliament.

The question relates to the European Banking Authority’s draft credit guidelines published in June 2019.

The question points out that these guidelines complicate “the process of granting consumer loans and
mortgages and risks excluding atypical or vulnerable clients or complex forms of financing that benefit the
economy (such as ‘factoring’ or ‘leasing’) by seeking to standardise the level of risk accepted by banks, with no
thought to the amount and term of and risks inherent in loans, as well as clients’ level of knowledge”.

The MEP alarms the European Commission that the implementation of these guidelines before the review of
the Consumer credit directive (CCD) and Mortgage Credit Directive (MCD) would “force two sets of new rules —
probably with inconsistencies between them — upon consumers and banks in a short time, bewildering and
increasing costs for clients”.

MEP Stéphanie Yon-Courtin asks the European Commission whether it intends to launch a new impact
assessment and a second public consultation on the CCD and MCD.



https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200312~43351ac3ac.en.html
https://eba.europa.eu/eba-statement-actions-mitigate-impact-covid-19-eu-banking-sector
https://eba.europa.eu/eba-provides-clarity-banks-consumers-application-prudential-framework-light-covid-19-measures
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12285-Proposal-for-a-Regulation-Regional-and-urban-Policy
https://www.europarl.europa.eu/doceo/document/E-9-2020-001107_EN.html
https://eba.europa.eu/sites/default/documents/files/documents/10180/2831176/3bc64e01-a4d1-4c7e-92d4-1dd84f4b234c/CP%20on%20GLs%20on%20loan%20origination%20and%20monitoring.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32008L0048&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0017&qid=1584116773209&from=FR
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Next steps

According to the Rules of Procedure of the European Parliament (article 138), the European Commission (DG
FISMA) must answer to the question within 6 weeks.

March 10th 2020- The European Commission publishes its SMEs Strategy for a sustainable and digital
Europe and a new circular Economy Action Plan

On March 10" 2020, the European Commission published its “SME Strategy for a sustainable and digital
Europe”. On March 11%, it published its “Action Plan for a new circular economy”.

. Strategy for a sustainable and digital Europe
This strategy is based on the following three pillars:

=  Capacity-building and support for the transition to sustainability and digitalisation;
=  Reducing regulatory burden and improving market access;

= Improving access to financing.

The objective of the European Commission is to unleash the power of Europe’s SMEs (Small and Medium
Enterprises — SME) who are engaged in sustainable business practices or employing digital technologies.

In order to follow the implementation of the strategy, the European Commission will designate a high level EU
SME Envoy.

The European Commission will regularly monitor whether the definition of SMEs targets the right population.
The European Commission will undertake the following initiatives:

1. Reducing regulatory burden
The European Commission intends to reduce the burden on SMEs. It will for instance foster the use of e-invoicing
in public procurements.

2. Implementation of the Late payments directive
In order to reduce asymmetries in bargaining power between SMEs and larger organisations, the European
Commission intends to support the implementation of the Late payments directive. Even though the directive
has reduced delays, the European Commission estimates that only 40% of businesses transactions are paid on
time in the EU. Today, late payment accounts for one out of four SMEs’ bankruptcies in Europe.

To this end, the European Commission will introduce new strong monitoring and enforcement tools. It will
propose the creation of a virtual observatory for monitoring payment delays, clarifying unfair payment practices
and exploring the feasability of alternative resolution and mediation mechanisms for SMEs for a fast resolution
of payment dispute in commercial transactions.

3. Improving access to financing
The European Commission estimates that European SMEs face a finance gap of EUR 20-35 billion despite the
European and national programmes.

In 2018, according to the European Commission, 18% of SMEs did not obtain the full bank loan they applied for.
SMEs are at a disadvantage since 90% of them are financed with banks loans.

= EU banking and financial regulation
The European Commission considers that the EU banking regulation must provide the foundation for a stable
banking system that delivers adequate finance to all businesses.



https://ec.europa.eu/info/sites/info/files/communication-sme-strategy-march-2020_en.pdf
https://ec.europa.eu/info/sites/info/files/communication-sme-strategy-march-2020_en.pdf
https://eur-lex.europa.eu/resource.html?uri=cellar:9903b325-6388-11ea-b735-01aa75ed71a1.0017.02/DOC_1&format=PDF
https://ec.europa.eu/info/sites/info/files/communication-sme-strategy-march-2020_en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32011L0007&qid=1584004401887&from=FR
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With this is mind, the SMEs supporting factor has been maintained in the capital requirements regulation ( CRR
1) and extended to all loan provided to SMEs.

The European Commission intends to ensure that any future financial market legislation takes account of the
interests of European SMEs and supports their access to financing options.

Diversifying sources of funding and SME IPO FundThe European Commission reminds that the sources of
financing must be diversified : only 10% of businesses in Europe used capital market finance compared to over
25% in the US.

The European Commission intend to deploy new ways of risk-sharing with the private sector and will launch the
ESCALAR initiative. This initiative will be a first-of-a-kind/reward mechanism to boost the size of venture capital
funds and crowd in private investments for scaling up.

Whereas capital markets represent an important source of funding for SME, the number of SME IPO declined
since the financial crisis and has not recovered

In order to foster SME IPO, the European Commission suggests to establish an SME IPO Fund that could act as
an anchor investment to attract more private investors in high-growth and innovative SMEs at the stage of
public listing.

The Commission will support Initial Public Offering (IPOs) of SMEs with investments channelled through a new
private-public fund, to be developed under InveseU programme starting 2021 under the Capital Markets Union.

=  Review of MIFID Il
As part of MiFID 1l review scheduled for 2020, the European Commission intends to pursue its research work on
SMEs.

=  Financial technologies and financing
The European Commission suggests the use of financial technologies such as the distributed-ledger technology
(“Blockchain”) which could open new pathways for SMEs to directly engage with investors. SMEs will be able to
issue crypto-assets and digital tokens in the form of bonds in order to attract financing.

=  Invest EU
InvestEU is expected to support over 1 million SMEs with different tools:

o A single integrated guarantee facility targeting SMEs perceived as high risk or having
insufficient collateral;

o The SME window of InvestEU will support equity financing for SMEs and small midcaps in
areas of special EU policy interest( space, defence...).

o Funding will be pooled from the EU, Member States and the private sector to increase
access to equity finance for innovative SMEs and start-ups that develop and adopt green
tech solutions.

=  Green tech
Funding will be pooled from the EU, Member States and the private sector to increase access to equity finance
for innovative SMEs and start-ups that develop and adopt green tech solutions.

1. Action plan for a new Circular economy
In order to fight against global warming and accelerate the transition towards a regenerative growth model, the
European Commission published an Action Plan for the circular economy.

In order to accelerate the green transition, the European Commission intends to adopt measure to steer
financing towards more sustainable production and consumptions patterns.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019L2034&qid=1584005616766&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019L2034&qid=1584005616766&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0065&qid=1584006755313&from=FR
https://eur-lex.europa.eu/resource.html?uri=cellar:9903b325-6388-11ea-b735-01aa75ed71a1.0017.02/DOC_1&format=PDF
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The European Commission has already started to induce this transition with the Taxonomy Regulation and with
its preparatory work on EU Ecolabel criteria

SME guarantees and InvestEU to be launched in 2021 will mobilise private financing in support of the circular
economy.

The European Commission will also:

o Enhance disclosure of environmental data by companies in the up-coming review of the non-
financial reporting directive ;

o Support a business led initiative to develop environmental accounting principles that complement
financial data with circular economy performance data;

o Encourage the integration of sustainability criteria into business strategies;

o Encourage the application of environmental taxation.

March 10th 2020 - SMEs Instruments in action: the Council of the European Union publishes its
amended draft conclusions

On March 10™, the Council of the European Union published its amended draft report on the European Court
of Auditors’ report on “The SME Instrument in action: an effective and innovative programme facing challenges”.

As a reminder, the Council had published a first draft report on February 20'". Generally speaking, the Council
of the European Union declared to support the continuation of the programme but also asked the European
Commission to:

= Improve its communication and branding strategy towards targeted start-ups and SMEs about the
funding opportunities, in particular those Member States with the lowest level of participation;

=  Design an evaluation and selection process that would limit the number of resubmissions in order to
free up resources which are currently used to re-perform evaluations;

= Refine its selection procedure, notably by providing remote evaluators and jury members enough time
to conduct their work and setting up relevant information channels;

= Strengthen the evaluation process to ensure that projects do not crowd out private investment;

=  Ensure effective synergies between all programme and instruments addressed to SMEs;

= Take into account both the European Court of Auditors’ report and its recommendations when
implementing programme and instruments addressed to SMEs.

The amended draft published on March 10™ by the Council brings up some new elements:

=  The Council invites the European Commission to build on the existing results in the next programming
period;

= The European Commission should improve its communication and branding strategy through the
national contact points (NCPs);

=  The Council invites the Commission to ensure operational support to the network of NCPs from the
beginning of the next framework programme;

= The European Commission should strengthen the evaluation process to ensure avoiding the risk of
crowding-out private investment, while acknowledging the possible crowding-in effect generated by
the EU grant.

March 10th 2020 — EBA publishes its opinion on the treatment of credit insurance in the prudential
framework



https://data.consilium.europa.eu/doc/document/ST-6107-2020-INIT/en/pdf
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On March 9%, the European banking authority (EBA) has published an opinion on the treatment of credit
insurance in the prudential framework.

This opinion is based on the feedbacks received on its draft guidelines on credit risk mitigation for institutions
applying the Internal-Ratings-Based Approach (IRB approach) with own estimates on Loss Given Default (LGD).

This opinion intends to complement the previous advice published in August 2019 with additional
considerations related to the treatment of credit insurance as a credit risk mitigation technique for the purpose
of the calculation of own funds requirements. The EBA refers exclusively to the specificities of credit insurance
but does not address the overall aspect of the treatment of guarantees.

In the feedback received, the EBA noted some concerns regarding the LDG. The concerns raised by credit
institutions and credit insurance companies relate mostly to:

=  The higher LGD floors introduced for exposures under the A-IRB Approach;
= The obligation to use either the SA risk weights or the regulatory LGD specified under the F-IRB
approach.
In their feedback, stakeholders argued that the introduction of the proposed higher LGD is likely to reduce the
effectiveness of insurance policies for capital management purposes and to limit lending and trade finance.

One of the main argument brought is that the seniority of the credit insurance policies is higher than the
seniority of other credit exposures to credit insurance companies. The EBA reminds that the Solvency Il directive
requires specific protection of policyholders and beneficiaries with the introduction of an appropriate ranking
of claims. The objective is to ensure that insurance claims take precedence over others claims against the
insurance undertaking in the event of the winding-up proceedings of such undertakings. The EBA explains that
this difference in seniority could lead to significantly lower levels of losses, from which the policyholders would
suffer compared to other creditors in the insurance company.

In its opinion, the EBA reminds that, with the current framework, the level of protection provided by credit
insurance can be recognised through LGD estimation. But with the new Basel Il framework, it will no longer be
possible and less granular regulatory LGD will have to be used. Therefore, stakeholders ask for additional
granularity in order to reflect different risk of credit insurance policies.

The EBA concludes that there should not be a specific value of regulatory LGD for credit insurance claims. The
EBA stresses that the Basel framework was calibrated at the overall level and adding category of regulatory LGD
values may require recalibration of the existing LGDs.

March 10th 2020 — Implementation of Basel Il and unrated corporates
On March 10", the European Commission answered to a parliamentary question lodged in December 2019.

MEP Niels Fuglsang (S&D; DK) asks the European Commission about the consequences of the Basel IlI
standards on European unrated companies: an inflexible implementation of the Basel Ill standard would
reduce the incentive to lend money to unrated EU companies. Unrated companies would be applied a risk
weight of 100% under the standardized approach or 72.5% for the internal ratings based approach.

He asked the European Commission whether:

= |t will include in the impact assessment, the consequences of Basel Ill standards on unrated
companies?
= |t will include a country-by-country assessment that takes the diversity of the EU financial markets
into account?
The European Commission responded that the impact assessment will “cover the potential impacts of the
various elements of the reform package on the EU banking sector and the wider economy, taking into account

Iu



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2020/880839/EBA%20Opinion%20on%20credit%20insurance%20EBAOp-2020-05.pdf
https://eba.europa.eu/regulation-and-policy/model-validation/guidelines-on-credit-risk-mitigation-for-institutions-applying-the-irb-approach-with-own-estimates-of-lgds
https://www.europarl.europa.eu/doceo/document/E-9-2019-004562_EN.html
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the diversity of the EU financial markets”. The Commission also specified that, in the process of transposition, it
will pay particular attention to “EU specificities including the one related to unrated corporates, where an
increase in capital requirements might have disproportionate negative consequences for some specific
sectors, business models or activities”.

The impact assessment will include the issue surrounding unrated corporate and the impact on individual
Member States.

March 2nd 2020: The EBA publishes its report on the implementation of Pillar 3 disclosure
requirements

On March 2", the European Banking Authority published its report assessing the application by institutions of
the Pillar 3 disclosure requirements.

The Pillar 3 of the Basel framework provides for a comprehensive set of public disclosure requirements that
seek to make available for market participants with sufficient information to assess an internationally active
bank’s material risks and capital adequacy (financial position, capital or liquidity...).

As a reminder, the EBA published two set of guidelines in 2016 on disclosure requirements and in 2017 on

liquidity coverage ratio.

In a nutshell, the EBA concludes that institutions have made progresses on prudential disclosure but also notes
some practices which does not allow a proper communication of their risk profile in a comparable way. In this
report, the EBA has also included an assessment of the information on sustainability and on environmental,
social and governance risks.
The EBA has noted some practices that may impair the communication on the risk profile of the institution:
= The information disclosed should be exhaustive and include all the disclosures and qualitative
narratives required.
= Accessing to these reports is considered difficult for users, the institutions’ pillar 3 reports should be
easy to find, as a stand-alone document or in a distinctive section that is easy to find by users.
= The Authority noted a lack of consistency in the structure of Pillar 3 reports: institutions should use the
common formats, content and instructions in order to publish a neat, clear and common presentation.
= In order to avoid inaccuracies, the EBA suggests a proper reconciliation and verification of the
information published.

24" February 2020 — Parliamentary question on EBA’ draft credit guidelines

On February 24", a parliamentary question for a written answer addressed to the European Commission from
Mrs. Stéphanie Yon-Courtin, Member of the European Parliament (FR;RE) was tabled at the European
Parliament.

The question relates to the European Banking Authority’s draft credit guidelines published in June 2019.

The question points out that these guidelines complicate “the process of granting consumer loans and
mortgages and risks excluding atypical or vulnerable clients or complex forms of financing that benefit the
economy (such as ‘factoring’ or ‘leasing’) by seeking to standardise the level of risk accepted by banks, with no
thought to the amount and term of and risks inherent in loans, as well as clients’ level of knowledge”.

The MEP alarms the European Commission that the implementation of these guidelines before the review of
the Consumer credit directive (CCD) and Mortgage Credit Directive (MCD) would “force two sets of new rules —



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/870112/Report%20on%20institutions%27%20Pillar%203%20disclosures.pdf
https://eba.europa.eu/sites/default/documents/files/documents/10180/1696202/20370623-9400-4b5e-ae22-08e5baf4b841/Final%20report%20on%20the%20Guidelines%20on%20disclosure%20requirements%20under%20Part%20Eight%20of%20Regulation%20575%202013%20%28EBA-GL-2016-11%29.pdf?retry=1
https://eba.europa.eu/sites/default/documents/files/documents/10180/1807490/1fb42708-17dd-4415-be69-c79d628a516b/Guidelines%20on%20LCR%20disclosure%20to%20complement%20the%20disclosure%20of%20liquidity%20risk%20management%20%28EBA-GL-2017-01%29.pdf
https://eba.europa.eu/sites/default/documents/files/documents/10180/2831176/3bc64e01-a4d1-4c7e-92d4-1dd84f4b234c/CP%20on%20GLs%20on%20loan%20origination%20and%20monitoring.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32008L0048&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0017&qid=1584116773209&from=FR
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probably with inconsistencies between them — upon consumers and banks in a short time, bewildering and
increasing costs for clients”.

MEP Stéphanie Yon-Courtin asks the European Commission whether it intends to launch a new impact
assessment and a second public consultation on the CCD and MCD.

Next steps
According to the Rules of Procedure of the European Parliament (article 138), the European Commission (DG
FISMA) must answer to the question within 6 weeks.

20" February 2020 — SMEs Instruments in action: the Council of the European Union publishes its
draft conclusions

Following the publication by the European Court of Auditors’ Special report on “The SME Instrument in action:
an effective and innovative programme facing challenges”, the Council of the European Union published its draft
conclusions on the report.
The Council underlines that the SME Instrument constitutes a valuable support which enables innovative SMEs
and start-ups to carry out technical and commercial feasibility studies of business ideas with the aim of
developing innovations and bringing them to investment readiness and maturity for market take-up.
Generally speaking, the Council of the European Union support the continuation of the programme but also
asks the European Commission to:
= Improve its communication and branding strategy towards targeted start-ups and SMEs about the
funding opportunities, in particular those Member States with the lowest level of participation;
= Design an evaluation and selection process that would limit the number of resubmissions in order to
free up resources which are currently used to re-perform evaluations;
= Refine its selection procedure, notably by providing remote evaluators and jury members enough time
to conduct their work and setting up relevant information channels;
= Strengthen the evaluation process to ensure that projects do not crowd out private investment;
=  Ensure effective synergies between all programme and instruments addressed to SMEs;
= Take into account both the European Court of Auditors’ report and its recommendations when
implementing programme and instruments addressed to SMEs.

11* February 2020 — Deposit Guarantee Scheme: the EBA published its final opinion

On February 11™ 2020, the European banking authority (EBA) published its third and final opinion on the review
of the Deposit Guarantee Scheme Directive as well as its funding and its use.
The EBA proposes 81 improvements to the current EU legal framework in order to:

= Strengthen the depositor protection;

= Improve the information of the depositor;

= Reinforce operational effectiveness of DGSs;

=  Harmonise approaches across EU member States;

=  Enhance financial stability;

=  Ensure that depositors are well protected.

In its first opinion the EBA suggested:
= to review the framework to ensure that across the EU depositors are protected by one of the EU
DGSs even if they hold their deposits at a branch of a credit institution from a non-EU country;
= EU DGSs should not protect deposits placed with branches of EU credit institutions operating outside
the EU (i.e the UK would not benefit from the EU DGSs);



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=52862
https://data.consilium.europa.eu/doc/document/ST-6107-2020-INIT/en/pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2020/EBA%20Opinion%20on%20DGS%20funding%20and%20uses%20of%20DGS%20funds.pdf
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= Depositors should be better informed of the DGSs;
= The list of deposit eligible for DGS protection should be expanded and could include the deposits
made by public authorities and the deposits made by financial institutions on behalf of their clients;

In its second opinion, the EBA suggested:

= To ensure that depositors are not unduly left without access to their funds when the decision that
deposits have become unavailable ha not (yet) been made by the authorities.

=  Depositors should have access to an appropriate daily amount from their deposits;

= The depositor protection should be enhanced: depositors should be clearly informed about the most
relevant features of such protection;

= The new framework should establish the best way to reimburse depositors who have placed deposits
with credit institutions protected by DGSs from other Member States.

This third opinion, which must be read alongside the two previous opinions, provides recommendations on
the follow topics:

= Target level, collection of contributions and fund access;

=  The definition of available financial means;

=  Extraordinary contributions and alternative funding arrangements;

=  The use of DGS funds for interventions other than pay-outs;

=  The use of failed institutions’ assets for DGS pay-outs;

= Investment strategy;

= Assessment of the impact of risk-based contributions on different business models;

= Contributions from third-country branches;

=  Reporting data.

The European Commission will use these reports to draft its own report on the implementation of the
directive for the European parliament and the Council of the European Union which was due for July 2019.

5t February 2020 — First clues of the European Commission’s strategy for SMEs

The European Commission’s strategy for Small and Medium Enterprises (SMEs), initially planned for March 4th,
was presented in a communication to be released on March 10%™. SME strategy is one of the items listed in the
most recent provisional College agenda published on February 5.
According to our information, the European Commission to:

= Review the Late Payments Directive and insure its effective implementation by the Member States.

The Commission intend to apply a ‘zero-tolerance principle’ regarding the enforcement of the
directive. The European Union shall become a “late payments-free zone” ;
= Encourage SMEs’ access to financing : a new “ESCALAR” initiative should be launched, promoting
private investment and SME’s development through venture capital ;
= Adjust the definition of SME ;
= Help SMEs in their digital and environmental transformations by creating networks and partnerships ;
=  Promote innovation: 70% of the future European innovation Council’s financing, to be created in 2021,
will benefit SMEs.
Next steps
The Commission will present its SME strategy on March 10%.

February 2020 — ECB - Assessment of bank lending to corporates



https://ec.europa.eu/transparency/regdoc/rep/2/2020/EN/SEC-2020-2324-F1-EN-MAIN-PART-1.PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32011L0007&from=FR
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The European central bank (ECB) has published an article assessing bank lending to corporates in the euro
area since 2014.

The report states that bank lending remains the most important source of external finance for euro area firms
even though the financing from non-banking institutions has increased.
Banks loans represent for around 45% of total non-financial corporation (NFC) debt financing in 2018. This
ratio has decreased from 60% in 2007.
The article focuses on two points:
1. Improvement of banks credit supply conditions supporting the growth in corporates’ business
investment

Following the period of adjustment of bank balance sheets between 2008 and 2013, banks have improved their
credit supply conditions which has led to the growth in corporates’ business investment.
The article notes that the credit supply has complemented the stronger demand for credit, which in turned led
to an improvement in the macroeconomic outlook, corporate sheets and corporate profitability.

2. The recovery in NFC lending has been supported by the ECB’s monetary policy measures

Bank lending to euro area corporates has gradually recovered since 2014 but growth remains below pre-crisis
levels.

The annual growth in loans to non-financial corporations returned to a positive territory in 2015 and increased
gradually to reach 4.3% in September 2018.

According to the authors, the overall moderate pace of the recovery in NFC bank lending since 2014 mainly
reflects the post-crisis deleveraging process and the growing relevance of alternative sources of finance.

31% January 2020 — the EBA launches its 2020 EU-wide stress

On January 31th 2020 the European banking authority launched its 2020 EU-wide stress test exercise. For the
first time, the adverse scenario follows a “lower for longer” narrative, i.e. a recession coupled with low or
negative interest rates for a prolonged period. This stress test will provide supervisors, banks and other market
participants with a common analytical framework to consistently compare and assess the resilience of the EU
bank system.

This adverse scenario relates to a prolonged period of historically low interest rates coupled with a strong drop
in confidence leading to a significant weakening of economic growth in EU countries. There would be a
prolongation of negative growth and the low interest rate environment could further exacerbate the search for
yield behaviour by investors, leading to the under-pricing of risks and asset price misalignment, which could
reverse as market sentiments changes and/or risks materialise.

This scenario forecasts a decline of the EU real GDP by 4.3% cumulatively by 2022. The unemployment rate
would rise by 3.5%, equity prices in global financial markets would fall by 25% in advanced economies and by
40% in emerging economies, residential real estate prices would decline by 16% and commercial real estate
prices would decline by 20%.

This stress test will be conducted on a sample of 51 EU banks which covers 70% of total banking sectors assets
in the EU and Norway.

The result will be published by July 31th 2020 but there will be no pass-fail threshold.



https://www.ecb.europa.eu/pub/economic-bulletin/articles/2020/html/ecb.ebart202001_02~4b66d511a2.en.html#toc1
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31t January 2020 — Internal models: the EBA published its report on credit and market risks

On January 31th 2020, the European banking authority (EBA) published two reports on risk weighted assets
(RWAs) on the credit risk exercise and the market risk exercise.

These reports aims at restoring trust in internal models and at preventing inconsistencies.
= Credit risk

The report on credit risk analyses the keys results of the 2019 supervisory benchmark (SVB) exercise for both
high-default portfolios (HDPs) and low-default portfolios (LDPs). 111 institutions have submitted their data for
this exercise.

The objectives of this report are to:

1. Provide an overview of the existing risk-weighted asset (RWA) variability and drivers of differences;
Summarise the latest results of the supervisory assessment of the quality of the internal approaches in
use;

3. Provide evidence to policymakers for future activities relating to RWA difference.

The key results are the following:

o Thevariability of the risk weight under the standardized approach over the HDP standard approach
exposure is similar to that of the global charge under the IRB approach. The internal approach
does not lead per se to higher variability in the capital requirements than the variability already
embedded in the standardised approach.

o For both the internal and standardised approach, a top-down analysis highlighted that the default
mix (share of defaulted exposure) and the portfolio mix (the share of regulatory (sub) exposure
classes) explain more than 70% of the observed variability.

o Inthesame exposure class, the variability under the IRB approach follows in a conservative manner
the empirical variability of risk

Regarding the LDP, the report concludes that the internal approach is reliable for the assessment of risk:

o Theresults are stable over the years if based on a common sample, with around 50% of variability
by the default and portfolio mix similarly to the HDP;

o In absolute terms: The non-risk-based variability of the probability of default (PD) estimates on
single counterparties has a limited impact on the variability of RW

o Inrelative terms: a statistical analysis indicates that institutions rank obligators consistently.

=  Market risk

The report is based on a hypothetical portfolio exercise (HPE) conducted in 2018/2019. The report shows a
substantial reduction in terms of dispersion in the initial market valuation and some reduction in risk measures.
The EBA explains the remaining dispersion with the use of new benchmarking instruments being used by
banks for the first time.



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/EBA%20Report%20-%20Results%20from%20the%202019%20Credit%20Risk%20Benchmarking%20Exercise.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/EBA%20Report%20results%20from%20the%202019%20Market%20Risk%20Benchmarking%20Exercise.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/EBA%20Report%20-%20Results%20from%20the%202019%20Credit%20Risk%20Benchmarking%20Exercise.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/EBA%20Report%20results%20from%20the%202019%20Market%20Risk%20Benchmarking%20Exercise.pdf
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28" January 2020 - Late payment in commercial transactions: the Court of Justice of the European Union
ruled that Italy infringed the directive

On January 28™, the Court of the Justice of the European Union (CJEU) held that Italy infringed the directive on
combating late payment in commercial transactions. The CJEU ruled that Italy did not ensured that its public
authorities, when they were debtors in such transactions, effectively complied with periods for payment not
exceeding 30 or 60 calendars.

Several Italian economic operators and associations of economics operators had denounced the long periods
in which the Italian public authorities systemically pay their invoices and brought the case in front of the CJEU.

Italy argued that the late payment directive only requires Member States to guarantee in their legislation a
maximum periods for payments. The Court of Justice rejected this argument and declared that the directive
also requires Member States to ensure effective compliance, by their public authorities, with the periods for
payment it prescribes.

The Court also rejected Italy’s arguments according to which public authorities cannot engage the liability of
the Member States to which they belong when acting in commercial transaction.

28t January 2020 - the ECB presented its requirements capital

On January 28 2020, the European Centrale Bank (ECB) presented the results of its Supervisory Review and
Evaluation Process (SREP).

SREP assesses banks’ strategies, processes and risks to determine how much capital each bank needs to cover
its risks.

The ECB declared that the CET 1 requirements for 2019 remained stable at around 10.6%. The Authority also
set for the first time its requirements on the Pillar |l (see the list of the banks).

The ECB confirmed the continuous decline of non-performing loans (3% in 2019 versus 8% in 2018).

25 January 2020 — ECB publishes its supervisory banking statistics for Q3 2019

On January 25™, the European Central Bank (ECB) published the banking statistics for the third quarter 2018.

= (Capital ratio
The Common Equity Tier 1 ratio stood at 14.18%, the tier 1 ratio at 15.40% and the total capital ratio
at 17.83%.

=  Asset quality
The non-performing loans ratio (NPL ratio) continued to decrease to fell at 4.17%, the lowest level
since 2015.

= Liquidity coverage ratio
The liquidity coverage ratio stood at 140.93% in the third quarter 2018 ( 140.91% in the second
quarter 2018).

19" January 2020 — the FSB publishes its report on non-banking financial intermediation



http://curia.europa.eu/juris/document/document.jsf?docid=222742&text=&dir=&doclang=FR&part=1&occ=first&mode=lst&pageIndex=0&cid=6636622
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32011L0007&from=FR
https://www.bankingsupervision.europa.eu/banking/srep/srep_2019/html/aggregate_results_2019.en.html#toc23
https://www.bankingsupervision.europa.eu/banking/srep/srep_2019/html/aggregate_results_2019.en.html#toc23
https://www.bankingsupervision.europa.eu/banking/srep/srep_2019/html/p2r.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2019/html/ssm.sbs190125.en.html
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On January 19%, the Financial Board Stability (FSB) published its Global Monitoring Report on Non-bank financial
intermediation 2019 which assesses the global trends and risks from non-bank financial intermediation (NBFI).

The FSB considers the non-banking financing as a “valuable source” for households and companies but it also
represents a source of systemic risk if these entities are involved in activities usually performed by banks such
as maturity/liquidity transformation and the creation of leverage.

The report is composed of two parts:

1. Size and trends of financial sectors
Since 2011, the FSB has been using different indicators:

= The Monitoring universe of non-bank financial intermediation (MUNFI): the MUNFI is a broad
measure of all NBFI, comprised of all financial institutions that are not central banks or publics
institutions. The MUNFI declined to $183.7 trillion in 2018 compared to 2017. This decrease can be
explained by a decline in the assets of Others Financial Intermediaries (OFls) associated with stock
market which declined. These stock market declines reduced the value of financial assets held by
investment funds. The OFls is defined as subset of MUNFI, comprised of all financial institutions that
are not central banks, banks, public financial institutions, insurance corporations, pension funds or
financial auxiliaries. Factoring activities are included in this broad definition.

= The global financial assets grew by 1.4% in 2018 which was mainly driven by banks: banks’ assets
increased by 2.8% in 2018.

= The lending from OFls continued to grow but banks remain the first and largest source of credit
intermediation: lending from OFl increased by 3% in 2018, banks loans increased by 5.9%.

= Repo assets and liabilities of OFls increased in 2018, with the net repo position remaining largely
unchanged

=  The connection between banks and OFls through credit and funding relationships has remained largely
unchanged since 2016

2. Potential risks from NBFI link to financial stability and regulatory arbitrage
For this part, the FSB used the concept of “narrow measure” which is composed of non-bank financial
institutions that authorities have assessed as being involved in credit intermediation activities that may pose
bank-like financial stability (credit intermediation activities that involves maturity/liquidity transformation,
leverage or imperfect credit risk transfer) and/or regulatory arbitrage, according to the methodology and
classification guidance used in the FSB’s annual monitoring exercises.

The FSB concludes that the narrow measure of NBFI grew by 1.7% in 2018, resulting to $50.9 trillion. Non —
bank financial entities engaging in loan provision that is dependent on short-term grew by 6.9% in 2018, which
represents 7% of the narrow measure.

The entities working in the facilitation of credit creation grew by 5.0% in 2018 which represents less than 1%
of the narrow measure. The entities engaged in securitization-based credit intermediation remained stable in
2018 with 9.3% of the narrow measure.

15 January 2020 — the ECON committee of the European Parliament publishes the composition of its
Banking Union Working Group



https://www.fsb.org/wp-content/uploads/P190120.pdf
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In January 2020, the Economic and monetary affairs committee (ECON) announced the creation of the Banking
Union Working Group (BUWG).

The Group is composed of 22 ECON members:

= Irene Tinagli (ECON Chair, S&D)
= Markus Ferber (EPP)
= Lidia Pereira (EPP)
=  Georgios Kyrtsos (EPP)
= Othmar Karas (EPP)
=  Danuta Maria Hiibner (EPP)
= Cristian-Silviu Busoi (EPP)
= Jonas Fernandez (S&D)
=  Paul Tang (S&D)
= Joachim Schuster (S&D)
=  Pedro Marques (S&D)
= Luis Garicano (Renew)
=  Engin Eroglu (Renew)
= Stéphane Séjourné (Renew)
= Sven Giegold (Verts/ALE)
= Kira Marie Peter Hansen (Verts/ALE)
= Valentino Grant (ID)
=  Gunnar Beck (ID)
= Martin Schirdewan (GUE)
=  Piernicola Pedicini (NI)
Two representatives of the ECR will also join the working group.

The Group will pursue the work undertaken by the previous Banking Union Working Group set up in October
2014. The Group will meet with the representatives of the Single Supervisory Mechanism (SSM), the Single
Resolution Mechanism (SRM), the European Commission and the European Banking Authority.

January 2020 - ECB presents its priorities for 2020

In January 2020, the European Central Bank (ECB) presented its 2020 supervisory priorities.

The ECB identified the following sources of banking sector risks in cooperation with the national competent
authorities:

=  Economic, political and debt sustainability challenges in the euro area;
= Business model sustainability;

= Cybercrime and IT deficiencies;

= Execution risk attached to banks’ strategies for non-performing loans (NPLs);
= Easing lending standards;

=  Repricing in financial markets;

= Misconduct/money laundering/terrorism financing;

=  Brexit;

=  Global outlook and geopolitical uncertainties;

=  Reaction to regulation;

=  (Climate-change related risks.



https://www.bankingsupervision.europa.eu/banking/priorities/pdf/ssm.supervisory_priorities2020~b67449d936.en.pdf
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Whereas restoring health of balance sheets was the priority one these past years, the ECB has gradually shifted
its focus on banks’ resilience and the sustainability of their business models.

The supervisory priorities have been redirected to the following aims:

1. Continuing balance sheet repair

=  Non-performing loans: Despite the decrease of NPLs in Europe since 2014, the ratio remains high elevated
by international comparison. Therefore, the ECB will pursue its work to reduce the level of NPLs and
prevent the build-up of new NPLs in the future.

= Internal models: the ECB will pursue its work to ensure the adequacy of internal models used by banks in
calculating their regulatory capital requirements and will focus on the remediation of the detected
shortcomings.

= Trading risk and asset evaluations: the ECB will enhance its focus on trading and market risk aspects. The
Autority plans to carry out inspections at banks which are exposed to complex instruments marked at fair
value.

2. Strengthening future resilience

=  Credit underwriting criteria and exposure quality on real estate and leverage finance: The ECB will
continue to assess the quality of banks’ underwriting criteria.

=  Capital and liquidity management, ICCAP and ILAAP: The ECB will continue its work towards improving
banks’ ICCAPs and ILAAPs (Internal capital and liquidity adequacy assessment processes). The ECB will also
improve the transparency around the risk drivers of the Pillar Il capital requirements.

= Business model sustainability: Banks’ profitability remains under pressure from the economic
environment with low interest rates, legacy issues, high competition from banks and non-banks and
digitalisation. The ECB will therefore continue assessing banks’ business models and profitability.

= |IT and cyber security: the ECB will continue to assess the IT and cyber risks facing banks. Significant banks
will be asked to report any significant cyber incidents to the ECB.

= EU —wide (biennial) and ECB stress test exercises: along with the 2020 stress tests for significant banks,
there will be two complementary exercises :
o EBA will launch a EU-wide stress for significant banks;
o The ECB will conduct an additional stress test for the remaining significant banks not
participating in the EU-wide stress
= Governance: the ECB will focus on banks’ adherence to governance expectations in the context of each of
the above activities aimed at strengthening future resilience. The ECB will assess governance aspects from
several perspectives:
o Board functioning
o Organisational framework
o Internal controls functions
o Data aggregation and quality

3. Others priorities
=  Follow up on Brexit work: the ECB will monitor the implementation of banks’ Brexit plans and their

adherence to supervisory expectations.
= |FRS 9: the ECB will continue to monitor the implementation of IFRS 9.

18" December 2019 — EBA publishes its RTS on the Standardised Approach for Counterparty Credit Risk
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On the 18™ December 2019, the European Banking Authority (EBA) published its final Regulatory Technical
Standards (RTS) regarding the Standardised Approach for Counterparty Credit Risk (SA-CCR).These RTS
complement the regulation on funds requirements (CRR 11).

These RTS set out:
= The method for identifying the material risk drivers of derivative transactions;

= The formula that institutions are to use to calculate the supervisory delta of options, when mapped to
the interest rate risk category;

= A method suitable for determining the direction of the position in material risk driver.

These Regulatory Technical Standards (RTS) also proposes a new mapping of derivatives into risk categories. To
identify the material risk driver(s) of derivative transactions, the EBA suggests a three-pronged methodology:

= A quantitative approach

This first approach relies on purely qualitative information and is suitable for simple and standard
derivative transactions. It is based on a simple criterion to be satisfied and is meant to provide
proportionality in the assessment, in the sense of rendering the mapping of ‘simple’ derivative
transactions straightforward and without requiring the computation (and comparison) of sensitivities.
This approach is expected to provide the mapping for the majority of transactions.

= A qualitative and quantitative approach

This approach is more detailed and hinges on a quantitative assessment of the sensitivities in order to
classify possible risk drivers based on materiality considerations. After the qualitative identification of
all the risk drivers of the derivative transaction and an assessment of their materiality to identify
material risk drivers, institutions have to use quantitative inputs, typically sensitivities.

= Afallback approach

This approach is a conservative and simple backstop, which identifies all possible risk drivers of a
transaction as material. This third approach is considered as a fall back option: if the assessment
performed in accordance with the second approach does not make it possible to determine which of
the risk drivers are material, institutions are required to simply allocate the derivative transaction to
all the risk categories corresponding to all the risk drivers of the transaction.

18" December 2019 — EBA pushes for long-term horizons in strategy and business bank activities

On the 18" December, the European Banking Authority published its report on undue short-term pressures
from the financial sector on corporations.

As a reminder, this report responds to a call for advice from the European Commission as part of its Action Plan
on the financing of sustainable growth. The EBA was required to provide the European Commission with
recommendations that could be taken to ensure that long-term perspectives are adequately considered in the
financial sector.

As a reminder, the high level expert group (HLEG) on sustainable finance had recommended to “confront short-
termism in financial market so as to reduce its negative impact on long-term corporate investment and
development”.



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Consultations/2019/CP%20on%20EBA%20launches%20consultation%20on%20technical%20standards/Final%20guidelines/EBA-RTS-2019-02%20%28Final%20draft%20RTS%20on%20SA-CCR%29.pdf
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32019R0876&from=FR
https://eba.europa.eu/sites/default/documents/files/document_library/Final%20EBA%20report%20on%20undue%20short-term%20pressures%20from%20the%20financial%20sector%20v2_0.pdf
https://ec.europa.eu/info/sites/info/files/180131-sustainable-finance-final-report_en.pdf
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EBA’s first aim was to assess the presence and drivers of short termism. The EBA concludes that there are limited
evidence of short-termism but the Authority is not in position to label it as “undue”. The EBA looked at whether
there were potential:

v' short-term pressures exerted by banks on corporate clients

v' short-term pressures banks may be under on their own, by shareholders and capital markets.

The EBA called to:

*  “maintain a robust regulatory prudential framework as a pre-condition for long-term investments,
while continuing monitoring potential unintended consequences of financial regulations on the supply
of sustainable investment financing ;

= foster the adoption of longer-term perspectives by institutions through more explicit legal provisions
on sustainability in the Capital Requirements Directive (CRD);

= continue enhancing disclosures of long-term risks and opportunities, by both corporations and banks,
by setting principles and requirements that can ensure comparability and reliability of disclosure e.g.
through amendments to the Non-Financial Reporting Directive;

= improve information flows, data access and support the role of the banking sector in raising awareness
on sustainability challenges and environmental, social and governance (ESG) risks, for example through
the development of platforms or by setting-up a centralised database on environmental data for
financial sector.”

17" December : The Financial Stability Board publishes its work program for 2020

On December 17, the Financial Stability Board (FSB) published its work program for 2020. The role of the FSB
is to monitoring the evolutions of the financial system and assess the risks for financial stability.

In 2020, the FSB will continue assessing the vulnerabilities of the financial system, taking into account non-bank
financial intermediation, increasing cyber-risks and digital innovation :

- Non-bank financial intermediation (NBFI) : The FSB will assess the resilience of non-bank financing.

The annual global monitoring report on NBFI will be strengthened.

- Insurance : The FSB will receive from the International Association of Insurance Supervisors (IAIS) an
annual report of its monitoring exercise.

- FinTech : The FSB will examine the issues related third-party dependencies and issue two reports : one
on BigTech in emerging economies, and a second one on the range of practices regarding the use of
RegTech and SupTech.

- Global stablecoins : The FSB will continue its work to assess the risks linked to these specific crypto-

assets. One public consultation will be launched, a report will follow.
- Cross-border payments : The FSB will issue a roadmap to enhance global cross-border payments.

- Cybersecurity : A public consultation on the methods to cyber incidents will be launched, followed by
the creation of a toolkit.
- Accounting and audit : A roundtable on external audit will be held.

- Financial benchmarks : A progress report on implementation of benchmarks reforms will be issued,

plus a report on the remainin challenges.



https://www.fsb.org/wp-content/uploads/P171219.pdf
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The FSB will also ensure the operationalisation of the post-crisis reforms:
- A consultation will be launched on the financial resources to support CCP resolution, followed by final
guidance.

Finally, it will monitor the implementation of the G20 reforms, including Basel Ill, and evaluate their effects.

Please find below an indicative calendar of publications :

Indicative time of FSB publications planned for 2020

Date Report Comment
February Country peer reviews of Mexico and South Africa
April Public consultation paper on addressing regulatory issues | G20 deliverable
of stablecoins

Public consultation paper on toolkit of effective practices | G20 deliverable
for cyber incident response and recovery

Public consultation on guidance on financial resources to
support CCP resolution

May Country peer review of Germany

June Assessment Methodology for the application of the Key
Attributes to the insurance sector

Consultation report on the evaluation of the effects of G20 deliverable
TBTF reforms for banks

July Report on range of practices on the use of RegTech and G20 deliverable
SupTech

Report on BigTech in finance in EMDEs G20 deliverable
Final report on addressing regulatory issues of stablecoins | G20 deliverable

Progress report on addressing issues in correspondent | G20 deliverable
banking and banking services for remittances

Report on remaining challenges for LIBOR transition G20 deliverable

FSB financial stability surveillance framework

September | TCFD implementation monitoring report

October Roadmap, with practical steps and indicative timeframes, | G20 deliverable
to enhance global cross-border payments

Final toolkit on effective practices for cyber incident | G20 deliverable
response and recovery

Progress report on addressing market fragmentation G20 deliverable

November Annual report on implementation and effects of financial | G20 deliverable
regulatory reforms

Final report of the evaluation of the effects of TBTF G20 deliverable
reforms for banks

Progress report on implementation of benchmark reforms
Identification of G-SIBs for 2020

Country peer reviews of Indonesia and United Kingdom

December | Annual global monitoring report on NBFI

Final guidance on financial resources to support CCP
resolution

Annual resolution report

Stocktake of range of practices in implementing the TLAC
standard

16" December 2019 — The Basel Committee publishes the amended version of the consolidated Basel
Framework
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On the 16th of December, the Basel committee published the first amended version of the consolidated Basel
framework.

As a reminder, the Basel Committee published in April 2019 a draft version of the consolidated Basel framework.
The standards were published in a new format (with the 14 standards divided in chapters) and reorganized the
existing requirements (not introducing new requirements but amending them when needed). When preparing
this new presentation, the Basel committee spotted some inconsistencies between the Basel requirements. The
Basel committee launched a public consultation in August 2019 regarding the minor policy changes needed.

Based on the feedback received from the stakeholders, the Basel committee has published a first version of the
consolidated framework.

This document published lists the edits to the consolidated Basel framework:
=  Definition of eligible capital
= Calculation of RWA for credit risk
= Leverage ratio
=  large exposure
= Calculation of RWA for market risk
= Margin requirements

= Disclosure requirements

The Basel Committee encourages the jurisdictions to implement those final requirements by 1% January 2022.

December 16" : The EBA publishes its templates for the EU-wide 2020 stress test.

On December 16, the European Banking Authority (EBA) published its final templates for the 2020 EU-wide
stress test. The stress test will be formally launched in January 2020.

As a reminder, the EBA published its draft version of the templates in November. The templates were submitted
to banks for a testing phase.

Please note that the templates published on December 16" are only informative. The official version was sent
to banks.

The first results of the stress tests will be submitted to the EBA on April 2020.

4t December : Basel Ill : the EBA publishes the second part of its impact study and its advice to the European
Commission

On December 4™, the European Banking Authority (EBA) published the second part of its impact study on the
implementation of Basel 1. As a reminder, the first part of the study was published in August 2019 (see the note
attached to this email) :



https://www.bis.org/bcbs/publ/d491.pdf
https://eba.europa.eu/file/442114/download?token=n3SaNSl3
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- Impact study and key recommendations : macroeconomic assesment, credit valuation adjustment and

market risk
- Policy advice on the Basel lll reforms on credit valuation (CVA) and market risk

This second part of the EBA opinion completes the first impact study by including an evaluation of the impact
of CVA’s review and market risks, plus advice regarding their application.

Based on the Fundamental review of the trading book (FRTB), the impact study finds that the implementation
of Basel Il will increase by 23.6% the minimum required total capital. The impact of the reforms is therefore
inferior to what was previously estimated.

The total cost of Basel Ill implementation, according to these conservative assumptions, would reach 124.8
billion euros for the whole european financial sector. The previous estimations were also higher (€ 135.1 billion
including € 91.1 billion for category 1 own funds (CET1)).

This gap between August’s and December’s estimations can be explained by the reduced impact of market risks
(2,2% instead of 2,5%) and the output floor (8,6% instead of 9,1%).

The macroeconomic assessment finds that the implementation of Basel Il should benefit the european
economy. The costs of the implementation of Basel Il should be modest, according to the EBA. Also, the reform
should ease the impact of potential future economic crisis by reducing their probability and intensity.

The EBA supports a full application of Basel Il standards at the european level, as it would reinforce the liability
of the european banking system. It would also ensure the smooth functioning of the global banking market.

Concerning the CVA, the EBA estimates that even though the risks brought by the CVA are substantial, but
should be considered as prudential risks.

3" December 2019 —The European Commission publishes a study on individual and collective loan enforcement
loan in the EU Member States

On the 3 of December 2019, the European commission published a study on the individual and collective loan
enforcement laws in the EU member states conducted by the University of Cambridge.

This study aimed at analyzing and comparing the 28 Member states laws on loan enforcement (rate and time
to recovery). The study took the perspective of a bank as lender enforcing a loan contract against a company, a
sole trader, a partnership or a consumer as borrower.

The study notes several cases for reform:

= The report points out a suboptimal structure in a large number of Member States’ laws. The
enforcement of secured loans and private enforcement are at a disadvantage compared to the
enforcement of unsecured loans and recovery attempts by way of insolvency proceedings;

= The report points out the differences between the Member States regarding their legal framework for
the enforcement of loans. These differences concern the enforcement of secured loans, the
enforcement against consumers and individual enforcement.

The report also identifies best practices for high recovery rates and quick recovery results:

=  Freedom of contract for the bank and the borrower to design an optimal loan relationship;



https://eba.europa.eu/sites/default/documents/files/document_library/Basel%20III%20reforms%20-%20Impact%20study%20and%20key%20recommendations%20%20macroeconomic%20assessment%20credit%20valuation%20adjustment%20and%20market%20risk.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/EBA-2019-Op-15%20-%20Policy%20Advice%20on%20the%20Basel%20III%20reforms%20on%20credit%20valuation%20adjustment%20%28CVA%29%20and%20market%20risk.pdf
https://ec.europa.eu/info/sites/info/files/business_economy_euro/growth_and_investment/documents/191203-study-loan-enforcement-laws_en.pdf
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=  Possibility to grant security for the loan and the protection of the bank’s security in the insolvency of
the borrower;

=  Reliability of contracts in the financial distress of the debtor;
= Creditor control in collective enforcement proceedings;

= Efficient enforcement institutions such as courts and other authorities involved in the administration
of formal enforcement action by the bank.

The study notes that Member States converge towards best practices for the enforcement of bank for unsecured
creditor in the insolvency proceedings of all types of debtors:

=  The ease with which the bank can open insolvency proceeding to enforce its claims;

=  The ability of the insolvency administrator to recover assets the debtor has transferred to the other
persons;

= The preservation of the contractually agreed priority order in the insolvency proceedings as regards
security;

=  Governance aspects of the insolvency proceedings;

=  Court clearance rates for corporate insolvency proceedings.

29" November : NPL directive : the ECON committee publishes its draft report to foster the development of
secondary markets for non-performing loans

On November 29, The committee on economic and monetary affairs (ECON) of the European parliament
published its draft report on the European Commission’s directive proposal on credit servicers and credit

purchasers.

The Commission’s proposal sets two objectives :

v"  Developing a secondary market by removing obstacles to the sale and management of credits by

third parties. The secondary market would include business and consumer credits.

The Commission aims to set common rules for credit management and credit sale to third parties. The
proposal states that bank loans purchasers (performing and non performing) shall inform national
supervisory authorities. The project will also include legal guarantees and transparency obligations in
order to prevent the transfer of exposures if the sale infringes the debtor’s rights and interests.

v' Enhancing the protection of secured creditors by introducing an extrajudicial collateral enforcement

procedure for debt recovery. This procedure would apply for business credits, not for consumer credits.
The extrajudicial procedure shall be agreed in advance, when signing the contract between the creditor
and the debtor.

As a reminder, the ECON committee published a first draft report in March 2019, but disagreements within the
committee prevented the adoption of a compromise text by the European parliament.

The present report only concerns the first part of the Commission’s proposal on credit servicers and credit
purchasers, aiming to develop a secondary market for non performing expositions. The rapporteur Esther de



https://www.europarl.europa.eu/doceo/document/ECON-PR-644827_EN.pdf
https://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
http://www.europarl.europa.eu/sides/getDoc.do?type=COMPARL&reference=PE-629.419&format=PDF&language=EN&secondRef=01
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Lange (EPP ; NL), who was already working on the proposal during the previous term, was joined by her co-
rapporteur Irene Tinagli (S&D ; IT). Ms. Tinagli is replacing her predecessor Roberto Gualtieri, who left the
European parliament to become the new Italian Minister of Finance.

The second part of the directive proposal will be subject to another directive.

= Field of application of the directive (Recital 11 and article 1)

Whereas the original proposal introduced the possibility to extend the scope of the directive to performing
loans, the ECON committee proposed that it should only apply to the repurchase of non-performing loans
(amendment 11).

Consumer credits are included in the scope of the directive.

= Requirement for granting an authorisation (article 5) and procedure for granting or refusing an

authorisation (article 6)

Whereas the Commission proposal stated that the applicant had to be a citizen of the EU or a legal person, the
ECON committee removes the citizenship criteria, but adds the necessity for the applicant to have a registered
office of a head office in the member State in which he is seeking authorisation. The draft report simplifies the
Commission proposal regarding the domiciliation and representation criteria mentioned in articles 16 to 18.

The ECON committee adds that applicants must prove that they have a sufficient initial capital, a good
governance model, adequate own funds, and that they respect reporting and public discolure requirements.

The draft report extends the response time for granting of refusing an application from 30 days to 90 days.

=  Consumer protection (article 5)

The ECON committee strengthens the Commission proposal by adding that the applicant should ensure
compliance with debtor protection.

=  Credit purchasers (Recital 31 article 13)

The draft report reinforces the requirements for credit purchasers when transferring non-performing credit
agreements. The purchaser should inform the authority of the home Member state on a quarterly basis about
the transferred credits, and whether they include consumer credits.

The draft report will be discussed within the ECON committee on December 12", The members of the
parliament will then table amendments.

29" November 2019 — The Financial Stability Board (FSB) publishes its report on SMEs financing evaluation

On the 29th November 2019, the Financial Stability Board (FSB) published its report on the Evaluation of the
effect of financial regulatory reforms on small and medium-sized enterprises financing.



https://www.fsb.org/wp-content/uploads/P291119-1.pdf
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This study was led in the context of the implementation of the initial Basel Ill capital and the liquidity
requirements agreed in 2010. The report concludes that the reforms which were applied by the banks, primary
providers of SME financing, had no material or persistent negative effect on SMEs financing but have tightened
the SME lending:

“the analysis does not identify material and persistent negative effects on SME financing in general, although
there is some differentiation across jurisdictions. There is some evidence that the more stringent risk-based
capital (RBC) requirements under Basel Ill slowed the pace and in some jurisdictions tightened the conditions of
SME lending at the most “affected” banks (i.e. those least capitalised ex ante) relative to other banks. These
effects are not homogeneous across jurisdictions and they are generally found to be temporary.”

Based on the answers received from the stakeholders, the FSB states that SME financing trends are largely
driven by macroeconomic conditions and factors other than financial regulation.

The growth of SMEs lending is increasing since the financial crisis but the volume of bank lending to SMEs
remains below the pre-crisis-level in some jurisdictions.

The study also points out a reallocation of bank lending towards more creditworthy firms after the reforms,
explaining this was not specific to SMEs. The report recognizes that the Risk-Based Capital Ratio reform has
affected the lending condition for SMEs for the most constrained banks. The banks most affected have kept
relatively higher loan rates charged to SMEs and loan collateralization has also increased.

The report reminds that SMEs financing sources are diverse across jurisdictions, which is due to the differences
in financial system and the macroeconomic conditions as well as firm structures and characteristics. Whereas
micro and smalls SMEs rely on internal financing, for other SMEs, bank lending remains the prevalent form of
external SME financing in almost all jurisdictions.

The access to capital market remains however low for SMEs.

Alternative, non-traditional forms of financing such as financial technology (FinTech) credit have seen their
importance increase in the recent years.

27t November 2019 - Guiding principles for the operationalisation of a sectoral countercyclical capital
buffer

On November 27, the Basel Committee on Banking Supervision (BCBS) published guiding principles for the
operationalization of sectoral countercyclical capital buffer (SCCyB).

The countercyclical capital buffer (CCyB) was introduced in the Basel standards in 2010 and was phased in from
January 2016. The CCyB became effective on January 1%t 2019.

The Basel standards provide that national authorities can put in place a sectoral countercyclical buffer (SCCyB)
requirement in order to ensure that the banking system has an additional buffer of capital to protect it against
potential future losses related to downward phases of credit cycles. The main goal is to help maintaining the
flow of credit in the economy by alleviating them in case of economic slowdown.



https://www.bis.org/bcbs/publ/d487.htm
https://www.bis.org/bcbs/publ/d487.htm
https://www.bis.org/bcbs/publ/d487.pdf
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The SCCyB is presented as a complement to the CCyB: the SCCyB is a targeted measures which can be used by

the national authorities to temporarily impose additional capital requirements to address the build-up of risk in

a specific sector.

To support the national jurisdictions, the Basel committee published the following guidelines:

Principle 1: In taking buffer decisions, national authorities should be guided by the primary objective
of the SCCyB, namely to ensure that the banking sector in aggregate has the capital on hand to help
maintain the flow of credit in the economy without its solvency being questioned, when faced with
losses related to the unwinding of sectoral cyclical imbalances.

Principle 2: National authorities should define a small number of target segments. These segments
should be (i) potentially significant from a financial stability perspective and (ii) prone to cyclical
imbalances. If jurisdictional reciprocity is deemed important, then to facilitate voluntary reciprocation
the target segment should be defined in a way that ensures its replicability by jurisdictions other than
the home jurisdiction.

Principle 3: Depending on the situation, national authorities may wish to either activate the SCCyB or
the Basel Ill CCyB, or to activate both buffers simultaneously. An activation of the SCCyB instead of the
Basel Il CCyB should be based on an assessment demonstrating that imbalances are confined to a
specific credit segment. When national authorities consider switching between the SCCyB and the Basel
Il CCyB and vice versa, a smooth transition should be ensured. This may include allowing both buffers
to be activated simultaneously, in which case national authorities should ensure that the adding up of
buffer rates does not result in double counting of risk.

Principle 4: National authorities should identify a transparent set of indicators that have the ability to
act as early warning indicators for sectoral imbalances in their home countries and are associated with
an increase in system-wide risk in the financial system.

Principle 5: National authorities should ensure an adequate calibration of the tool. An adequate
calibration is key that the SCCyB can achieve its objectives.

Principle 6: National authorities’ decision to promptly release the SCCyB when sectoral cyclical risks
materialise should allow banks to absorb losses and maintain lending to the real economy. When
sectoral cyclical risks do not materialise but are judged to recede more slowly, a gradual release of the
buffer may be more appropriate.

Principle 7: National authorities should integrate their decision-making on the SCCyB into their strategy
for communicating their decisions on the Basel Ill CCyB. As part of this strategy, they should also
establish a transparent communication on their assessment of broad-based versus more targeted
cyclical systemic risks in the financial system to key stakeholders and the public (overall risk
assessment).

27" November 2019 - NPL: the Council of the European Union adopts its political compromise on the
accelerated extrajudicial collateral enforcement mechanism

On November 27th, the Council of the European Union published its political compromise on the second part

on the Commission’s directive proposal on credit servicers, credit purchasers and the recovery of collateral.

Split of the European Commission’s proposal in two texts

As a reminder, the Council of the European Union had decided to split the proposal in two directives with:



https://data.consilium.europa.eu/doc/document/ST-14261-2019-ADD-1/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018PC0135&qid=1575453325714&from=FR
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= Afirst text on the development of secondary markets for the sale of non-performing expositions with
a directive on “credit servicers and credit purchasers”. The Council of the European Union had adopted
its political compromise on March 27,

= A second text on a common framework and minimum requirements for out-of-court mechanism to
recover the value from loans guaranteed with collateral in case the borrower is not able to pay back
the loan: on November 27™, the Council has adopted a political compromise on this accelerated extra-

judicial collateral enforcement mechanism.
During the previous legislative mandate, the economic and monetary affairs committee (ECON) of the European
Parliament could not reach an agreement. With the new mandate, the ECON committee has decided as well to

split the proposal in two directives:

= Afirst text on” credit servicers and credit purchasers”

=  Asecond text on the accelerated extrajudicial collateral enforcement (AECE)
Ms. Esther de Lange (PPE; NL) who was the rapporteur on the NPL regulation and on the directive will be the
rapporteur on these texts with Ms. Irene Tinagli (S&D; IT) who replaces Mr. Roberto Gualtieri. Mr. Engin Eroglu
(RE; DE) et Mr. Ernest Urtasun (Verts; ES) are shadow rapporteurs.

Political compromise of the Council of the European Union

The objective of this mechanism is to prevent any excessive build-up of non-performing expositions in the
future. This mechanism provides banks with legal instruments to recover collateral more quickly.

This mechanism will have to be agreed between the credit institution and the borrower (the enterprise) when
the loan is granted. If the borrower defaults the loan, the collateral will be valued to be sold (via private sale or
public auction) or appropriated.

=  Scope of application (article 2)

As a reminder, consumers’ loans and loans secured by residential property which is the primary residence of a
business borrower will be excluded from the mechanism.

=  Conditions for the voluntary use of accelerated extrajudicial collateral enforcement (article 23)

Member States must ensure that the following conditions are fulfilled:

v" The mechanism has been agreed upon in writing (or in a notarised format) by the credit institution
and the borrower: the agreement must specify the enforcement event and the period of time in
which the business borrower may execute the payment in order to avert the start of the
enforcement.

v" The borrower must have been clearly informed about the application and consequences of the
accelerated extrajudicial collateral enforcement before the conclusion of the agreement.

v' The creditor must give to the borrower a certain amount of time to make the due payments and
avert enforcement during at least 4 weeks.

v" Member States may establish that in cases where a business borrower has already paid 85% of the
total amount, the period before the enforcement can be extended of at least 6 months.

= Enforcement (article 24)

The enforcement of the collateral can be achieved with one these means:

v" Public auction or public sale ;
v' Transfer of ownership.
The creditor must organize a valuation of the assets:

v' The creditor and the borrower must choose the valuer together;
v" The valuation must be conducted by a valuer independent from the parties;



https://data.consilium.europa.eu/doc/document/ST-7344-2019-ADD-1/en/pdf
https://data.consilium.europa.eu/doc/document/ST-14261-2019-ADD-1/en/pdf
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v" The valuation must be fair and realistic;
v" The valuation must be conducted specially for the purpose of the enforcement of the collateral.
= Enforcement by realisation (article 25)

The borrower must be informed in a reasonable time prior to the realisation. The European commission has
initially suggested 10 days.

= Enforcement by transfer of ownership to the creditor (article 25a)

The Council’s compromise provides that the creditor pays to the business borrower the positive difference
between the valuation amount of the asset and the sum outstanding of the credit agreement.

= Right to contest the mechanism (article 28)

The business borrower has the right to challenge the enforcement in court.

The Council has added a provision allowing Member States to put in place appropriate measures to discourage
abusive challenges by business borrowers regarding the use of accelerated extrajudicial collateral
enforcement mechanism.

=  Settlement of outstanding amount (article 30)

If the amount realised after the use of the accelerated extrajudicial collateral enforcement mechanism is
lower that the remaining sum to be paid back, Member States may provide for the settlement of residual
liabilities secured by the collateral under that agreement.

Next steps

The ECON committee must adopt its position to start the trilogues with the Council of the European Union.

30t October 2019 — ECB publishes an article on the interaction between LCR and NSFR

On the 30" of October, the European Central Bank (ECB) published an article on the interaction between
different bank liquidity requirements.

The authors discuss the interaction between the liquidity coverage ratio (LCR) and the net stable funding ratio
(NSFR) for banks in the euro area.

Both the LCR and NSFR were included in Basel Il standards in December 2010. Following this introduction in
Basel lll, there was a debate on whether those two requirements were complementary and if they were both
needed to ensure sound liquidity profiles and management.

The research concludes that the two liquidity requirements are complementary and constrain different types of
banks in different ways.

The objective of the LCR is to promote short-term resilience of a bank’s funding profile by ensuring that it has
sufficient liquid assets to cover possible short-term liquidity outflows. The Basel standards provide that banks
must have a “ an adequate stock of unencumbered high-quality liquid assets (HQLAs) that can be converted into
a cash easily and immediately in private markets to meets its liquidity needs for a 30-calendar day liquidity stress
scenario”.

The NSFR on its side is deemed complementary to the LCR in that it aims to ensure funding resilience over a
longer time horizon and requires banks to fund long-term assets with long-term liabilities. The NFSR aims to



https://www.ecb.europa.eu/pub/financial-stability/macroprudential-bulletin/html/ecb.mpbu201910_2~3237802727.en.html
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prevent banks from excessively financing long-term assets with short-term liabilities and thus seeks to mitigate
the potential for future funding stress.

The article states that the two liquidity requirements are complementary and dispels claims that the liquidity
coverage ratio and the NSFR are redundant. It underlines the need for a faithful and consistent implementation
of both measures, along with the implementation of Basel Ill standards.

22"Y November 2019 - Basel Committee publishes more details on global systemically important banks

On November 22", the Basel Committee on Banking Supervision and the Financial Stability Board (FSB)
published its assessment of global systemically important banks (G-SIBs) for 2019.

This list is based on the data collected in 2018.

Banks qualified as G-SIBs are required to respect those standards which are additional to the minimum
standards that apply to all internationally active banks such as:

=  Higher capital buffers
=  Total Loss-Absorbing Capacity (TLAC)
= Resolvability

= Higher supervisory expectations

21t November 2019 - EBA publishes its roadmap on the risk reduction measures package

On November 21th, the European Banking Authority (EBA) has published its roadmaps and the timelines to
delivers the mandates on the risk reduction measures package (CRR Il, CRD V and ) adopted by the Council of
the European Union and the European Parliament in May 2019.

The new package gives to the EBA around 100 new mandates. The Authority will deliver regulatory or
implementing technical standards (RTS/ITS), guidelines and reports on the following areas:

1. Governance and remuneration
2. Large exposures

3. Pillarnl

4. Resolution

5. Pillar 3 Disclosure

6. Supervisory reporting



https://www.bis.org/press/p191122.htm
https://www.fsb.org/wp-content/uploads/P221119-1.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/EBA%20Risk%20Reduction%20Package%20Roadmaps.docx.pdf
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32019R0876&qid=1576074488136&from=FR
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32019L0878&qid=1576074599884&from=FR
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The EBA’s timeline is the following:

1. Governance and remuneration

= Q22020 : Final draft RTS on identified staff

= Q12021:
o Guidelines on sound remuneration policies and proportionality gender pay
o Guidelines on internal governance

o Guidelines on the assessment of the suitability of the members of the management
board (MB)

= Q4 2021: Guidelines on data collection of high earners and Guidelines on benchmarking of
remunerations practices

2. Large exposures

= Q22020 : Final draft ITS on supervisory reporting
= Q42020:

o Final draft RTS on the determination of the exposure arising from derivatives
contracts

o Guidelines specifying the conditions for the substitution approach in respect of
exposures collateralised by the market value of recognised collateral

= Q42021
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o Guidelines specifying the exceptional circumstances under which the large
exposures limits may be breach and corrective measures

o Final draft RTS specifying the criteria for the identification of shadow banking
entities

o Report on the quantitative impact of the removal or, or the setting of a limit to,
some exemptions to the large exposure framework

= Q4 2022: Final draft RTS on connected clients

3. Pillar Il requirements

= Q42021 : GLs on common procedures and methodologies for the supervisory review and
evaluation process (SREP) and supervisory stress testing

4. Resolution
= Q22020 : Final draft ITS on disclosure and reporting of MREL and TLAC
= Q32020 : Report on MREL applications, levels and shortfalls
= Q42020:

o Final draft RTS on the definition of indirect funding and incentives to redeem
eligible liabilities instruments

o Final draft RTS on permission to reduce eligible liabilities to the EBA
o Final draft ITS on MREL decisions reporting to the EBA

o Final draft RTS on the methodology to estimate P2R and CBR for resolution groups
not subject to P2R under CRD IV

o Final draft RTS specifying methods to avoid the internal MREL instruments hamper
the smooth implementation of the resolution strategy

o Final draft RTS specifying further clarifications with regards to the exclusions from
contractual recognition of bail-in

o Final draft ITS on notification to resolution authorities

o Final draft RTS determining the contents of the contractual terms required in
financial contracts governed by third-country law for the recognition stay powers

= Q2 2022: Report on cross holdings of MREL among G-Slls and OSlIs

= Q4 2022: Impact Assessment Report on MREL

5. Pillar 3 Disclosure

= Q22020 : Final draft ITS on pillar 3 disclosures of prudential information + TLAC/MREL

=  H2 2020: Final draft ITS on IRRBB disclosure requirements and Final draft ITS disclosure of
indicators of global systemic importance

= Q4 2020: Final draft ITS on disclosures required to investment firms under IFR
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= Q22021 :Final draft ITS on ESG risks, including climate change risks

6. Supervisory reporting

= Q2 2020: Final draft ITS on reporting implementing CRR2, BRRD2 changes
= Q4 2020: Final draft ITS on investment firms reporting and Report on cost of compliance

= H12021: Feasibility study on integrated reporting.

15" November 2019 - Banking Union : The ECON committee publishes its draft report

On November 15%™, the draft report of the European Parliament’s annual report on Banking Union was
published. It gives an overview of the progresses done and the topics that should be designated as priorities by
the Commission.

The rapporteur, Pedro Marques (S&D ; PT) explained that the reports suggests a “change of paradigm of the
policy for the banking sector”, as “it is time to move forward a policy of risk sharing”.

The main points covered by the report are :

- Transition to a sustainable economy: the financial sector should always be linked to financing the
economy, including SMEs’ funding. Sustainable investments should also be a priority.

- The safe European asset: The Commission should make a new proposal on building a safe European
asset, as defined in a reflection paper on deepening the Economic and monetary union, published in
2017 by the Commission.

- Non-performing loans (NPLs): Even though the ratio of NPLs in the euro area is decreasing, the draft
report recalls the need to ensure consumers’ protection in the context of NPLs transactions.

- Money-laundering: the Commission should develop an adequate regulatory framework in order to
develop a common approach on anti-money laundering policies.

- “Shadow banking” : The interconnection between “traditional” banks and non-financial players
justifies to develop a new macroprudential tool in order to face risks for financial stability.

- Implemention of Basel Ill standards: the draft report asks the Commission to take into account the
ECON recommendations published in November 2016.

The draft report will be submitted to the ECON committee for examination. The project should be presented
to the plenary in March 2020. If adopted, the resolution will be addressed to the Commission, the Council,
national parliaments and the European supervisory authorities (ESAs).

11*" November 2019 - EBA announces timing for publication of 2019 EU-wide transparency exercise and Risk
Assessment Report and publishes its technical package on reporting framework

On November 11%, the European Banking Authority published its EU-wide transparency exercise and an

interactive tool which provides detailed data on capital positions, risk exposure amounts, leverage exposures
and asset quality for 131 banks in the European Union (country by country and bank by bank).

The data used for this exercise are based on the data given at the highest level of consolidation for the reference
of dates for September, December and March 2019.



https://www.europarl.europa.eu/RegData/seance_pleniere/textes_adoptes/provisoire/2016/0439/P8_TA-PROV(2016)0439_FR.pdf
https://eba.europa.eu/eba-announces-timing-publication-2019-eu-wide-transparency-exercise-and-risk-assessment-report
https://eba.europa.eu/eba-announces-timing-publication-2019-eu-wide-transparency-exercise-and-risk-assessment-report
https://eba.europa.eu/risk-analysis-and-data/eu-wide-transparency-exercise
https://tools.eba.europa.eu/interactive-tools/2019/powerbi/tr19_visualisation_page.html
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This exercise comes with the EBA’s report Risk assessment of the European Banking system. The EBA reports a
3% raise of EU banks assets between June 2018 and June 2019 which. This increase is due to the growth in loans
and advances and increased securities.

The report also states that funding conditions have improved and the Common equity tier (CET1) has remained
broadly unchanged staying at 14.4% on a fully loaded basis as of June 2019.

The profitability remains however at low level with a return on equity (RoE) that is their cost of equity (CoE).

The EBA also raises awareness of the impact of digitalization on the increase of money laundering and terrorist
financing.

8™ November 2019 - EBA shows that efforts to improve EU banks’ asset quality have proven successful but
pockets of risks remain

On November 8™, the European Banking Authority (EBA) published a Report on trends in asset quality of the EU
banking sector. The EBA reports an improvement of asset quality since 2015. The EBA had published a first
report in 2016.

The total amount of non-performing expositions has declined from € 1.15 trillion in June 2015 to € 636 billion
inJune 2019.

The non-performing ratio has decreased from 6% as a percentage of total loans in June 2015 to 3% in June 2019
which is the lowest percentage since the introduction of a harmonised definition of non-performing expositions.
The average coverage ratio has also increased form 43.6% to 44.9% from June 2015.

The EBA has identified 3 factors explaining this decrease:

=  Prudential supervision and political determination to reduce the ratio of non-performing expositions
in the European Union;

=  European banks have enhanced their management of non-performing exposures;

= A positive economic growth and a decreased unemployment rate.

The NPL ratio remain high in some countries: 39.2% in Greece and 21.5% in Cyprus and 5 others countries have
a ratio above 5%. As a reminder, in June 2015, 17 member States had a ratio of NPL above 5% and 10 member
States had a double digit ratio.

The report points out the difference of the recovery procedures and the absence of a developed secondary
market for non-performing expositions.

The EBA notes that non performing ratios are higher for Small and Medium enterprises (SMEs) for Commercial
Real Estate (CRE) loans with 8.5% of non-performing expositions and 5.6% for consumers’ loans.

Forbearance ratios have been decreasing constantly from 3.7% in June to 1.9% in June 2019.

8™ November 2019 - the EBA publishes a technical package on reporting framework



https://eba.europa.eu/eba-shows-efforts-improve-eu-banks%E2%80%99-asset-quality-have-proven-successful-pockets-risks-remain
https://eba.europa.eu/eba-shows-efforts-improve-eu-banks%E2%80%99-asset-quality-have-proven-successful-pockets-risks-remain
https://eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/Risk%20Assessment%20Reports/2019/Final%20EBA%20Report%20on%20NPLs-for%20publication_final.pdf
https://eba.europa.eu/sites/default/documents/files/documents/10180/1360107/c6ad9c6f-e85d-4a1e-a20a-45911fcc2ff9/EBA%20Report%20on%20NPLs.pdf?retry=1
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On November 8™, the EBA published its technical amendments to the reporting framework which consists of 5
packages:

= Securitisations

=  Non-performing exposures, forebearance and IFRS 16

= Liquidity Coverage Ratio (LCR)

=  Benchmarking

=  Standards on resolution planning reporting

The amendments will apply from different references dates:
= Securitization: from 31/03/2020
= Non-performing exposures, forebearance and IFRS 16 : from 30/06/2020
=  Liquidity Coverage Ratio (LCR) : from 30/04/2020
= Benchmarking : from 31/12/2019

=  Standards on resolution planning reporting : from 31/12/2019

26" October 2019 — Andrea Enria suggests a re-design of the stress test for banks

On the 26 October, Andrea Enria, the Chair of the European Central Bank’s Supervisory Board gave a speech
on the future of stress testing of European banks.

He suggested a re-design of EU stress tests for banks with the 3 following proposals:

=  The split of the micro-prudential stress test with two approaches “bank view” and “ supervisory view”
Andrea Enria proposed to complement the approach traditionally used in EU-wide micro-prudential stress test
which is defined as a “constrained” bottom-up approach with a top-down-approach.

With the bottom-up approach, the banks use their own models to calculate the effects of pre-defined macro-
financial scenarios and to generate the stress test projections. The problem of this approach is that the
“translation” of the macro-economic parameters into “risk parameters” (i.e on credit risk, probabilities-of-
default and losses-given default) is “model dependent” and not transparent.

The Chair of the ECB’s supervisory board suggests to adopt a “top-down stress test “approach as used in the
United States. The principle of the test is to split the exercise by allowing banks to pursue a bottom-up approach,
and to contrast those results with a supervisory top-down approach. Both the bank’s view and the supervisory
will be published to allow the comparison with the risks parameters applied.

=  The prudent “statistic balance sheet view” to be replaced with a more “realistic dynamic view”
The static balance sheet assumption means that the balance sheets of banks are assumed to remain constant
over the stress test horizon in terms of total volume, maturity and product mix. Thus, it does not allow to take
into account certain actions banks might take when a stress scenario is being materialized. Andrea Enria points



https://eba.europa.eu/sites/default/documents/files/documents/10180/2751085/d6560ab1-b121-4490-a545-1101fa15bcf7/Final%20draft%20ITS%20amending%20Regulation%20680-2014%20%28EBA-ITS-2019-01%29.pdf
https://eba.europa.eu/regulation-and-policy/supervisory-reporting/its-on-supervisory-reporting-amendments-with-regards-to-finrep
https://eba.europa.eu/regulation-and-policy/supervisory-reporting/its-on-supervisory-reporting-amendments-with-regards-to-corep-lcr
https://eba.europa.eu/regulation-and-policy/supervisory-benchmarking-exercises
https://eba.europa.eu/regulation-and-policy/recovery-and-resolution/implementing-technical-standards-on-procedures-forms-and-templates-for-resolution-planning
https://www.europarl.europa.eu/RegData/etudes/BRIE/2019/624433/IPOL_BRI(2019)624433_EN.pdf
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out that this situation is unrealistic: in a situation where the stress scenario became realistic, the bank will have
to react for instance by selling parts of its portfolio.

According to him, the advantages of a dynamic balance sheet scenario is that each bank is given room to account
for its individual circumstances.

=  The transparency of the exercise could be improved “by showing how the stress test results translate
into supervisory capital requirements”
Andrea Enria reminds that the European stress test is one of the most transparent in the world but he considers
that the link between stress test results and the supervisory actions is not seen. The results of the test are
available to the public but it lacks transparency on how they translate into capital add-ons.

He suggests that the understandability of supervisory decisions could benefit from a clearer, more transparent
and better aligned process of integrating stress test results.

7t November 2019 - EBA publishes 2020 EU-wide stress test methodology and draft templates

On November 7%, the European Banking Authority published its methodology and draft templates for the EU-
wide stress which will be launched formally in January 2020.

This exercise is focused on the assessment of the impact of risk drivers on the solvency of banks. As part of this
stress test, banks must stress a common set of risks:

=  Credit risk (with securitisation)
=  Market risk and counterparty credit risk

=  Operational risk (with conduct risk)

Credit institutions will also be required to project the impact of the scenarios on net interest income and to
stress the profits and losses and the capital items which are not covered by other risk types.

The EBA publishes a template for the test stress with a guidance document and the timeline of the stress test:
= January 2020: launch of the exercise
= April 2020: first submission of results to the EBA

=  May 2020: second submission to the EBA
=  June 2020: third submission to the EBA

= July 2020: final submission to the EBA
= July 2020: publication of results

23" October 2019 — EBA publishes an opinion on the regulatory treatment of non-performing exposure

securitisations

On the 23™ of October, the European Banking Authority has published on opinion on the regulatory treatment
of non-performing exposure securitisations.



https://eba.europa.eu/eba-publishes-2020-eu-wide-stress-test-methodology-and-draft-templates
https://eba.europa.eu/eba-publishes-2020-eu-wide-stress-test-methodology-and-draft-templates
https://eba.europa.eu/file/146773/download?token=l7vCAhMc
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The EBA reminds that credit institutions in the European Union have currently large stocks of non-performing
exposures which represents a legacy of the Great Financial Crisis (GFC). Thanks to the European initiatives, the
ratio of non-performing loans has decreased since 2015.

However, it is estimated that the pace of the reduction of non-performing loans is too slow. The EBA explains
this slow decrease of non-performing loans with the high costs for specialists NPE advisors and intermediaries,
the perceived lack of transparency on prices, the large bid/ask spread, the limited pool of buyers and certain
legal and execution impediments.

The Council of the European Union has in fact acknowledged that there are legal “impediments to the transfer
of NPEs by banks to non-banks and their ownership by non-banks”.

With this opinion, the EBA intends to examine the role of securitization as a funding for reducing non-performing
loans in the credit institutions’ balance sheets.

In this opinion, the EBA recommends various technicals amendments to the Capital Requirements Regulation
(CRR 1) and to the Securitisation Regulation.

16" October 2019 — European Commission adopts a delegated regulation on securitisation

On the 16" of October, the European Commission has adopted a delegated regulation specifying the

information and the details of a securitisation to be made available by the originator, sponsor and the SSPE
(Securitisation Special Purpose Entity).

This delegated regulation complete the Securitisation regulation which requires ESMA in its article 7(3) and (4)
to produce draft regulatory and implementing technical standards to specify what information must be
disclosed and the standardised templates for submitting that information.

The disclosure of these information is necessary for investors and potential investors to allow them to conduct
due diligence and a proper risk-assessment of the credits risks of the underlying exposures, the model risk, the
legal risk, the operational risk, the counterparty risk, the servicing risk, the liquidity risk and the concentration
risk.

Next steps

The delegated act is now under the scrutiny of the European Parliament (Committee of Economics and
monetary affairs) and the Council of the European Union.

The co-legislators have 3 months to oppose the proposed delegated act. Otherwise, it will be adopted.

16" October 2019 — Basel Committee published its progress report on the transposition of the standards

On the 16th of October, the Basel Committee published the last progress report on the adoption of Basel
regulatory framework for each member of the Basel Committee on Banking Supervision (BCBS).



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0876&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32017R2402&from=en
https://ec.europa.eu/transparency/regdoc/rep/3/2019/EN/C-2019-7334-F1-EN-MAIN-PART-1.PDF
https://www.bis.org/bcbs/publ/d478.pdf
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The monitoring initially focused on the Basel risk-based capital requirements, and has since expanded to cover
all Basel standards.

The report sets that at the end-September 2019, all member jurisdictions have risked based capital rules,
Liquidity Coverage Ratio (LCR) regulations and capital conservation buffers in force.

Twenty-six members jurisdictions also have final rules in force for the countercyclical capital buffer.

Members have made progress to implement capital requirements for bank exposures to central counterparties
(CCPs).

10" October 2019 — EBA publishes its 2020 programme

On the 10" October 2019, the European Banking Authority (EBA) published its annual work programme for
2020.

The EBA will focus on:
=  Supporting the development of the risk reduction package and the implementation of the global
standards in the EU;
=  Providing efficient methodologies and tools for supervisory convergence and stress testing;
=  Moving towards an integrated EU data hub and streamlined reporting framework;
=  Making AML a real priority for the EU;
= Contributing to the sound development of financial innovation and sustainability;
=  Promoting an operational framework for banking resolution.

The EBA will also work to deliver the level 2 for the implementation of CRR I, CRD V, the prudential framework
for investment firms (Investments Firms Directive and Investments Firms Regulation) and the Covered Bonds
Directive.

Regarding the Investment Firm Directive and Regulation, the EBA intend to focus on completing mandates in
relation to capital requirements and capital composition, consolidation supervision, reporting, disclosure on
Pillar 3, credit institutions criteria and concentration risk.

Regarding the Covered Bonds Directive, the EBA will issue three reports on the functioning of the covered bonds
markets, on the equivalent assessment of third country covered bonds and on the development with conditional
pass-through structures.

The EBA will work on the implementation of more risk sensitive requirements for market risk based on the Basel
work on the fundamental review of the trading book (FRTB). With this reform, the EBA will “establish clearer
rules on the scope of application to prevent regulatory arbitrage, increase proportionality and strengthen the
conditions for using internal models to enhance consistency and risk weight comparability across bank” .

Another priority for EBA will also be the roadmap on internal ratings-based approach (IRB) for calculating
minimum requirements for credit risks.
The EBA will carry out another EU-wide stress test.

In cooperation with the two others European supervisory Authorities (ESAs), the EBA will strengthen its work
on the fight against money laundering:
= Policy development and supervisory implementation and convergence;



https://eba.europa.eu/file/117172/download?token=Ynxng7Aa
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0876&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019L0878&from=FR
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= Strengthening its role in the collection, analysis and dissemination of information related to money
laundering and terrorist financing risks and the supervision of the ESAs;

= Carrying out assessments and peer review of NCAs’ approaches to anti-money laundering and counter
terrorism financing supervision

=  Cooperating and liaising with Financial Intelligence Units as well as third country counterparts in
relation to anti-money laundering and counter-financing terrorism.

On financial technology, the EBA will continue to strengthen the European Forum of Innovation Facilitators
(EFIF). The Authority will also develop thematic work on crypto assets and distributed ledger technology and
will assess the potential implementation of a harmonized framework on cyber resilience testing.

2"4 October 2019 — EBA publishes two report on Basel Il implementation and on liquidity measures

On the 2" of October, the European Banking Authority published two reports on:

=  the impact of the implementation of Basel lll reforms

=  the current implementation of the liquidity measures (liquidity coverage ratio — LCR) in the EU.

The first report on the impact of the implementation of Basel Ill standard is not comparable with the call for
advice report published by the EBA in August 2019 (see our special briefing):

=  This report only monitors the impact of Basel Il on the pillar 1 (Capital, Risk coverage and containing
leverage). It focuses on how the Basel Ill reforms affects the framework for the credit operational risk
and the leverage ratio;

= Thisreportis based on data collected between December 2017 and December 2018. The call for advice
was based on data collected in June 2018;

=  The sample of the banks is different: 113 banks who submitted consistently their data for a year (45
Group 1 banks and 68 Group 2 banks) using a standard or internal model approach. The previous report
was based on 189 banks.

= The report quantifies the impact of the new version of the standards for market risk (the Fundamental
review of the trading book — FRTB).

= The report also assesses the changes on credit valuation adjustment (CVA) and provides an update on
the progress of the European banks in converging towards the new capital requirements.

The present report shows the evolution of the Common Equity Tier 1 (CET 1), Tier 1 (T1) additional Tier 1
minimum required capital impact with the associated capital shortfalls. The aim is to quantifies the differences
in the Pillar 1 minimum required capital between the current implementation of Basel Il standards (CRR and
CRD) and the full Basel lll implementation.

The report reflects the following evolutions:

= The weighted average change of total 1 minimum required capital (MRC) after a full implementation
of the reform is:
o 19.3% across all 113 banks by 2027;
o 20.7% for the large and internationally active banks (Group 1);
o 10.5% for other banks (Group 2).
The output floor and the credit risk are the two major drivers of MRC increases for all banks.

23" September 2019 — EBA launches its 2019 EU-wide transparency exercise



https://eba.europa.eu/documents/10180/2551996/Basel+III+monitoring+exercise.pdf
https://eba.europa.eu/documents/10180/2551996/EBA+Report+on+Liquidity+Measures+under+Article+509%281%29%20of+the+CRR.pdf
https://eba.europa.eu/file/113258/download?token=MVxf68ri
https://eba.europa.eu/file/113258/download?token=MVxf68ri
https://eba.europa.eu/documents/10180/2551996/Basel+III+monitoring+exercise.pdf
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On the 23 of September 2019, the European Banking Authority has launched its EU-wide transparency exercise
and will release by mid-November 2019 the data of about 130 EU banks on capital positions, financial assets,
risk exposure amounts, sovereign exposures and asset quality.

The exercise will be based on the data gathered as part of the supervisory reporting.

19" September 2019 - Financing of SMEs in Europe and in the Netherlands

The European Network for Economic and Fiscal Policy Research (EconPol) published a report on the financing of
Small and Medium Enterprises (SMEs) in Europe and particularly in the Netherlands.

The report notes that bank loans continue to be the main external financing for SMEs. However, Dutch SMEs
obtain fewer bank loans than other SMEs in Europe. Whereas the ratio of SMEs financed with bank loans in the
UK and in the Netherlands decreased, this percentage increased in France and in Belgium. This difference can
be explained with the structure of the business. Over the past half year, an average of 25% of all SMEs in the
Eurozone have been granted a bank loan.

Figure 2.1 Bank loans to SMEs, for the eurozone countries reporting on this subject, in % of GDP
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The report notes that the chance of obtaining bank financing depends on the percentage of entrepreneurs who
are applying for a loan. With the decrease of bank loans for SMEs, it seems that Dutch entrepreneurs have
reduced their use of credit lines, trade credits and other sources of financing such as corporate bonds, leasing
and factoring compared to other countries. The report also points out that in the recent years, there was a
sizeable increase in the use of alternatives sources of financing, especially factoring and leasing in the
Netherlands and elsewhere in the Eurozone.

12" September 2019 — ECB reviews its TLTROs IlI

On the 12* September, the European Central Bank (EBC) has published modified key parameters for the third
series of targeted long-term refinancing operations (TLTRO IlI) through which the Eurosystem provides
financing to credit institutions.

With the TLTROs, the EBC provides funding at attractive conditions in order to preserve favourable borrowing
conditions for banks to encourage them lending to the real economy. Banks qualified for these loans at
negative rates if they fulfil certain criteria.

In March 2019, the ECB’s has launched a new series of TLTROs which were subject to two decisions from the
ECB:



https://eba.europa.eu/risk-analysis-and-data/eu-wide-transparency-exercise/2019
https://www.econpol.eu/sites/default/files/2019-09/EconPol_Policy_Brief_19_DutchSMEs.pdf
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»  Decision of 12t September 2019
*  Decision of 22" July 2019

The reaction from the Eurozone banks was quite lukewarm as they took up only €3.4 billion of the loans on
offer from 28 lenders, a small fraction compared to the previous TLTROs. In the last TLTRO auction (TLTROs Il -
March 2017) 474 banks bid for €233.5 billion of loans. Some Analysts believe this low take-up can be
explained as a tactical advantage. Banks would prefer to wait until the next round in December.

9t September 2019 — EBA will clarify the prudential treatment applicable to own funds

On the 9t September, the European Central Bank published a clarification regarding the treatment that will
apply to own funds instrument at the end of the grandfathering period scheduled to expire on the 31th
December 2021. A grandfathering provision aims at exempting a certain pre-existing classes of actors from the
requirements of a piece of legislation.

Grandfathering provisions were included in this Capital Requirements Regulation (CRR) in order to ensure that
institutions had sufficient time to meet the new requirements set by the new definition of own funds. Since
some capital instruments were not complying with this new definition of own funds, the grandfathering period
is phasing them out until end 2021.

The EBA will provide definition and will explain the appropriate treatment to be applied to “legacy-
instruments”.

29* August 2019: The Bank for International Settlement publishes a summary on Basel Il terrorism financing

On the 29" of August, the Bank for International Settlement (BIS) published an executive summary explaining
the scope of application of the Basel Ill standards.

The document first reminds the 3 pillars structure of the Basel Ill standards:
= Pillar I: minimum risk-based, liquidity and large exposure standards and buffer requirement;
=  Pillar ll: supervisory review process

= Pillar Ill: public disclosure.

Regarding the scope of application, the summary reminds that all banking and other relevant financial services
part of a group that contains an internationally active banks are subject to the requirements set by the revised
standards of Basel Ill.

This list contains:
=  Majority-owned or controlled banking entities;
=  Securities entities

=  Other financial entities

The paper reminds that insurance entities are not subject to the Basel lll standards. In that regards, it means
that when calculating regulatory capital, banks must remove from their balance sheet assets and liabilities and
third-party capital investments in an insurance subsidiary.



https://www.ecb.europa.eu/ecb/legal/pdf/en_ecb_2019_28_f_sign.pdf
https://www.ecb.europa.eu/ecb/legal/pdf/en_ecb_2019_21_f_sign.pdf
https://eba.europa.eu/-/eba-will-clarify-the-prudential-treatment-applicable-to-own-funds-instruments-at-the-end-of-the-grandfathering-period-expiring-on-31-december-2021
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://www.bis.org/fsi/fsisummaries/scope_app.pdf
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The paper also details the specific treatment of banks’ investment in banking, financial and insurance entities
that are outside the scope of regulatory consolidation that are subject to specific rules.

14th August 2019: Updated Questions and Answers on Basel Il standards

On the 14" August, the Bank for International Settlement (BIS) published its Questions and Answers (Q&A)
regarding the standardized approach for operational risk in the final Basel Ill standards.

The document focuses on the following elements:
=  Treatment of non-performing loans in the business indicators

=  The timeline for the exclusion or inclusion of losses and business indicators after divestiture/
deconsolidation and acquisition/merger

= Conversion of losses from foreign subsidiaries into local currency
=  Treatment of refunds due to overbilling

=  Treatment of losses from outsourced activities

5th august 2019: Basel Ill: EBA publishes its impact study and recommendations to the European Commission

On the 5% of August, the European Banking Authority (EBA) published the results of its impact study and key
recommendations to the European Commission regarding the transposition of Basel Ill provision, agreed
between the international regulators in December 2017.

This report follows the public hearing held on the 2™ of July 2019.

The report comes with specific policy advice on operational risk, on the output floor, on credit risk and on

Securities financing Transactions (SFTs).

Basel Ill standards are to be phased in from 2022 to 2027 together with the revised Basel Framework for market
risk (FRTB — Fundamental review of the trading book) as amended in 2019.

The EBA stresses that the “credibility benefit the EU banking sector will derive from strictly complying with the
framework far outweighs (...) the overall limited regulatory capital gains assessed in this report in relation to
keeping certain EU deviations in the implementation of the final Basel framework” .

Main findings and recommendations in the EBA report

=  Global cost, assessed under “conservative assumptions”, should reach €135,1bn for the whole EU
banking sector.

= Distrust vis-a-vis internal models.
- Basel lll finalization as a prerequisite “to restore credibility of the international regulatory framework
based on internal models”.
- The output floor should be applied at all levels of consolidation, unless waivers are granted to
individual level requirements.

=  Implementation without deviation from Basel Ill. A “[strict compliance] with the framework far
outweighs, in the view of the EBA, the overall limited regulatory capital gains assessed”. By
consequences :



https://www.bis.org/bcbs/publ/d476.pdf
https://eba.europa.eu/documents/10180/2886865/Basel+III+reforms+-+Impact+study+and+key+reccomendations.pdf
https://www.bis.org/basel_framework/index.htm?export=pdf&pdfid=0
https://eba.europa.eu/documents/10180/2733006/EBA+Public+Hearing+-+2+July+2019+-+Basel+III+Call+for+Advice.pdf
https://eba.europa.eu/documents/10180/2886865/Policy+Advice+on+Basel+III+reforms+-+Operational+Risk.pdf
https://eba.europa.eu/documents/10180/2886865/Policy+Advice+on+Basel+III+Reforms+-+Output+Floor.pdf
https://eba.europa.eu/documents/10180/2886865/Policy+Advice+on+Basel+III+reforms+-+Credit+Risk.pdf
https://eba.europa.eu/documents/10180/2886865/Policy+Advice+on+Basel+III+reforms+-+SFTs.pdf
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- the output floor should be applied at all levels of consolidation, unless waivers are granted to
individual level requirements
- Suppression of the SME supporting factor

=  Approach toward factoring activity
- Assimilation of factoring and leasing business models
- EBA’s definition of factoring doesn’t take into account CRR Il
- For eligible purchased receivables, the EBA foresees an 18% increase of the RWA. This estimate
should however be taken with caution due to data quality.
I IMPLEMENTATION OF BASEL Il IN THE EU

a) Impacts of Basel lll on the EU banking sectors

According to the EBA, the Basel lll standards will have the following consequences:

= Estimated shortfall for the EU banking sector: € 135.1 billion of which € 91.1 billion for the
common equity tier (CET1)

=  Minimum Required Capital (MRC): the reform will increase the tier 1 MRC by 24.4%

= Output Floor: the output floor will be increased by 9.1% (average of all banks). The new
output floor set at 72.5% of the total risk-weighted assets is expected to constrain 40 out of
79 internal model banks, which account for around 70% of internally-modelled RWA in the
sample (189 banks)

The impacts differ between banks depending of their size, business model and risk: The EBA underlines that
the impacts of the reforms should be mainly borne by large and systemically important institutions. In terms of
business model, they are expected to have a “negative impact mostly on banks’ business
model/organisation/client relationship (in particular for cross border universal banks, domestic universal banks,
mortgage banks, automotive and consumer credit banks, savings and loan associations and a cooperative
banks), revenues, lending rates and decision to use internal models (...)".

As shown in the table below, the output floor will be one of the main driver of the increase of the Minimum
required capital (MRC).

Table 1 Percentage change in T1 MRC (relative to current T1 MRC), by bank size

Bank size ASA AIRB ACCP ASEC AMKT AOP ACVA ALR AOF ATotal
All banks 2.7 2.7 0.1 0.6 25 3.3 3.9 -0.5 9.1 24.4
Large 2.3 2.8 0.1 0.7 2.6 3.4 41 -0.5 9.5 25.0
of which: G-Slls 1.7 3.5 0.1 1.2 4.2 5.5 5.1 0.0 7.6 28.6
of which: 0-5lis 23 1.7 0.2 03 1.6 21 37 -0.5 12.1 236
Medium 9.7 0.1 0.0 0.0 0.9 0.3 0.5 -1.1 0.9 11.3
Small 10.7 0.0 0.2 -1.9 0.0 -3.7 0.3 -0.1 0.0 5.5

Sources: EBA 2018-Q2 quantitative impact study (QIS) data and EBA calculations.

Notes: Based on a sample of 189 banks: Large (104), of which G-SlI (8), of which O-SII (67); Medium (61); Small (24). SA, standardised
approach to credit risk; IRB, internal rating-based approach to credit risk; CCP, central counterparty; SEC, securitisation; MKT, market
risk; OP, operational risk; CVA, credit valuation adjustment; LR, leverage ratio; OF, output floor.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0876&from=EN

P .
E U Federanon Monthly Monitoring Report January 2021

Factoring & Commercial Finance

In the report, the EBA clearly shows its ambition to apply the Basel Ill standards on internal models. In its
preliminary presentation of its report, the EBA had underlined that “new Basel lll framework introduces a more
risk-sensitive framework for the standardised approaches, while limiting the elements of internal approaches,
which in the past have given rise to some degree of variability in capital requirements”.

For the internal ratings-based (IRB) approach to credit risk, the requirement will increase for exposures currently
treated under the advanced IRB approach (A-IRB) and will “slightly” decrease for those currently treated under

the foundation IRB approach (F-IRB).

b) Main recommendations of the EBA

The main recommendations of the EBA are the followings:

= EU-specific supporting factors to SMEs: The Capital Requirement Regulation (CRR) provides
a supporting factor to eligible exposures to SMEs under both the SA and IRB framework.

Even though the banking package adopted last spring by co-legislators has reinforced the supporting
factors to SMEs, the EBA recommends that the EU legislator should not adopt any EU specific
supporting factors to SMEs and infrastructure lending.

The EBA justifies this recommendation based on the fact that the supporting factor is not part of Basel
Il standards and that the benefits of a “[strict compliance] with the framework far outweighs [...] the
overall limited regulatory capital gains assessed”.

=  Prudential ratio: the EBA recommends to use floored RWA to compute the full stack of capital
requirements applicable in the EU, including pillar 2 requirements and EU-specific systemic
buffers.

= A tough stance toward Internal models

In July, 2" the EBA stated that “the credibility of internal models [was] low at the BCBS table
and among global regulators.” And that “Output floor was the compromise to continue to
maintain the use of internal models”.

The EBA is of the view that the output floor should be applied at all levels of consolidation,
“unless waivers are granted to individual level requirements”.

For the European Authority, a consolidated approach would be contrary to the current
capital requirements: the existing capital requirements are applied at individual level
(including the output floor and leverage ratio).

= Recommendations regarding the Standardised approach (SA)

o To adopt the newly designed standardised approach, replacing all currently existing
regulatory approaches to operational risk capital.

o To keep the external ratings-based approach across exposure class. This should results in
a more risk-sensitive regulatory treatment, particularly in light of the increase risk
sensitivity of the new SA framework as well as the broader EU regulatory efforts to
improve the reliability and governance of external ratings.
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. TREATMENT OF FACTORING

a) Factoring and leasing

In the report, the EBA treats the factoring and the leasing the same way (see pages 18 and 34 of the report).
The “Business model code” for leasing and factoring banks is “Leasing”, with very small samples.

The definition of factoring used by the EBA does not reflect the definition included in CRR Il in Article 411:

= EBA defines factoring activities as “financing method in which the bank pays a company the
value of the invoices less a discount for commissions and fees”.

= Article 411 of CRR Il provides that “ ‘factoring’ means a contractual agreement between a
business (the ‘assignor’) and a financial entity (the ‘factor’) in which the assignor assigns or
sells its receivables to the factor in exchange for the factor providing the assignor with one or
more of the following services with regard to the receivables assigned:
(a) an advance of a percentage of the amount of the assigned receivables, generally short term,
uncommitted and without automatic roll-over;
(b) receivables management, collection and credit protection, whereby, in general, the factor
administers the assignor’s sales ledger and collects the receivables in the factor's own name”

b) A tougher risk weight treatment for eligible purchased receivables

The EBA foresees an 18% increase of the risk-weighted asset (RWA) for the eligible purchase receivable. The
EBA underlines that this figure should be considered with caution due to the poor data quality.

The EBA also found that eligible purchased receivables which are currently subject to F-IRB (Foundation -
Internal Rating Based) will be affected by the new probabilities of default (PD) input floors as shown in the table
below.

Figure 50 Percentage change in FIRB RWA per exposure class excludimg PD input floor (relative to
exposure class current FIRB RWA)
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The Breakdown of the Internal Rating Based (IRB) with the exposure at default (EAD) is also representative of
the impact of Basel lll.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0876&from=EN

~ EUFederation

Factoring & Commercial Finance

Monthly Monitoring Report January 2021

- TR |
Table 132 Breakdown of IRB EAD, by exposure (sub-)class, bank size and IRB
approach (%)
Large Medium G-Slis 0-5Slis
Exposure class
A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB
Banks 67 33 15 85 94 6 46 54
Corporate SME 80 20 69 31 77 23 81 19
Eligible purchased 61 39 0 0 62 38 60 40
receivables
Financial
institutions
90 10 0 100 99 1 60 40

treated as
corporates
Large corporates 86 14 100 0 96 4 74 26
Medium-sized 78 22 90 10 83 17 73 27
corporates
Other retail 100 0 100 0 100 0 100 0
Qualifying
revolving retail 100 0 100 0 100 0 100 0
exposures
Residential 100 0 100 0 100 0 100 0
mortgages
Sovereigns 63 37 0 100 80 20 35 65
specialised lending 65 35 82 18 92 8 33 67
excluding slotting

Sources: EBA 2018-Q2 QIS data and EBA calculations.

Note: Based on a sample of 78 banks.

Table 133 Breakdown of IRB EAD, by exposure (sub-)class, country and IRB approach (%)
AT BE DK ES FR GR IE IT NL NO PT

Exposure class

A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-IRB A-IRB F-

Banks 0O 100 91 9 35 65 98 2 94 6 9 7 0O O 3 97 98 2 95 5 0 0 0
CorporateSME 0 100 93 7 31 69 9 6 94 6 67 33 6 9 9 91 98 2 99 1 100 O 100
Eligible
purchased 0O 100 0 O 3 7 8 14 0 0 O O O O O O 100 0 100 0 0O 0 ©
receivables
Financial
institutions 0 100 100 0 76 24 93 7 9% 4 100 O O O 100 O 98 2 100 0 100 0 O
treated as
corporates
Large 0 100 8 14 62 38 9 5 8 11 97 3 0 100 & 92 97 3 100 0 100 O 100
corporates
Medium-sized 100 94 5 66 34 92 8 9 6 64 36 0 100 21 79 98 2 99 1 100 0 100
corporates
Other retail 100 0 100 0 100 0 100 O 100 O 100 O 100 0O 100 O 100 O 100 O 100 O 100
Qualifying
revolvingretail 100 O 100 0 100 0 O 0 100 0 100 0 1200 O 1200 0 1200 0 1200 0 0 0 100
exposures
Residential 100 0 100 0 100 0 100 O 100 0 100 O 100 O 100 O 100 O 100 O 100 O 100
mortgages
Sovereigns 0O 100 70 30 44 S6 0 O 97 3 74 26 0 0 37 6 9 1 100 0 0 0 O
Specialised
lending

° 0 100 8 11 42 S8 98 2 0 10 9 & 0 100 O 100 8 15 100 0 100 0 0
excluding
slotting

Sources: EBA 2018-Q2 QIS data and EBA calculations.
Note: Based on a sample of 87 banks.
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2" August 2019: The ECB publishes two decisions on TLTROs

On the 2™ of August 2019, two decisions of the European Central Bank regarding the third and second series of
targeted longer-term refinancing operations were published in the Official journal:

= DECISION (EU) 2019/1311 OF THE EUROPEAN CENTRAL BANK of 22 July 2019 on a third series of
targeted longer-term refinancing operations (ECB/2019/21)

= DECISION (EU) 2019/1312 OF THE EUROPEAN CENTRAL BANK of 22 July 2019 amending Decision (EU)
2016/810 (ECB/2016/10) on a second series of targeted longer-term refinancing operations
(ECB/2019/22)

2" August 2019: Publication of the updated Single Rule Book Q&A with new CRR Il and CRD V

On the 2" of August, the European Banking Authority (EBA) published its updated version of its Single Rulebook
Questions and Answers in order to align them with the amended version of CRR and CRD IV (CRR Il and CRD V)

23" July 2019 — the ECB publishes its July 2019 lending survey

The European Central Bank published its July 2019 bank lending survey.
Credit standards

The ECB concludes that in the second quarter of 2019, credit standards for loans to firms tightened for small
and medium-sized enterprises but remained unchanged for loans to large enterprises.

The reasons behind this change are:
= the risk perception and risk tolerance of banks: banks have noted a deterioration in the general
economic and firm-specific situation;
=  the cost of funds and the balance sheet constraints.

The survey notes that the tightening of credit standard is visible mainly in France, in Italy and to a lesser extent
in Germany. Credit standards remained unchanged in Spain and in the Netherlands.

In other countries however, competitive pressure contributed to an easing of credit standards in all large
countries.

Terms and conditions

During this second quarter 2019, overall terms and conditions that banks apply when granting new loans or
credit lines also tightened in France and Germany but have eased in Spain. This tightening also affected margins
on average NFC loans (defined as the spread over relevant market reference rates). Banks are also stricter on
the collaterals. This tightening is explained by the change in risk perceptions, the cost of funds for banks and the
balance sheet constraints.

Rejection rate



https://www.ecb.europa.eu/ecb/legal/pdf/celex_32019d002101_en_txt.pdf
https://www.ecb.europa.eu/ecb/legal/pdf/celex_32019d002201_en_txt.pdf
https://eba.europa.eu/single-rule-book-qa?p_p_id=questions_and_answers_WAR_questions_and_answersportlet&p_p_lifecycle=0&p_p_state=normal&p_p_mode=view&p_p_col_id=column-1&p_p_col_pos=1&p_p_col_count=2&_questions_and_answers_WAR_questions_and_answersportlet_jspPage=%2Fhtml%2Fview.jsp&_questions_and_answers_WAR_questions_and_answersportlet_viewTab=1
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0876&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/?qid=1568626437836&uri=CELEX:32019L0878
https://www.ecb.europa.eu/stats/ecb_surveys/bank_lending_survey/html/ecb.blssurvey2019q2~8ef4f872f0.en.html#toc2
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The survey reveals that the rejection rate of loans to enterprises have continued to increase in the euro area
with 7% of the loan requests rejected (2% in the first quarter 2019).

Net demand for loans
The demand for loans have increased in Germany, France and Italy for small and medium-sized enterprises but

not for large firms. The demand has decreased in the Netherlands and in Spain.
This increase was supported by the low general level of interest rates and fixed investments

12t July 2019: EBA publishes its report on the monitoring of the LCR implementation

On the 12™ of July 2019, the European Banking Authority (EBA) published its first report regarding the
implementation of liquidity coverage ratio (LCR). With this monitoring exercise, the EBA aims at fostering a
higher degree of harmonization in the implementation of the LCR.

The liquidity coverage ratio has been applicable in the European Union since October 2015. In 2018, the LCR
reached its full implementation with a 100% coverage ratio.

The EBA’s report focuses on LCR items for which the EBA and national authorities have observed differences in
the implementation between the Member States.
Differences have been pointed out in:
= The identification and quantification of wholesale deposits received that can benefit from the outflow
preferential treatment of operational deposits;
= The definition of material penalty in the context of retail deposits maturing beyond 30 days that can
be excluded from outflows;
= The recognition of inflows from maturing high-quality liquid assets (HQLA);
=  QOptional and contingent flows;
= Interbank swaps of retained covered bond or asset-backed securities (ABS);
=  The time dimension of the LCR;
=  The item subject to the notification process.

The report outlines the following elements for which further guidance would be useful for banks and national
supervisory authorities:
= Operational wholesale deposits: the report points out that there is a difference in the LCR whether
the wholesale deposits received are treated as operational or non-operational and the LCR delegated
regulation does not provide enough information on that;
= Excluded retail deposits from outflows: this measure allows credit institutions to exclude from the
calculation of outflows retail deposits maturing after 30 days when the depositor is not legally allowed
to withdraw the deposit before 30 days are up or when the depositor can do so only by paying a
material penalty. The exclusion of retail deposits has a significant impact on the banks’ LCR. The lack of
a concrete definition of material penalty in the LCR delegated regulation may lead the banks to use
different approaches.
=  The recognition of inflows stemming from maturing HQLA
=  Optionality and contingent inflows
= Interbank swaps of retained covered bonds or ABS
=  The time dimension of the LCR

Next step
The EBA will regularly monitor the implementation of the LCR by EU banks and will further assess how this
guidance will be used by banks and supervisors.



https://eba.europa.eu/documents/10180/2551996/Monitoring+of+the+LCR+implementation+in+the+EU+-+first+report.pdf
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9t of July 2019 — EBA publishes its report on the its progress to repair IRB models

On the 9th of July, the European Banking Authority (EBA) published a progress report on the road map to
repair internal models (IRB).
Published in 2016, this road map aimed at enhancing the robustness and the comparability of the internal risk
estimates by:

=  Addressing the concerns about undue variability of own funds requirements;

=  Restoring trust in IRB models by ensuring comparability of the estimates of risk parameters, while
retaining their risk sensitivity.

Among others, the report addresses the following point:

= Implementation deadline: the deadline is extended for introducing changes in the rating systems by
one year (end 2021);

=  Loss given default (LGD) and conversion factors models: the implementation is extended to 2023.

The EBA will not amend its guidance on internal models but will focus on the monitoring and exploring whether
there is evidence of reduced variability of risk-weighted exposure amounts.

4% of July — the EBA publishes its 2019 risk board

On the 4™ of July, the European Banking Authority published its 2019 risk board. The board summarises the risks
and vulnerabilities in the European Union for the banking sector.

The 2019 risk board includes the following conclusions/elements:

= CET 1: CET 1 ratio remained at the same level ( from 14.5% to 14.7% at the first quarter 2019);

= Risk exposure amounts: rose slightly which reflect an increase in total loan volumes;

= Non-performing loans (NPLs): the ratio of NPLs continued to decline in 2019 ( from 3.8% in Q1 2018 to
3.1%in Q1 2019);

= Risk Assessment Questionnaire (RAQ): the RAQ includes banks’ and market analysts’ expectations for
future trends and development. According to the responses to the questionnaire, banks plan to further
expand their corporate lending especially for SMEs and households (mortgage and consumer lending).
Half of the banks responding to the questionnaire declared that they will fund their growth by
increasing MREL liabilities and retails deposits. However, respondents raised the risk of a possible
deterioration of corporate and commercial real estate exposure.

= Banks profitability: profitability has not improved in the EU with a 6.8% return on equity (RoE);

= |FRS 9 related data on asset quality and banks’ fair valued positions;

Information about their sovereign exposures

2" of July 2019 — The FSB reviews the implementation of the TLAC Standard

On the 2" of July, the Financial Stability Board (FSB) has published a technical review of the implementation of
the Total Loss-Absorbing Capacity (TLAC) Standard.

As areminder, TLAC is an international standard established by the Financial Stability Board (FSB) in 2015. Those
standards are intended to ensure that global systemically important banks (G-SIBs) have enough equity and bail-



https://eba.europa.eu/documents/10180/2551996/Progress+report+on+IRB+roadmap.pdf
https://eba.europa.eu/documents/10180/2854739/EBA+Dashboard+-+Q1+2019.pdf/ebb7b4d1-09c3-49c3-93a2-71e758d99fe8
https://www.fsb.org/wp-content/uploads/P020719.pdf
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in debt to pass losses to investors and minimize the risk of a government bailout. Since 1% of January 2019, G-
SIBs must held a TLAC amount of 16% in terms of risk-weighted assets (RWAs) or 6% of the leverage exposure.
From January 2022, these ratios will increase (18% of RWAs and 6.75% of the leverage exposure).

Those requirements are really important to:
=  Enhance the resolvability of G-SIBS;
=  Strengthen the cooperation between home and host authorities;

In

= Boost market confidence in authorities’ capabilities to address “too-big-to-fail” risks.

The TLAC Standards should help promote financial stability by providing home and host authorities and markets
with confidence that G-SIBs have appropriate capacity to absorb losses, both before and during a resolution, to
implement the preferred resolution strategy and to maintain the continuity of the essential functions of the
institution.

The report concludes that the implementation of those requirements has been steady and significant in both
the setting of external TLAC requirements by authorities and the issuance of external TLAC by G-SIBs. Those
standards are respected in the EU (through the EU Banking Union), Canada, Hong-Kong, Switzerland, the United
Kingdom and the United States.

The FSB points out that there is no need to modify the TLAC but further efforts are needed to address
home/host challenges and the risks of market fragmentation. To that end, the FSB reminds that it is important
to determine the appropriate group-internal distribution of TLAC resources across home and host jurisdictions
in order to reduce the risks of fragmentation of capital resources.

Further work is also needed to implement the TLAC Holdings Standards of the Basel Committee on Banking
Supervision (BCBS).

The report also notes that:
=  some jurisdictions have restricted the distribution of TLAC to retail investors even though the TLAC
standards do not provide for specific restrictions of the sale of TLAC to retails investors;
=  more work is needed to ensure the appropriate group-internal distribution of TLAC across home and
host jurisdictions and to ensure balance between TLAC resources that are prepositioned at material
subsidiaries or subgroups (MSGs) as internal TLAC and those that would be readily available to deploy
flexibility where needed in times of stress.

The FSB sets a series of recommendations, among them:
= to continue monitoring the implementation of the TLAC standards and the issuance of TLAC
instruments with an annual report;
= to review the Resolvability Assessment Process (RAP) template to ensure that Crisis Management
Groups (CMGs) consider the quantity, quality and group-wide distribution of TLAC resources;
= to strengthen the resolution-related disclosures;
=  to keep working on bail-in execution.

28t June 2019 - ECB studies the impacts of higher capital buffers on banks’ lending and risk taking

On the 28™ of June, the European Central Bank (ECB) has published a working paper on the impact of higher
capital buffers on banks’ lending and risk-taking.

Other Systemically Important Institutions (O-Slls) buffer is defined as a macro-prudential policy aiming to
increase banks’ resilience. CRR and CRD IV provides that national authorities must identify banks who can be



https://www.bis.org/bcbs/publ/d387.pdf
https://www.bis.org/bcbs/publ/d387.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2292~77deb8b18f.en.pdf?bdeeddeb2191e8c0c42ec77c3b3ea50c
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0036&from=EN
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qualified as O-Slls and who have to apply a buffer of up to 2 percent of the total risk exposure amount. The level
of these capital buffers is designed based on the capital to risk-weighted assets ratio.
O-SlIs can comply with the capital buffer requirement in two ways:
= By decreasing their risk-weighted assets by either shifting investments to assets with lower risk-weights or
decreasing lending together;
= By issuing new equity.

This requirement aims at increasing banks’ resilience to adverse shocks but the report also concludes that higher
capital requirements can constrain lending which could pose costs for economic activity (at least in the short
term).

The report also adds that by changing the relative attractiveness of different asset classes, a higher capital
requirement could also lead to risk-shifting and therefore promote the build-up (or deleverage) of banks’ risk-
taking.

The study shows that banks identified as O-Slls reduce their credit supply to households and financial sectors
and shifted their lending to less risky counterparts within the financial and households sectors within the non-
financial corporations. However, it seems that this policy has reduced impacts in the medium-term.

To sum up, the report concludes that the implementation of the O-SII's framework could have a positive
disciplining effect by reducing banks’ risk-taking while having only reduced adverse impact on the real economy
through a temporary decrease in credit supply.

15 June 2019 — The Future of the euro area Banking

In a speech on the future of the European and Global Banking at the 25™ Dubrovnik Economic Conference on
the 15™ of June 2019, Pentti Hakkarainen, member of the Supervisory Board of the European Central Bank
addressed the developments of the European banking and its future.

Since the launch of the Banking Union in 2014, improvements were noted:
=  The average Common Equity Tier 1 (CET1) ratio rose from 11.3% in 2014 to 14.3% in 2018;
=  The average leverage ratio rose from 4.0% in 2014 to 5.3% in 2018;
= The level of non-performing loans (NPLs) decreased from €1 trillion in 2015 to €580 billion in 2019.

However, the banking sector profitability remains low: in 2018, the return on equity (RoE) of euro area banks
remained at 6% which is below the level required for profits to outweigh the cost of equity. But this is not the
case for all banks. Indeed, a number of banks are very profitable. Pentti Hakkarainen explains this difference
due to two factors: their high cost-efficiency and the intensive use of modern technology.

To explain the low profitability of the majority of the banking industry, Pentti Hakkarainen points out the excess
capacity of the euro area banking industry and underlines its poor cost-efficiency performance (excessive
number of branches in relation to their customer base, excessive staff costs, etc...).

He also points out the fact that the injection of public money in order to keep the banking system functioning
has allowed some of the market players to remain in the market. Without this public intervention, they would
have had to exit the market. Some of the public intervention also aimed at keeping the national and historical
champions in the market. He believed that this excess capacity should be dealt with through the exit of less
favorable banks from the market.



https://www.bankingsupervision.europa.eu/press/speeches/date/2019/html/ssm.sp190615~cb32fd0e51.en.html

P .
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

Pentti Hakkarainen also discussed the influence of the public sector in bank consolidation. States must make
sure that critical financial services are available whatever the economic and financial circumstances are. States
are able to set conditions and requirements to be met by the market players and those conditions must be fair
and unbiased as it is not the role of the State to save non-viable banks. According to him, those banks should be
allowed to exit the market to leave room for more competitive institutions. The bail out of banks by member
states leads to wrong incentives according to him, since it wastes taxpayers’ money and delay the consolidation
of the market.

To help member states in this task, the Banking Union (i.e. the Single Supervisory Mechanism and the Single
Resolution Mechanism) provides the tools to help foster a healthy banking sector. The European deposit
guarantee system, once adopted by the co-legislators, should also help to complete the Banking Union.

Along with the public sector and the Banking Union, the future of the banking area will also rely on the use of
financial technologies. An intensive use of modern technology can allow banks to operate more efficiently.
Physical access to retail bank facilities will keep decreasing in the coming years and consumers will rely more
and more on online banking services. Pentti Hakkarainen points out that financial technology will also ensure
financial stability since it will allow the cross-border distribution of banking services when national players
cannot answer to the financing needs.

12" June 2019 — The European Commission publishes the fourth progress report on NPLs

On the 12" June, the European Commission released its fourth report on the reduction of non-performing loans
(NPLs) and the reduction of risks in the Banking Union.

The report reminds that the EU and the member States have taken several steps to reduce the ratio of non-
performing exposure in the EU.
Among them, the report mentions:

= The strengthening of banks’ solvency, leverage and liquidity positions;

= The improvement of the governance in the banking sector and in the supervision scheme;

=  The enhancement of the banks’ resolvability.

These steps have allowed the following improvements:
= The average Tier 1 capital ratios of euro area banks directly supervised by the Single Supervisory
Mechanism have remained stable: 15.54% in Q4-2018 compared to 15.63% in Q4-2018;
= Higher average leverage ratio: 5.28% in Q4-2018 and 5.41% in Q4-2017( above the 3% requirement);
= Resilience to liquidity stocks remains strong with a liquidity coverage ratio at 145.61% in Q4-2018
against 143.56% in Q4-2017 (well above the 100% requirement)

Along with those steps, the European institutions have taken complementary measures:
=  Review of the banking package to put in place a more robust framework to regulate the banks’ activity;

=  Adoption of the insolvency directive.

The EU institutions and Member States efforts led to a decline of NPL ratios from 4.4% in Q3-2017 and 3.3%. In
Q3-2018 at the EU level. In Europe, the NPLs ratios vary from 0.9% in Luxembourg and 43.5% in Greece.

These results should be reinforced thanks to the following complementary measures:

=  The NPL regulation which amends the CRR (Capital Requirement Regulation) with the introduction of
a “statutory prudential backstop” which aims at preventing the under-provisioning of future NPLs. This
prudential backstop will reduce the risks for financial stability arising from highs level of insufficiently
covered non-performing loans. The regulation was adopted by the co-legislators in April 2019.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52019DC0278&from=EN
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= The NPL Directive (“Credit servicers, credit purchasers and the recovery of collateral”) was submitted
along with the NPL regulation to enable banks to deal in a more efficient way with loans by improving
the selling of the non-performing exposure to third parties. The directive is still under discussions.

=  The Commission is undertaking a benchmark of national loan enforcement regimes in order to obtain
a full picture of the delays and value recovery rates that banks face in case of borrowers’ defaults.

= The European Commission also provided a technical blue print for national Asset Management
Companies (AMC) but no member states have initiated the set-up of an AMC at national level.

= The European Central Bank, the European Banking Authority and the European Commission are
working on the set up of a European NPL transaction platform.

6" June 2019 — The ECB launches a new series of TLTROs

On the 6™ of June 2019, the European Central Bank has announced a new series of TLTROs (Targeted Long-Term
Refinancing Operations).

TLTROs can be defined as Eurosystem operations that provide financing to credit institutions for periods of up
to four years. They offer long-term funding at attractive conditions to banks in order to further ease private
sector credit conditions and stimulate banks lending to the real economy. TLTROs’ aim is to reinforce the
European Central Bank’s current accommodative monetary policy stance and strengthen the transmission of
monetary policy by further incentivizing bank lending to the real economy.

TLTROs | and TLTROs Il were respectively launched in June 2014 and March 2016. The ECB (the Governing
Council) has decided to launch a third series of TLTROs in June 2019. The interest for each operation will be set
at a level of 10 basis point (i.e 0.1%) above the average rate applied to the Eurosystem’s main refinancing
operations (MROs — the interest rate banks pay when they borrow money from the ECB for one week).

This new series will start in September 2019 and will end in March 2021.

23" May 2019 — The future of EU’s capital market

The 23" of May, Luis de Guindos, Vice-president of the European Central Bank gave a speech at the conference
of the Association for Financial Markets in Europe (AFME) on the future of the Capital Markets Union.

The action plan on Capital Markets Union (CMU) launched in September 2015 aimed at fostering deep and
diversified capital markets that provide a wide source of financing options to European companies and citizens
to encourage investment, innovation and growth. The CMU also aims at completing the banking union by
providing channels to mobilize the savings to finance the economy.

Luis de Guindos made three comments regarding the future of the Capital Markets Union:

=  Financial markets are playing an increasingly important role in funding the economy but efforts should
be made to foster sustainable cross-border financial integration and risk-sharing. Most of the
regulatory framework that emerged from the Capital Markets Union Plan must now be completed
(delegated acts, national transposition...). Therefore, their effects remain to be seen. Luis de Guindos
does regret the slowness of the harmonization to remove the barriers. He adds that for some of the
initiatives, the texts will not deliver their full potential such as the Pan-european personal pension plan
(PEPP). The regulation adopted set up a rather complex product for which keys elements are left at the
discretion of the Member States.



https://www.ecb.europa.eu/press/pr/date/2019/html/ecb.pr190606~d1b6e3247d.en.html
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp190523~b1245030d5.en.html
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= Arevamped CMU agenda should be geared towards addressing the challenges facing Europe. In the
Brexit context, Luis de Guindos believes that the CMU should aim to develop and integrate the EU’s
capital markets Union. The Brexit should lead to the emergence of financial centers in Europe. In that
context, the CMU should facilitate this transition by creating a framework that supports the emergence
of an integrated financial market and avoids a return to a fragmentation of activities.

For that purpose, he believes that the continued expansion of the non-bank sector should be
accompanied with a revision of the prudential and supervisory framework.

=  Finally, he pointed out that the synergies between the CMU and the banking Union should be
strengthened. According to him, more efficient markets could complement banking Union by offering
ways to mobilize EU savings that could be used to finance enterprises. For instance, he mentioned that
fostering equity investment by addressing the debt-equity bias would support the development of an
equity culture and increase household’s return on their savings. He also pushes for the creation of a
European safe asset.

14t May 2019 — The Council of the EU adopts the banking package

The 14" of May 2019, the Council of the European Union officially adopted the directive and regulation
amending CRD IV and CRR. The European Parliament had adopted the review on the 16" April 2019 by a large
majority.

The directive will have to be transposed in national law 18 months after its entry into force (20 days after its
publication in the Official Journal of the European Union).

The regulation will be applicable 2 years after its entry into force (20 days after its publication in the Official
Journal of the European Union).
As a reminder, the main elements of the revision are the following:
=  The proportionality threshold for small and non-complex institutions is set at a €5 billion total value of
assets : these entities will benefit from a simplified net Stable Funding Ratio and from simplified
disclosure requirements
=  Factoring is defined for the first time and will benefit from a more lenient treatment in the
implementation of the Net Stable Funding Ratio (NSFR) in the EU
= The leverage ratio remains at 3% with a 50% buffer for Global Systemically Important Institutions (G-
SIBs)
= |nstitutions will have to report to the national authorities their 10 largest exposures to shadow banking
entities carrying out banking activities outside the CRR framework
= SMEs will benefit from an extension of the supporting factor for their loans (€ 2.5 million against €1.5
million).

The texts must now be signed and published in the Official Journal of the European Union.

8" May 2019 — Speech of Fernando Restoy on proportionality in financial regulation and supervision

On the 8" of May, Fernando Restoy, Chairman of the Financial Stability Institute for the Bank for International
Settlement gave a speech on proportionality in financial regulation and supervision on the Financial Stability
Institute/ International Monetary Union (FSI/IMF) global meeting on proportionality.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0036&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32013R0575&from=EN
https://www.bis.org/speeches/sp190508.pdf
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He started off his speech by reminding the concept of proportionality which stems from the need to limit public
intervention (in the form of rules, sanctions and oversight) to what is actually needed to achieve the policy
objectives. Public authorities aim at preserving financial stability, market integrity and consumer protection:
proportionality protect the market from measures that could distort the financial services market.

He pointed out the different meanings of proportionality. In regulation, a proportionate approach means
tailoring regulatory requirements to a firm'’s size, systemic importance, complexity and risk profile. The aim is
to avoid excessive compliance costs or regulatory burden for smaller and non-complex banks. In supervision
however, proportionality aims at facilitating the efficient allocation of supervisory resources and activities on
firms that are systemically important or are considered high risks. In resolution policies, proportionality aims at
adjusting the requirements for recovery and resolution planning and resolvability to the likelihood that
regulated firms will cause systemic stress if they fail.

He continued his speech with examples of cases where proportionality has been implemented:

= |n prudential regulation

The use of proportionality to tailor regulatory requirements differs between jurisdictions based on the criteria
used to differentiate institutions, the scope of application and the methods used to apply proportionality.
Fernando Restoy points out here the lack of international guidance on how to apply proportionality. In banking,
beside the Basel standards for internationally active banks, jurisdictions do not have to apply these standards
to other banks and internationally active banks is still not defined in the Basel standards.

According to him, the concept of proportionality is mostly used to the market risk framework, the quantitative
liquidity standards and the large exposure regime and jurisdictions apply different tailoring methods for
different iterations of the Basel standards.

= Insupervision

It seems that all authorities apply proportionality in their supervisory schemes. Again jurisdictions have different
approaches: some use a principle based approach based on an assessment of the firm when others use other
methodologies based on what is called “guided discretion”.

The studies undertaken by the FSI conclude that authorities rely more on guided discretion approaches when
they decided on the amount of capital add-ons under pillar 2 and use the principles based approach when the
authority assesses the quality of a firm’s corporate governance.

He concludes with a key takeaway: the use of proportionality in supervision is not a choice but an intrinsic part
of supervision that allows supervisory resources to be better allocated to firms that pose the greatest risks.

= |nresolution

The proportionality principle is also used for the tailoring of resolution planning. Here again, approaches differ
between jurisdictions: some require resolution plans for all banks when others impose requirement only for G-
SIBs or D-SIBs.

In terms of policy implication, Fernando Restoy raised the attention on the differences between the United
States and the European Union. For instance, in the United States, only a few banks with total assets of $250
billion or more are subject to the Basel Ill standards on risk-based capital and leverage requirements. In the
European Union, nearly all banks are subject to Basel Il (with some exceptions for smaller banks).
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7th May 2019 - Basel Committee for banking Supervision releases its progress report on adoption of the Basel

regulatory framework

The 7t" of May 2019, the Basel Committee for Banking Supervision (BCBS) published its progress report which
sets out the adoption status of Basel lll standards for each member jurisdiction.

Out of the 28 member jurisdictions, the BCBS reports that:

= 27 member jurisdictions have risk-based capital rules, liquidity ratio (LCR) regulations and capital
conservation buffers in force;

= 26 member jurisdictions also have final rules in force for the countercyclical capital buffer and the domestic
systemically important bank (D-SIB) requirement;

= All members that are home jurisdictions to G-SIBs have final rules in force;

=  The leverage ratio based on the existing exposure definition has been partly or fully implemented in 26
member jurisdictions;

= 26 member jurisdictions have issued final rules for the revised securitisation framework;

= 26 member jurisdictions have issued draft or final rules for the standardised approach for measuring
counterparty credit risk exposures (SA-CCR);

= 24 member jurisdictions have issued draft or final rules for the capital requirements for bank exposures to
central counterparties.

This report aims at monitoring the adoption progress of all Basel standards agreed but it does not include Basel
Il and 2.5 standards nor the Basel lll standards that have been implemented by all BCBS members. This report
includes the following standards:

= Counter cyclical buffer which is fully effective since 1%t January 2019;
=  Marginrequirements for non-centrally cleared derivatives which are being phased in between September
2016 and August 2020;
= Capital requirements for bank exposures to central counterparties which are in effect since January 2017;
= Capital requirements for equity investment in funds which are in effect since January 2017;
= The standardised approach for measuring counterparty credit risk exposure which are in effect in
January;
=  Securitisation framework;
=  TLAC holdings requirements which took effect in January 2019;
= Risk-based capital framework which will take effect from January 2022. The output floor will be phased
in between January 2022 and January 2027;
=  Leverage ratio was revised in 2017 will come into effect in January 2022;
= Liquidity requirements with the Net Stable Funding Ratio (NSFR) that became a minimum standard on 1
January 2018;
=  Requirements for systemically important banks (SIBs):
o The G-SIB framework will be implemented by 2021
o The D-SIB framework which applies since January 2016
o Leverage ratio buffer: reviewed in December 2017 and completed with a leverage ratio buffer for G-
SIBs
= Interest rate risk in the banking book (IRRB) which will came into effect from end-2018;
=  Supervisory framework for measuring and controlling large exposures took effect in January 2019;
=  Pillar 3 disclosure requirements will take effect between 2020 and 2022.



https://www.bis.org/bcbs/publ/d464.pdf
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The report summaries the measures that have been taken/ adopted by the European institutions to apply these

standards:

Countercyclical capital buffer (CCyB): CRD IV requires national authorities to issue regulations
implementing a countercyclical buffer and is applicable since 1% January 2016.

Margin requirements for non-centrally cleared derivatives: the technical standard are applicable from
15t March 2017;

Capital requirements for CCPs: a proposal for implementing the standard on capital requirements was
adopted in November 2016 by the European Commission and is under consideration by the co-
legislators. The deadline was January 2017.

Capital requirements for equity investments in funds: a proposal for implementing the standard on
capital requirements was adopted in November 2016 by the European Commission and is under
consideration by the co-legislators. The deadline was January 2017.

Standardised approach for measuring counterparty credit risk (SA-CCR): the proposal for implementing
the SA-CCR was adopted by the European Commission in November 2016 and is under consideration by
the co-legislators. The deadline was January 2017.

Securitisation framework: the regulations were adopted in 2017 and are applicable since 1 January
2019.

TLAC Holdings: the proposal for implementing TLAC holdings standards was adopted in November 2016
and is under consideration by the co-legislators. The deadline was January 2019.

Revised standardised approach for credit risk: the deadline is January 2022

Revised IRB approach for credit risk: the deadline is January 2022

Revised CVA framework: the deadline is January 2022

Revised minimum requirements for market risk: the proposal for implementing this framework was
adopted by the European Commission in November 2016 and is under consideration by the co-
legislators.

Revised operational risk framework: the deadline is January 2022

Output Floor: the deadline is January 2022

Leverage ratio:

o The existing exposure definition: the delegated act was adopted in October 2014 but the
proposal for introducing a capital requirement base on the leverage ratio was adopted by the
European Commission in November 2016 and is still under consideration by the co-legislators.
The deadline was January 2018.

o The revised exposure definition: a proposal for introducing a capital requirement based on
the leverage ratio was adopted in November 2016 by the European Commission and is under
consideration by the co-legislators. The deadline is January 2022.

G-SIB requirements: the disclosure requirements for G-SIBs and the identification methodology are
applicable since January 2015. The mandatory G-SIB buffer requirements are implemented trough CRD
IV and applicable since January 2016.

D-SIB requirements: the optional D-SIB buffer are implemented trough CRD since January 2016.
Leverage ratio buffer for SIB: the European Commission adopted a proposal on the framework for a
leverage ratio buffer and is under consideration by the co-legislator. The deadline is January 2022.
Interest Rate Risk in the Banking Book (IRRBB): the European Commission adopted a proposal in
November 2016 which is still under consideration by the co-legislators. The EBA published its revised
guidelines on July 2018 on the management of interest risks arising from non-trading activities which
will be applicable as of 30™" June 2019.

Liquidity: CRD sets out that institutions shall have robust strategies, policies, processes and systems
for the identification, measurement, management and monitoring of intraday liquidity risk. The
Commission proposal on Net Stable Funding ratio (NSFR) is under consideration by the co-legislator.
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Revised Pillar 3 requirements as published in 2015: the EBA had adopted in December 2016 its guidelines to
implement the revised pillar 3 framework released by the Basel Committee in 2015.

26th April 2019: Publication of the NPL Regulation in the Official Journal of the European Union

Following its adoption by the European Parliament and the Council of the European Union, the NPL regulation
has been published in the Official Journal of the European Union.
As a reminder, the main elements of the agreement are the following:
The scaling of the minimum coverage level
The co-legislators had no difficulties in finding an agreement regarding the scaling of the minimum coverage
level as the final report of the ECON committee and the position of the Council were close.

v" Unsecured loans:

Banks will have to provide for a 100% coverage 3 years after the loan has been declared as non-
performing. As a reminder, the Commission had proposed a 100% coverage after 2 years.

Banks will provide for at least 35% of their exposure to unsecured loans two years after they go non-
performing and then full coverage after 3 years.

v' Secured loans: the calendar agreed between the co-legislators will be the following:

e Secured by immovable collateral: 25% after 3 years, 35% after 4 years, 55% after 5 years,70% after
6 years, 80% after 7 years, 85% after 8 years, 100% after 9 years

e Secured by movable collateral: 25 % after 3 years, 35% after 4 years, 55% after 5 years, 80% after
6 years, 100% after 7 years

However, it should be noted that the wording of the article 47¢(3) regarding the scaling up of the minimum
coverage level for loans secured by movable collateral has been amended. Whereas the European Parliament
suggested “secured by movable property or other eligible collateral”, the agreement provides “secured by other
funded or unfunded credit protection”. This change does not change the sense of the article but specifies it.

Please find below a summary table of the calendar agreed between the Council and the European Parliament:

After Years 0 1 2 3 a 5 6 7 8 9 |10
Council and Unsecured 0% | 0% | 35% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
European
; Secured I bl 0% | 0% | 0% | 25% | 35% | 55% | 70% | 80% | 85% | 100% | 100% |
agreement collateral
~ Movable | 0% | 0% | 0% | 25% | 35% | 55% | 80% | 100% | 100% | 100% | 100% |
collateral

Derogations for non-performing exposure guaranteed or insured by an official export credit agency and is

case of forbearance measure

The agreement between the Parliament and the Council confirmed the introduction of two derogations as
suggested by the ECON rapporteurs.
. A derogation for non-performing exposure guaranteed or insured by an official export credit
agency (article 47c (3)(a)):

In this situation, the scaling up of minimum coverage level will be the following:



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0630&from=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+REPORT+A8-2018-0440+0+DOC+PDF+V0//EN&language=EN
https://www.consilium.europa.eu/en/press/press-releases/2018/10/31/non-performing-loans-council-approves-position-on-capital-requirements-for-banks-bad-loans/pdf
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- 0 for the secured part of the non-performing exposure to be applied during the period between one
year and seven years following its classification as non-performing

- 1for the secured part of the non-preforming exposure to be applied as the first day of the eighth year
following its classification as non-performing

e Derogation in the case of forbearance measure (article 47¢(5)(a))

When an exposure has been granted a forbearance measure, the scaling of the minimum coverage is modified :
- For unsecured loans: Between one year and two years following its classification as non-performing,
the factor applicable( according to the scaling reproduced above) at the moment the forbearance
measure is granted shall be applicable for an additional period of one year
- Forsecured loans: Between two and six years following its classification as non-performing, the factor
applicable (according to the scaling reproduced above) at the moment the forbearance is granted shall
be applicable for an additional period of one year.

18t April 2019: the NPL Directive is still pending

No adoption before the end of the mandate
Notwithstanding the accelerated pace of work in the Council of the EU and the Parliament, the European
Commission directive proposal on “Credit servicers, credit purchasers and the recovery of collateral”’ will not

be adopted before the end this legislative mandate (18" of April).

The colegislators were however quite close to find an inter-institutional agreement as the Council of the
European Union reached a compromise on the 27t March and the European parliament presented its draft
report on the 11t of March. While the Council was ready for the trilogues, the Committee on economic and
monetary affairs (ECON) did not manage to adopt a final report and negotiation mandate.

Entering into force of the NPL regulation

The postponing of the adoption of the directive raises questions on the implementations of the regulation which
was part of the same regulatory package. The regulation was officially adopted by the European Parliament and
the Council and should enter into force the day following its publication in the Official Journal of the European
Union.

This regulation amending the regulation on minimum capital requirements (CRR) establishes a common
minimum levels of money banks need to set aside to cover losses caused by future loans that will turn non-
performing. The coverage level depends of whether the loan is secured ( by an immovable or movable collateral)
or not.

This postponing means that financial institutions would have to apply these new coverage requirements
without benefiting from the development of the secondary market for non-performing loans as provided by
the directive proposal.

What will happen in September?
Article 229 of the rules of procedures provides that at the end of the legislative mandate “all Parliament's

unfinished business shall be deemed to have lapsed”.

However, at the beginning of each parliamentary term, the Conference of Presidents (composed of the
European Parliament president and of the presidents of each political party) “shall take a decision on reasoned
requests from parliamentary committees and other institutions to resume or continue the consideration of such
matters”.



http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-7344-2019-ADD-1/en/pdf
http://www.europarl.europa.eu/sides/getDoc.do?type=COMPARL&reference=PE-629.419&format=PDF&language=EN&secondRef=01
http://www.europarl.europa.eu/sides/getDoc.do?type=COMPARL&reference=PE-629.419&format=PDF&language=EN&secondRef=01
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=EN
http://www.europarl.europa.eu/sed/doc/news/flash/Rules%20of%20Procedure%20January%202017_en.pdf
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Esther de Lange (EPP, NL) ,rapporteur on the proposal, will stand for the next European elections and under the
pressure of the European commission, the discussion on the directive will probably be reopened.

16th April 2019 — Review of the European Supervisory Authorities : The European Parliament adopts the

revision of the ESAs

The European Parliament adopted on the 16 of April 2019 the reform of the European Supervisory Authorities
(ESAs : EBA, EIOPA and ESMA) which includes the review of EBA’s powers to fight money laundering.
The regulation was adopted by a large majority : 521 in favour, 70 against, 65 abstentions.

As a reminder, the agreement reached between the co-legislators includes the following elements:
=  Strengthening and reinforcing the existing system for more supervisory convergence: The agreement
supports the Commission’s objective of harmonising and increasing the efficiency, the transparency
and the coherence of the supervisory procedures between the ESAs.

= Governance of the ESAs : The agreement does not include the creation of an Independent Executive
Board as proposed by the Commission. Instead, the text provides for a reinforcement of the Board of
Supervisors and more powers for the Chairperson. The Chairperson will have the power to submit
decisions to the Board on the infringement of EU law by market players and decisions to open
investigations on financial products.

= Strengthening of ESAs’ powers: The ambitions of the European Commission have been clearly
reduced. ESMA ( European Securities and Markets Authority) will only have direct supervision powers
over EU and third country critical benchmarks and data reporting service providers.
EBA (European Banking Authority) will be given more powers to fight against money laundering. EBA
will collect information from EU national competent authorities, will enhance the cooperation between
the authorities and will develop common standards.

=  ESAs’ funding scheme
Whereas the European Commission proposed to ask the industry to contribute to the financing of
the ESAs, the co-legislators have decided to preserve the current system ( funded with the EU budget
and the contributions of national competent authorities).

The Council must now officially adopt the text before its publication in the Official Journal of the European
Union. The regulation will enter into force on the twentieth day following its publication.

16th April 2019 — Banking package: the European Parliament adopts CRR Il and CRD V

The European parliament has adopted the regulation (CRR Il) and directive (CRD V) reforming the Capital

Requirement Regulation (CRR) and the Capital Requirement Directive (CRD V).

The legislative package was adopted by a large majority ( 490 in favour, 52 against). The number of abstentions
was however quite high (111).

Commissioner Dombrovskis congratulated the European Parliament in passing this important package which
represents a big step in the reduction of risks to EU banks and will better protect taxpayers.

As a reminder, the main elements of the revision are the following:



https://data.consilium.europa.eu/doc/document/ST-7940-2019-ADD-1/en/pdf
https://data.consilium.europa.eu/doc/document/ST-6288-2019-INIT/en/pdf
https://data.consilium.europa.eu/doc/document/ST-6288-2019-INIT/en/pdf
https://data.consilium.europa.eu/doc/document/ST-6290-2019-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0036&from=en
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= The proportionality threshold for small and non-complex institutions is set at a €5 billion total
value of assets : these entities will benefit from a simplified net Stable Funding Ratio and from
simplified disclosure requirements

=  Factoring is defined for the first time and will benefit of a more lenient treatment in the
implementation of the Net Stable Funding Ratio (NSFR) in the EU

= The leverage ratio remains at 3% with a 50% buffer for Global Systemically Important
Institutions (G-SIBs)

= |Institutions will have to report to the national authorities their 10 largest exposures to
shadow banking entities carrying out banking activities outside the CRR framework

= SMEs will benefit from an extension of the supporting factor for their loans (€ 2.5 million
against €1.5 million).

The Council of the European Union must now officially approve the texts. They will come into force 20 days
after their publication in the Official Journal of the European Union.

9th April 2019 : Basel Committee launches a new presentation of the Basel standards on its website

On the 9" of April, the Bank for International Settlement (who is hosting the Basel Committee) has launched a
new section dedicated to the Basel Framework on its website. With this new section, the Basel Committee is
also issuing a consolidated version of the Basel framework presented in chapter or in full version.

This new section aims at improving the accessibility of the Basel standards as well as to promote their consistent
global interpretation.

With this new standards, the Basel Committees aims at reorganizing the requirements.

During the preparation of this new framework, some inconsistencies were revealed which will be addressed
through minor policy changes.

The Committee welcomes comments on the presentation of this new framework.

Comments can be uploaded here until the 9" of August 2019.

8" April 2019 — EBA: Draft standards on KIRB

On the 8th of April 2019, the European Banking Authority (EBA) published its draft standards on the conditions
to allow institutions to calculate requirements of securitised exposures (KIRB).

These draft RTS (Regulatory Technical Standards) set out conditions to allow institutions to calculate capital
requirements of the securities exposures (KIRB) in accordance with the purchased receivables approach (Capital
requirement Regulation- article 255(9) - CRR) and internal modelling of capital requirements (IRB).

These RTS detail the conditions to allow institutions to calculate KIRB for the underlying pools of securitisations
regarding:
= Internal credit policy and models for calculating KIRB for securitisations.



https://www.bis.org/basel_framework/
https://www.bis.org/basel_framework/index.htm?export=pdf&pdfid=0
https://www.bis.org/bcbs/commentupload.htm?cdpath=/bcbs/publ/d462.htm
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=EN
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= The use of different risk factors regarding the underlying pool and of proxy data to estimate the
probability of default (PD) and loss given default (LGD) ( when sufficient data on the underlying pool
are not available).

= Due diligence requirements to monitor the actions and policies of sellers receivables or other
originators.

These RTS cover the following areas:
= General approach to the relationship between the IRB on purchased receivables and the SEC-IRBA
framework
=  Eligibility conditions to compute KIRB
= Internal capital requirements
=  Eligibility to use the retail risk quantification standards
= Use of proxy data

These draft RTS are submitted to the European Commission for adoption and will be then subject to scrutiny
by the European Parliament and the Council of the European Union before publication in the Official Journal
of the EU.

27t March 2019 — NPLs : the Council of the Union adopts its compromise

The Council of the European Union reached a compromise on the 27t of March of the directive on the
Commission proposal for a directive on “Credit services, credit purchasers and the recovery of collateral” .

The main elements of the compromise are the following:

= Scope of the directive (Recital 11 et article 1)

The Council seems to restrict the scope of the directive to non-performing loans only, excluding performing
loans:

- Commission’s proposal (Recital 11): it should be possible for credit institutions to sell non-performing

or even performing credit agreements on a Union-wide scale in efficient, competitive and transparent

secondary markets.

- Council’s Compromise (Recital 11): it should be possible for credit institutions to sell non-performing
er-evenperforming credit agreements on a Union-wide scale in efficient, competitive and transparent
secondary markets.

=  Requirements for granting an authorisation (article 5)

The Council of the European Union reinforces the requirements for the granting of an authorisation for credit
purchasers. To be granted the authorisation, credit purchasers should have a registered office or its head office
in the Member State in which he is seeking authorisation (Article 5(1) (a)). The applicant must also have an
adequate anti-money laundering and counter terrorism procedures in place.

= Transfer of a credit agreement by a credit purchaser (article 19 )

The Council adds new information that must be provided by the credit purchasers to a national authority
before a transfer: aggregated outstanding balance of the creditor’s right under the non-performing credit
agreements or of the non-performing credit.



https://data.consilium.europa.eu/doc/document/ST-7344-2019-ADD-1/en/pdf
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
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=  Accelerated Extrajudicial Collateral enforcement (Title V): the Council removes this provision, as did the

European Parliament.

20t March 2019 - Application of Basel Ill standards: EBA publishes two reports

On March 20™ 2019, the European Banking Authority (EBA) published two reports which measure the impact
of implementing the final Basel Ill reforms and monitor the current implementation of liquidity measures in
the EU.

- The EBA Basel Ill capital monitoring report assesses the impact of the Basel reform package on EU
banks. The report estimates that the Basel Ill reforms, once fully implemented, would determine an
average increase by 19.1% of EU banks' Tier 1 minimum required capital.

- Theliquidity coverage ratio of EU banks, which was fully implemented in January 2018, stood at around
146% on average in June 2018, materially above the minimum threshold of 100%.

1. Basel lll capital monitoring report

The Basel lll monitoring report assesses the impact on EU banks of the final revisions of credit risk, operational
risk and leverage ratio frameworks, as well as the impact of the introduction of the aggregate output floor.

The report also quantifies the impact of the new standards for the market risk and credit valuation
adjustment.

The evaluation of the impacts is based on minimum capital requirement (Tier 1 minimum required capital —T1
MRC). The minimal required capital would increase by 19.1% at the full implementation date (2027). The
leading factors of this increase are the output floor (8.0%) and the operational risk (5.5%). The global systemic
banks will be the most affected.

Change In total T1 MRC, as percentage of the overall current Tier 1 MRC, due to the full Implementation of Basel Il (2027) (weighted

averages, in %)

Bank group Credit risk Market CVA Op risk Output Total Revised LR Total
risk floor risk
based
SA IRB Sec cce
All banks 22 20 0.7 00 23 47 55 8.0 254 8.2 19.1
Group 1 18 1.7 08 00 25 a8 6.1 85 263 8.0 20.3
Of which: G-511s 22 21 11 00 33 54 74 73 288 0.3 284
Group 2 43 37 01 00 09 36 17 51 194 77 18

Source: EBA QIS data (June 2018)

The EBA concludes that, to comply with the new Basel Il framework, EU banks would need EUR 39.0 billion of
additional total capital, of which EUR 24.2 billion of Tier 1 capital.

Following consultations already initiated, a more detailed report will follow.



https://eba.europa.eu/documents/10180/2551996/Basel+III+Monitoring+Exercise+Report+-+data+as+of+30+June+2018.pdf
https://eba.europa.eu/documents/10180/2551996/Basel+III+Monitoring+Exercise+Report+-+data+as+of+30+June+2018.pdf
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2. The report on liquidity measures

The EBA’s report concludes that European banks have continued to improve the management of their liquidity
coverage ratio. For instance, at the reporting date of 30 June 2018, the weighted average liquidity coverage
ratio across banks is 146%, the required level being 100%.

The EBA remarks that there were only four banks with liquidity coverage ratio levels below 100%, as they
monetised their liquidity buffers during times of stress.The EBA adds that the liquidity coverage ratio levels of
global systemically important institutions (GSlIs) is 142%.By comparison, the liquidity coverage ratio levels of
other banks is 167%.

The report also discusses the differences in liquidity levels considering items denominated exclusively US
dollars currencies: in these cases, liquidity coverage ratio levels are, in general, lower.

19th March 2019- Proportionality principle on banking regulation and supervision

Following the launch of a survey on proportionality practices in bank regulation and supervision in 2018, the
Basel Committee published a report summarising the responses received.

Within the Basel Committee, more than 21 jurisdictions declared applying proportionality in banking
regulation and supervision. 13 States which are not members of the Basel Committee also declared applying
this principle.

The survey did not cover measures applied to internationaly-active banks that are more conservative than the
Basel framework and did not consider measures related to higher loss-absorbency requirements for global and
domestic systemically important banks.

The report raises the following points:
e Proportionality measures are applied to credit institutions whose total assets represent a significant
share in the State;
e Member States use a number of balance sheet metrics and indicators to determine proportionality
measures;
e Most States apply some form of proportionality to capital and liquidity requirements which take the
form of a modified or simpler version of existing Basel standards.

The determinants used by jurisdictions to define proportionality thresholds are the followings:
e Balance sheet metrics
e Business model
e Supervisory judgment



https://eba.europa.eu/documents/10180/2551996/EBA+Report+on+Liquidity+Measures+-+2Q+2018.pdf
https://www.bis.org/bcbs/publ/d460.pdf
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According to the Basel Committee proportionality, can be defined as setting standards for banks —
encompassing both prudential and the associated administrative requirements- that are commensurate with
their risk profiles.

This “tailored” approach aims at reflecting the different nature of banks’ business models, systemic
importance, cross-border activity and more generally the risks they are exposed to. The aim of proportionality
is therefore not to reduce the resilience of banks or the banking system but rather to adapt the relative
differences in risks across banks.

Based on this definition, the report gives some examples of proportionality measures:
e  Some jurisdictions of the Basel Committee apply the full Basel framework for some banks and another
one for other banks
e For non-Basel Committee members, some of them apply a modified or limited set of the Basel
framework

The respondents to the survey also pointed some difficulties in applying this principle:

e Balancing proportionality and comparability: they pointed out the delicate trade-off between the
benefits of tailoring requirements for different types of banks while preserving comparability in banks’
regulatory ratios

e Balancing proportionality and competition principles

14 march 2019 - NPLs : the European Parliament adopts the regulation by a large majority

On the 14™ of March 2019, the European Parliament adopted in plenary session the Regulation amending CRR
((EU) No 575/2013) as regards minimum loss coverage for nonperforming exposures.

The representatives of the European Parliament and the Council of the European Union reached a
compromise on the 3" of January on the European Commission’s proposal.

The text was approved with 426 votes in favour, 151 votes against and 22 abstentions.

As a reminder, the main elements of the agreement are the following:

The scaling of the minimum coverage level

The co-legislators had no difficulties in finding an agreement regarding the scaling of the minimum coverage
level as the final report of the ECON committee and the position of the Council were close.

v" Unsecured loans:

Banks will have to provide for a 100% coverage 3 years after the loan has been declared as non-
performing. As a reminder, the Commission had proposed a 100% coverage after 2 years.

Banks will provide for at least 35% of their exposure to unsecured loans two years after they go
non-performing and then full coverage after 3 years.

v' Secured loans: the calendar agreed between the co-legislators will be the following:



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=EN
https://data.consilium.europa.eu/doc/document/ST-5014-2019-INIT/en/pdf
https://eur-lex.europa.eu/smartapi/cgi/sga_doc?smartapi!celexplus!prod!DocNumber&lg=EN&type_doc=COMfinal&an_doc=2018&nu_doc=0134
http://www.europarl.europa.eu/news/en/press-room/20190307IPR30752/non-performing-loans-banks-need-to-mitigate-the-risk-of-potential-losses
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+REPORT+A8-2018-0440+0+DOC+PDF+V0//EN&language=EN
https://www.consilium.europa.eu/en/press/press-releases/2018/10/31/non-performing-loans-council-approves-position-on-capital-requirements-for-banks-bad-loans/pdf
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e Secured by immovable collateral: 25% after 3 years, 35% after 4 years, 55% after 5 years,70% after
6 years, 80% after 7 years, 85% after 8 years, 100% after 9 years

e Secured by movable collateral: 25 % after 3 years, 35% after 4 years, 55% after 5 years, 80% after
6 years, 100% after 7 years

However, it should be noted that the wording of the article 47¢(3) regarding the scaling up of the minimum
coverage level for loans secured by movable collateral has been amended. Whereas the European Parliament
suggested “secured by movable property or other eligible collateral”, the agreement provides “secured by
other funded or unfunded credit protection”. This change does not change the sense of the article but specifies
it.

Please find below a summary table of the calendar agreed between the Council and the European Parliament:

After Years 0 1 2 3 4 5 6 7 8 9 10
Council and Unsecured 0% | 0% | 35% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
European |
Parliament  |™“co ired Immovable 0% | 0% | 0% | 25% | 35% | 55% | 70% | 80% | 85% | 100% | 100% |
agreement collateral
Movable | 0% | 0% | 0% | 25% | 35% | 55% | 80% | 100% | 100% | 100% | 100% |
collateral

Derogations for non-performing exposure guaranteed or insured by an official export credit agency and is

case of forbearance measure

The agreement between the Parliament and the Council confirmed the introduction of two derogations as
suggested by the ECON rapporteurs.

e A derogation for non-performing exposure guaranteed or insured by an official export credit agency
(article 47c (3)(a)):

In this situation, the scaling up of minimum coverage level will be the following:
- 0 for the secured part of the non-performing exposure to be applied during the period between one
year and seven years following its classification as non-performing
- 1for the secured part of the non-preforming exposure to be applied as the first day of the eighth year
following its classification as non-performing

e Derogation in the case of forbearance measure (article 47¢(5)(a))

When an exposure has been granted a forbearance measure, the scaling of the minimum coverage is
modified :

- For unsecured loans: Between one year and two years following its classification as non-performing,
the factor applicable( according to the scaling reproduced above) at the moment the forbearance
measure is granted shall be applicable for an additional period of one year

- For secured loans: Between two and six years following its classification as non-performing, the factor
applicable (according to the scaling reproduced above) at the moment the forbearance is granted shall
be applicable for an additional period of one year.

Next steps:

The regulation will not be backdated from March 2018 as suggested by the European Commission but will
be applicable for loans subscribed after the entry into force of the regulation ( i.e the date following that of
its publication in the Official Journal of the European Union).
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12th March 2019 : Banking regulation — Basel Committee’s priorities for 2019 from the ECB ‘s views

Sabine Lautenschlager, Member of the Executive Board of the ECB (European Central Bank) gave a speech at
the Financial Stability Institute 20t anniversary conference where she reviewed the evolution of the banking
regulation and exposed what she considers what should be the priorities of the Basel Committee for 2019.

She reminded and stressed that, risk sensitivity as introduced with Basel Il is the best way to align capital
requirements with the risk level. However, she emphasized the difficulty to assess the exact level of risks of a
financial institution which is why backstops have been introduced alongside risk sensitivity. Basel Il provides
notably the following backstops to risk sensibility:

=  |nput and output floors

=  Leverage ratio

As vice chair of the Executive Board of the ECB, she believes that the Basel Committee should focus on the
following points in 2019:
= The Committee should monitor how Basel Ill is implemented at the national level and their
supervisory practices;
= The Committee should foster the exchange of information about the risks and vulnerabilities of the
market in a changing macroeconomic environment;
= The Basel Committee should be a hub for exchanging supervisory knowledge, tools and approaches
on cyber risks;
=  The Basel Committee could support national supervisors regarding operational, legal and reputational
risks in banks which are linked to conduct risks, anti-money-laundering or green finance.

11™ March 2019: the ECON Committee publishes its draft report on Credit services, credit purchasers and the

recovery of collateral

On the 11th of March, the 2 rapporteurs from the ECON committee, Esther de Lange (EPP, NL) and Roberto
Gualitieri ( S&D, IT) published their draft report on the Commission proposal for a directive on “Credit services,

|n

credit purchasers and the recovery of collatera

This directive proposal comes with the regulation on non-performing loans adopted by the European
Parliament on the 14th of March.

European Commission’s proposal

The Commission’s proposal had two main goals:

e Strengthening the protection of secured creditors by giving them access to more efficient methods
of recovering the amount with an out-of-court procedure. The procedure was excluded for
consumer’s loans.

e Developing a secondary markets for NPLs: the Commission wants to create a common set of rules

The main amendments suggested by the ECON rapporteurs are the following:



https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp190312~e879b04205.en.html
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-629.419+02+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-5014-2019-INIT/en/pdf
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= Scope of the directive: It seems that the directive will only apply to non-performing loans contracted with
credit institutions as defined in CRR whereas the Commission wanted to apply it to both non-performing
and performing loans.

= Accelerated Extrajudicial Collateral enforcement (Title V): The rapporteurs suggest to remove this
procedure from the directive.

= Secondary markets (7itle Ill: Credit purchasers): The draft report reinforces the requirements to credit
purchasers. National authorities and consumers should be informed of the transfer and should receive
information on the credit purchasers (capital requirements, liquidities and measures applied by the credit
purchaser to fight against money laundering...). The transfer of a loan must not undermine the consumer
protection.

=  Modification of the credit agreement (article 34): The draft report reinforces the protection of consumer
with new requirements when the terms and conditions of a credit agreement are modified. The rapporteur
suggests that these changes must be approved by the debtor.

Next steps:
The rapporteurs intend to adopt a final report before the end of the current legislature. The vote in plenary
session is scheduled for the last plenary mid-April.

26" February 2019: Basel Committee’s policy and supervisory initiatives

The Basel Committee gathered on the 26th and 27th February to discuss the following points:

- Up-coming publication of high-level supervisory expectations on crypto-assets regarding the risks
associated with these exposures

- Discussion of the different implementation of Basel Ill global minimum prudential standards

- Implementation of the Basel Ill standards by the jurisdictions

14t February 2019: CRR II/CRD V: Publication of the final compromise between the European Parliament and
the Council of the EU

=  Proportionality

The agreement provides for a definition of “small and non-complex institutions" which will be accompanied by
reduced reporting and disclosure requirements in order to lower compliance costs for these entities.

The introduction of this definition is necessary for targeted simplifications of requirements with respect to the
application of the principle of proportionality (recital 6a-CRR).

Small and non-complex institutions would benefit from a simplified net Stable Funding Ratio (Recital 44a-CRR)
and from simplified disclosure requirements (article 433(b)).

To be qualified as “small and non-complex institutions”, the entities will have to fill the following conditions
(article 2 (144)(a)):



https://www.bis.org/press/p190228.htm
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v' The total value of its assets on an individual basis or on a consolidated basis is on average equal to or
less than the threshold of EUR 5 billion over the four-year period immediately preceding the current
annual reporting period;

v' The institution is subject to no or simplified obligations in relation to recovery and resolution planning;

\

The institution’s trading book business is classified as small;

v' The total value of the institution’s derivative positions held with trading intent does not exceed 2% of
its total on- and off-balance sheet assets, the total value of its overall derivative positions does not
exceed 5%, both calculated according to article 273a(3);

v" More than 75% of both the institution's consolidated total assets and liabilities, excluding in both
cases the intragroup exposures, relate to activities with counterparties located in the European
Economic Area;

v" The institution does not use internal models to meet the prudential requirements that it is subject to
in accordance with this Regulation except for subsidiaries using internal models developed at the group
level, provided that the group is subject to the disclosure requirements laid down in article 433a or in
article 433c at consolidated level;

v" The institution has not communicated to the competent authority an objection to being classified as a
small and non-complex institution;

v' The competent authority has not decided that the institution is not to be considered a small and non-

complex institution based on an analysis of its size, interconnectedness, complexity or risk profile.

Reporting and disclosure requirements will therefore be improved to ensure that they can be applied in a more
proportionate way and do not create an excessive compliance burden especially for smaller and less complex
institutions (Recital 6). The European Banking Authority (EBA) will be in charge of drafting recommendations
on how to reduce reporting requirements for small and non-complex institutions which should result in an
expected average cost reduction (article 434a).

= Preferential treatment for factoring when it comes to the implementation of the Net Stable
Funding Ratio (NSFR)

As a reminder the Commission proposed in 2016 a preferential treatment for trade finance activities regarding
the Net Stable Funding Ratio (NSFR), without specifying factoring.

In the compromise between the European Parliament and the Council, factoring is defined in an EU legislative
text for the first time and will benefit from the same regime than trade finance.

Article 411 (15a)) of CRR 2
Factoring “means a contractual agreement between a business (assignor) and a financial entity (factor) in which

the assignor assigns or sells its receivables to the factor in exchange of providing the assignor with one or more
of the following services with regard to the receivables assigned:

(a) Advance of a percentage of the amount of receivables assigned, generally short term, uncommitted
and without automatic roll-over;

(b) Receivables management, collection and credit protection whereby in general, the factor
administers the assignor’s sales ledger and collects the receivables in its own name.

For the purposes of Title IV, factoring shall be treated as trade finance”.
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The main consequence of these provisions is that factoring will benefit from the same treatment as trade
finance regarding the weighted of the required stable funding factor (RSF):

o 5% stable funding factor for products with a residual maturity of less than six months

Article 428s - 5% required stable funding factor
1. The following assets and off-balance sheet items shall be subject to a 5% required stable funding factor:
(d) trade finance off-balance sheet related products as referred to in Annex | of this Regulation with a

residual maturity of less than six months.

o 7.5% stable funding factor for products with a residual maturity between 6 months and one year

Article 428ta 7,5% required stable funding factor
Trade finance off-balance sheet related products as referred to in Annex 1 with a residual maturity of at least

six months but less than one year shall be subject to a 7,5% required stable funding factor.

o 10% stable funding factor for products with a residual maturity of more than 1 year

Article 428u 10% required stable funding factor
The following assets and off-balance sheet items shall be subject to a 10% required stable funding factor:
(c) trade finance off-balance sheet related products as referred to in Annex 1 with a residual maturity of one

year or more.

=  Simplified Net Stable Funding Ratio (sNSFR) (article 428(ah)(an))

The agreement follows the European Parliament’s position: entities qualified as “small and non-complex” will
benefit from a simplified version of the NSFR (sNSFR) in order to reduce their administrative burden. Yet, their
prudential treatment will be more conservative.

In practice, this simplification for small and non-complex institutions results in fewer data points to be collected
for calculation and reporting purposes. A less granular version of the NSFR will involve:

“collecting a limited number of data points, which would reduce the complexity of the calculation for those
institutions in accordance with the principle of proportionality, while ensuring that those institutions still
maintain a sufficient stable funding factor by means of a calibration that should be at least as conservative as
the one of the fully-fledged NSFR”.

= Leverage ratio

The negotiators agreed to a binding 3% leverage ratio (article 92) and an additional 50% buffer for global
systemically important institutions (G-Slis).

Regarding the 3% leverage ratio, the European Banking Authority (EBA) concluded that a tier 1 capital leverage
ratio calibrated at 3% applied for any type of credit institution would constitute a credible backstop function.
This leverage ratio level was also agreed by the Basel Committee. The text also provides an exception for public
lending by development banks and officially guaranteed export credits: the leverage ratio will be adjusted for
these institutions.

The 50% buffer for global systemically important institutions was calibrated by the Basel Committee with the
specific purpose of mitigating the comparable larger risks to financial stability posed by global systemically
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important banks (G-SIBs) but also by G-Slls. Further work will be undertaken to determine whether it should
apply to other systemically important institutions (O-Slls).

= Liquidity and prudential capital management at group level

The agreement follows the Council’s approach on all home-host related provision. In its position, the Council
proposed to suppresses the revision of articles 7 (“Derogation to the application of prudential requirements on
an individual basis”) and 8 (“Derogation to the application of liquidity requirements on an individual basis”) of
the European Commission regarding the consolidated management by parents companies of liquidity and
capital requirements waivers granted at the individual level.

As a reminder, in its proposal, the European Commission suggested a new exemption scheme for the individual
liquidity and prudential capital management.

The agreement between the Council and the European Parliament contains two amendments of article 8 of
CRR, mainly to take into account the implementation of liquidity ratio (NSFR and LCR):

o Article 8(1)(b) which adds a reference to the monitoring by the parent entity of the NSFR of the
subsidiary

(6) In Article 8 paragraph 1, point b is replaced by the following:

"(b) the parent institution on a consolidated basis or the subsidiary institution on a sub-consolidated basis
monitors and has oversight at all times over the liquidity positions, and the funding positions where the NSFR
set out in title IV of part Six is waived, of all institutions within the group or sub-group, that are subject to
the waiver and ensures a sufficient level of liquidity, and of stable funding where the NSFR set out in title IV
of part Six is waived, for all of these institutions;”

o Article 8(3) regarding the exemptions for groups authorised in several Member States. The amendment
adds references to the liquidity coverage ratio (LCR) and to the delegated act setting its calculation.

6a) In Article 8 paragraph 3, points (b) and (c) are replaced by the following:

"(b) the distribution of amounts, location and ownership of the required liquid assets to be held within the
single liquidity sub-group where the LCR as defined in delegated regulation (EU) No 2015/61 is waived and the
distribution of amounts and location of available stable funding within the single liquidity sub-group where the
NSFR set out in title IV of part Six of this regulation is waived;

(c) the determination of minimum amounts of liquid assets to be held by institutions for which the
application of the LCR as defined in delegated regulation (EU) No 2015/61 is waived and the determination of
minimum amounts of available stable funding to be held by institutions for which the application of the NSFR set
out in title IV of part Six of this regulation is waived;"

= Shadow Banking

Article 394 (CRR Il) provides for a new treatment of shadow banking by the institutions.

The agreement provides new elements on reporting and in that regards requests that institutions must report
to the national authorities their 10 largest exposures to shadow banking entities which carry out banking
activities outside CRR framework. They will have to report to the competent authorities twice a year.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015R0061&from=EN
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The European Banking Authority (EBA) will be in charge of developing the Regulatory Technical Standards
(RTS). The EBA will take into account developed and internationally agreed standards on shadow banking and
will also have to consider if:
- The relation with an individual or a group of entities may carry risks to the institution's solvency or
liquidity position
- The entities that are subject to solvency or liquidity requirements similar to those imposed by CRR

and CRD should be entirely or partially excluded from the obligation to be reported.

To be noticed that those RTS will be mandatory at the EU level.

=  SME supporting factor

In its proposal, the European Commission had suggested to reduce certain capital requirements to support
lending to small and medium sized enterprises and infrastructure projects by extending the scope of the so
called "supporting factors" for such entities or activities.

The agreement (article 501) provides for an extension of the existing supporting factor for loans to SMEs in an
amount up to euros 2.5 million (which is currently set at 1.5 million).

In the previous article SME exposure of up to euro 1.5 million were subject to a 23.81% reduction in risk
weighted exposure amount. Considering that the threshold of euro 1.5 million for an SME exposure is not
indicative of a change in riskiness of an small and medium enterprise, it was decided that the reduction in capital
requirements should be extended to SME exposure of up to euro 2.5 million and the part of an SME exposure
exceeding euro 2.5 million should be subject to a 15% reduction in capital requirements.

= Intermediate Parent Company (IPU) set at €40 billion

The ECB directly supervises the 118 significant banks established in the participating countries and who hold
almost 82% of banking assets in the euro area. The decision on whether a bank is deemed significant is based
on a number of criteria such as having a total value of assets exceeding euros 30 billion. Banks which do not
reach this threshold are under the supervision of national Competent Authorities (NCAs). In order to avoid the
supervision of the ECB, some banks create several subsidiaries which stay under the thresholds of euros 30
billion.

The negotiators decided to act against this practice by requesting large non-EU banking groups with two or more
subsidiary institutions in the EU to establish an IPU to consolidate all their activities in the Union under that IPU.
The objective is to facilitate group supervision and enhance the resolvability of the firms in scope.

Article 21b CRD Intermediate EU parent undertaking
1. Two or more institutions in the Union, which are part of the same third country group, shall have a single
intermediate EU parent undertaking that is established in the Union.

The agreement lists the following conditions:

- The threshold triggering the creation of an IPU is set at € 40 billion balance sheet assets in the EU
including those held by third country branches (both those of credit institutions and investment
firms);

- Global Systemically Important Institutions (G-SIBs) are not automatically captured by the
requirement if they do not meet the threshold in the EU;

- IPUs may be set up as investment firms;
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- Atransitional period of 3 years would be provided;
- EBA would issue a report on the treatment of third country branches under Member States' laws.

= Standardised approach for Counter Credit Risk (SA-CCR)

The European Parliament and the Council of the Union support the Commission’s proposal to introduce a
Standardised Approach for Counter Credit Risk (SA-CCR) as defined by the Basel Committee. The European
parliament and the Council endorsed this proposal.

The SA-CCR is known to be more risk sensitive that the market to market approach (MtM) or the Standardised
Method (SM). The SA-CCR will be calibrated for institutions meeting some criteria in order not to be too complex
or burdensome.

Next steps:
The European Parliament and the Council of the EU have to officially adopt the texts (first reading) before mid-
April.

13t February 2019: Non-performing loans - ECB publishes its data for September 2017 to September 2018

The European Central Bank (ECB) published its data for September 2017 to September 2018

The total assets of credit institutions established in the European Union increased by 0,5% between September
2017 and September 2018, from €33.0 trillion in September 2017 to €33.2 trillion in September 2018.

The non-performing loans ratio continued to drop by 1%, from 4.4% in September 2017 to 3;4% in September
2018.

7th February 2019: International cooperation in banking supervision

On the 7" of February, Joachim Wuermeling, member of the executive Board of the Deutsche Bundesbank
highlighted the benefits of international cooperation in banking supervision.

Joachim Wuermeling raised that since its inception in 1974, the Basel Committee on Banking Supervision (BCBS)
has been responsible for:
- The separation of work and cooperation between home and host supervisors
- The building up of continuous exchange between supervisors
- The reduction of the opportunity for regulatory arbitrage and of the likelihood of a regulatory race to
the bottom.

Basel Il represents the main work and achievement of the Committee between 2009 and 2019. However, and
as raised by Joachim Wuermeling, the Basel framework has not prevented financial crisis because regulatory
loopholes emerged due to financial innovation and insufficient implementation.

He calls for a complete implementation of the Basel Il by all international active banks to achieve a harmonized
international framework. The speaker regrets however that the U.S or the EU for instance exclude from these
measures internationally active mid-size banks. He remembered that the last crisis did not erupted only because
of large institutions but also because of the activity of midsized banks. Yet he believes smaller institutions which
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are not internationally active should be subject to less burdensome obligations: the U.S and the EU have both
started to adopt rules to reduce the burden on these banking institutions.

Joachim Wuermeling underlines that in banking regulation, cooperation can contribute to building a safer
banking system. The focus will now shift towards evaluation and implementation monitoring.

He also points out new risks and new challenges that will be faced by banking institutions and by the regulatory
bodies such as crypto-assets or BigTechs which also shows that international cooperation is more than needed
in those fields as those topics cannot be grasped at the national level.

Finally, the speaker reminds that international cooperation does not cause national responsibility to vanish,
States are responsible for the implementation of those international standard.

However, international cooperation can only work if national politics are able to overcome the tendencies
towards less than full implementation. International cooperation does not cause national responsibility to
vanish.

6" February 2019: CRR 1I/CRD V : the European Central Bank conducts an analysis of sensitivity risk

The European Central Bank launched a sensitivity analysis of liquidity risk to assess the ability of the banks it
directly supervises to handle idiosyncratic liquidity shocks. This test will constitute the 2019 stress test.

Banking institutions will be tested on adverse and hypothetical shocks in which banks face increasing liquidity
outflows.

The aim of this test is to evaluate the bank’s survival period, i.e. the period during which the bank can pursue
its activities without using funding markets. The test will not assess the potential causes of these shocks or the
impact of wider turbulence. The results of the test will inform the ECB about the relative vulnerability of banks
to different liquidity shocks and will identify improvements needed in banks’ liquidity risk management.

29% January 2019- the European Systemic Risk Board (ESRB) suggests macro-prudential tools against Non-
performing loans

The European Systemic Risk Board (ESBR) has published a report on macro prudential approaches to reduce
non-performing loans (NPLs) in the European Union.

This report comes after the Council of the European Union request in its Action plan to analyse the role of
macro-prudential tools that could help the European Union to prevent and avoid the augmentation of non-
performing loans and to strengthen banks resilience.

The ESRB points out that the emergence and the accumulation of non-performing loans represents a threat to
the European financial system. The Board identifies the business cycles and asset price shocks as the main
drivers of non-performing loans. The vulnerabilities that built-up before the financial crisis (excessive credit
growth, high level of indebtedness, non-transparent banking practices...) have also weakened the legal and
judicial system.

Macroprudential tools



https://www.bankingsupervision.europa.eu/press/pr/date/2019/html/ssm.pr190206~3fc0116031.en.html
https://www.esrb.europa.eu/pub/pdf/reports/esrb.report190128_macropudentialapproachestonon-performingloans.en.pdf
https://www.consilium.europa.eu/en/press/press-releases/2017/07/11/banking-action-plan-non-performing-loans/

F 2 ! :
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

The ESRB does not suggest fundamental changes but rather some adjustments particularly on capital buffers
and national protectives measures for borrowers.

= Development of early warning systems (EWSs) in order to monitor the risks of credit portfolio
deterioration from a macro-prudential perspective. Progresses were made these past few years but
the initiatives did not focus enough on an early warning. The Board therefore suggests the use of micro-
datasets, at both bank and borrower level to identify vulnerabilities building up in specific sectors or
subsets of borrowers.

= Borrower-based measures in macroprudential toolkits to prevent and mitigate the vulnerabilities
underlying the first stage of the lifecycle of a potential non-performing exposure.

=  (Capital-based instrument to address vulnerabilities that could result in a non-performing exposure.

=  Use of countercyclical capital buffer (CcyB) by macroprudential authoritie to prevent the systemic
build-up of macro-prudential imbalances and increase banks’ resilience when they face non-
performing loans.

= Use of the systemic risk buffer (SyRB) by macroprudential authorities in the situation where the
potential systemic increase in NPL flows is associated with developments in specific market segments
or types of debtors as opposed to situations of generalised excessive credit growth.

17 January 2019: the Basel Committee reviews the principles for sound liquidity risk management and
supervision

The Basel Committee has reviewed the principles for sound liquidity risk management and supervision first
published in 2008. Following this review, the Basel Committee has concluded that the principles remain fit for
purpose but asked the competent authorities and banks to apply them carefully in order to avoid liquidity risks
on financial markets.

The Basel Committee recalls the importance of applying these principles and their guidelines to ensure a strong
liquidity risk management framework. Liquidity requirements, the liquidity coverage ratio and the Net Stable
Funding Ratio complete these principles to ensure a robust liquidity risk management.

Considering the evolution on financial markets since 2008 (digitalisation, new payment systems, use of central
clearing derivatives, risks of cyber-attacks...), the Basel Committee concludes that the principles must be applied
to ensure a good level of liquidity in the market.

14" January 2019: The Basel Committee publishes an update of Minimum capital requirements for market risk

Following the Basel Committee work on the implementation and evolution of the standards, the Bank for
International Settlement (BIS) has published on the 14 January an update of the minimal capital



https://www.bis.org/press/p190117.htm
https://www.bis.org/publ/bcbs144.pdf
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F 2 ! :
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

requirements for market risk (pillar 1). These final standards include the recommendations made in the public
consultation document published in 2018.

The main elements are the following:

A clear definition between the trading book and the banking book : the Basel Committee recalls the
classification criteria to classify the different instruments, the instruments to be included in the trading
book ( subject to market risk capital requirements) and the instrument to be included in the banking
book (subject to credit risk capital requirements).

An internal model approach that set out separate capital requirements for risk factors that are
deemed non-modellable: The Basel Committee also reminds market players and competent
authorities that the use of an internal model for the purposes of determining market risk capital
requirements is conditional upon the explicit approval of the bank’s supervisory authority.

A standardised model approach that would be more sensitive and well calibrated to be used as a
credible fall back to the internal models approach: The Basel Committee also recalls the general
provisions and the structure of the standardised approach for calculating risk-weighted assets for
market risk.

The 2019 revision of the standards also adds the following elements:

A simplified standardised approach for banks with small or non-complex trading portfolios;

A clarification of the instruments under the scope of the market risk capital requirements;

A new standardised approach for the risk management of foreign exchange risk and index instruments;
A new standardised approach for risk weights that would be applicable for general interest rate risk,
foreign exchange and certain exposures subject to credit spread risk;

A review of the assessment process which determine whether the internal model of a bank does reflect
the risk of individual trading desk;

A review of the requirements for the identification of risk factors eligible for an internal model.

Next steps

These new standards will apply as of 1%t January 2022.

4% January- Non-performing loans: the final compromise between the European Parliament and the Council

have been published

Following the political agreement reached between the Parliament and the Council in December 2018, the

final compromise has been published.

1.

The scaling of the minimum coverage level

The co-legislators had no difficulties in finding an agreement regarding the scaling of the minimum coverage

level as the final report of the ECON committee and the position of the Council were close.

v" Unsecured loans:

Banks will have to provide for a 100% coverage 3 years after the loan has been declared as non-
performing. As a reminder, the Commission had proposed a 100% coverage after 2 years.



https://www.bis.org/bcbs/publ/d436.htm
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http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+REPORT+A8-2018-0440+0+DOC+PDF+V0//EN&language=EN
https://www.consilium.europa.eu/en/press/press-releases/2018/10/31/non-performing-loans-council-approves-position-on-capital-requirements-for-banks-bad-loans/pdf
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Banks will provide for at least 35% of their exposure to unsecured loans two years after they go
non-performing and then full coverage after 3 years.

v" Secured loans: the calendar agreed between the co-legislators will be the following:

e Secured by immovable collateral: 25% after 3 years, 35% after 4 years, 55% after 5 years,70%
after 6 years, 80% after 7 years, 85% after 8 years, 100% after 9 years

e Secured by movable collateral: 25 % after 3 years, 35% after 4 years, 55% after 5 years, 80%
after 6 years, 100% after 7 years

However, it should be noted that the wording of the article 47¢(3) regarding the scaling up of the minimum
coverage level for loans secured by movable collateral has been amended. Whereas the European Parliament
suggested “secured by movable property or other eligible collateral”, the agreement provides “secured by
other funded or unfunded credit protection”. This change does not change the sense of the article but specifies
it.

Please find below a summary table of the calendar agreed between the Council and the European
Parliament:

After Years 0 1 2 3 4 5 6 7 8 9 10
Council and Unsecured 0% | 0% | 35% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
European
Parliament ¢ red Immovable 0% | 0% | 0% | 25% | 35% | 55% | 70% | 80% | 85% | 100% | 100% |
agreement collateral
Movable | 0% | 0% | 0% | 25% | 35% | 55% | 80% | 100% | 100% | 100% | 100% |
collateral

2. Derogations for non-performing exposure guaranteed or insured by an official export credit agency

and is case of forbearance measure

The agreement between the Parliament and the Council confirmed the introduction of two derogations as
suggested by the ECON rapporteurs.

e A derogation for non-performing exposure guaranteed or insured by an official export credit
agency (article 47c (3)(a)):

In this situation, the scaling up of minimum coverage level will be the following:
- 0 for the secured part of the non-performing exposure to be applied during the period between one
year and seven years following its classification as non-performing
- 1for the secured part of the non-preforming exposure to be applied as the first day of the eighth year
following its classification as non-performing

e Derogation in the case of forbearance measure (article 47¢(5)(a))

When an exposure has been granted a forbearance measure, the scaling of the minimum coverage is modified:

- For unsecured loans: Between one year and two years following its classification as non-performing,

the factor applicable( according to the scaling reproduced above) at the moment the forbearance
measure is granted shall be applicable for an additional period of one year
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- Forsecured loans: Between two and six years following its classification as non-performing, the factor
applicable (according to the scaling reproduced above) at the moment the forbearance is granted shall
be applicable for an additional period of one year.

3. Date of entry into force :

The regulation will not be backdated from March 2018 as suggested by the European Commission but will be
applicable for loans subscribed after the entry into force of the regulation.

18™ December 2018- The Parliament and the Council reach an agreement on NPLs

On the 18" of December, the European Parliament and the Council have easily reached an agreement on the
NPLs regulation proposal.

1. The scaling of the minimum coverage level

The co-legislators had no difficulties in finding an agreement regarding the scaling of the minimum coverage
level as the final report of the ECON committee and the position of the Council were close.

v" Unsecured loans:

Banks will have to provide for a 100% coverage 3 years after the loan has been declared as non-
performing. As a reminder, the Commission had proposed a 100% coverage after 2 years.

Banks will provide for at least 35% of their exposure to unsecured loans two years after they go
non-performing and then full coverage after 3 years.

v' Secured loans: the calendar agreed between the co-legislators will be the following:

e Secured by immovable collateral: 25% after 3 years, 35% after 4 years, 55% after 5 years,70%
after 6 years, 80% after 7 years, 85% after 8 years, 100% after 9 years

e Secured by movable collateral: 25 % after 3 years, 35% after 4 years, 55% after 5 years, 80%
after 6 years, 100% after 7 years

However, it should be noted that the wording of the article 47¢(3) regarding the scaling up of the minimum
coverage level for loans secured by movable collateral has been amended. Whereas the European Parliament
suggested “secured by movable property or other eligible collateral”, the agreement provides “secured by
other funded or unfunded credit protection”. This change does not change the sense of the article but specifies
it.

Please find below a summary table of the calendar agreed between the Council and the European

Parliament:
After Years 0 1 2 3 a 5 6 7 8 9 |10

Council and Unsecured 0% | 0% | 35% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
European
Parliament ¢ o/ ired Immovable 0% | 0% | 0% | 25% | 35% | 55% | 70% | 80% | 85% | 100% | 100% |
greement collateral

Movable | 0% | 0% | 0% | 25% | 35% | 55% | 80% | 100% | 100% | 100% | 100% |

collateral
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2. Derogations for non-performing exposure guaranteed or insured by an official export credit agency
and is case of forbearance measure

The agreement between the Parliament and the Council confirmed the introduction of two derogations as
suggested by the ECON rapporteurs.

e A derogation for non-performing exposure guaranteed or insured by an official export credit
agency (article 47c (3)(a)):

In this situation, the scaling up of minimum coverage level will be the following:
- 0 for the secured part of the non-performing exposure to be applied during the period between one
year and seven years following its classification as non-performing
- 1for the secured part of the non-preforming exposure to be applied as the first day of the eighth year
following its classification as non-performing

e Derogation in the case of forbearance measure (article 47¢(5)(a))

When an exposure has been granted a forbearance measure, the scaling of the minimum coverage is modified :
- For unsecured loans: Between one year and two years following its classification as non-performing,
the factor applicable( according to the scaling reproduced above) at the moment the forbearance
measure is granted shall be applicable for an additional period of one year
- Forsecured loans: Between two and six years following its classification as non-performing, the factor
applicable (according to the scaling reproduced above) at the moment the forbearance is granted shall
be applicable for an additional period of one year.

3. Date of entry into force :

The regulation will not be backdated from March 2018 as suggested by the European Commission but will be
applicable for loans subscribed after the entry into force of the regulation.

17 December 2018- The EBA publishes its guidelines on disclosure of non-performing and forborne
exposures

On the 17 of December, the European Banking Authority (EBA) has published it guidelines on the disclosure of
non-performing exposure and forborne exposure.

The disclosure of information allows market players to have better view of the state and quality of the banks’
assets and the main characteristics of non-performing exposures and forbearance measures held by the bank.

With these guidelines, EBA aims at improving the disclosure requirements and uniform disclosure formats
applicable to the financial institutions in order to foster transparency and provide relevant and meaningful
information to the market players. These guidelines set concrete templates on the content and format of the
information disclosed which will remedy the asymmetries of information, allowing an easier comparison
between the players on their level of non-performing loans and forbearance measures.

The principles of proportionality will apply with distinct rules for significant credit institutions with a gross NPL
ratio above 5%.
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For all credit institutions, the following templates will apply:
= Template 1: Credit quality of forborne exposures
= Template 3: Credit quality of performing and non-performing exposures by past due days
= Template 4: Performing and non-performing exposures and related provisions
= Template 9: Collateral obtained by taking possession and execution processes

For credit institutions with a gross NPL ratio above 5%, specific templates will apply:
= Template 2 : Quality of forbearance
=  Template 5: Quality of non-performing exposures by geography
=  Template 6: Credit quality of loans and advances by industry
= Template 7: Collateral valuation — loans and advances
= Template 8: Changes in the stock of non-performing loans and advances
= Template 10: Collateral obtained by taking possession and execution processes — vintage breakdown

Next steps
These guidelines will apply as of 31th December 2019.

11" December 2018 — the Basel committee on Banking Supervision publishes its updated framework on pillar

3 disclosure requirements

On the 11* of December, the Basel Committee has published its updated framework on disclosure

requirements.
As a reminder, Pillar 3 on disclosure requirements aims at promoting market discipline through the publication
of regulatory information.
The Committee updates the disclosure requirement on the following fields:
=  credit risk, operational risk, the leverage ratio and credit valuation adjustment risk
= risk-weighted assets ( calculated with banks’ internal model with the standardised approaches)
= risk management and key prudential metrics

The new updated framework also add new disclosure requirements on asset encumbrance and capital
distribution.

Next steps
These new disclosures requirement will apply as of 1%t January 2022 just as the Pillar 1 framework (minimum

capital requirements). There is however one exception for the disclosure of asset encumbrance and capital
distribution constraints which will benefit from a one year extension and will therefore apply as of end 2022.

6™ December 2018- the European parliament adopts its final report on Non-performing loans (NPL)

On the 6™ of December 2018, the ECON committee adopted, with a large majority, its report on the
Commission’s regulation proposal as regards minimum loss coverage for non performing exposures (NPLs).

1. Main elements

a) The scaling of the minimum coverage level
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As a reminder, in the draft report, the rapporteurs Esther de Lange (EPP, NL) and Roberto Gualtieri
(S&D,IT) suggested to modify the calendar of the minimum coverage level. Despite many amendments tabled
by Markus Ferber (EPP, DE), Sven Giegold (Greens, DE) et Paul Tang (S&D, NL), the calendar of the coverage
remains the same (see the summary table below).
e  For unsecured loans (article 471(2)), the rapporteur suggests to kick-off the full coverage as
of the first day of the fourth year following its classification as non-performing.

e For secured loans , the rapporteurs suggest a distinction between ( distinction also made by

the Council):

o Loanssecured by immovable collateral: 0, 20 coverage to be applied during
the period between the first and the last day of the fourth year following

its classification as non-performing with a full coverage starting as of the
eighth year. For the first three years, there is no coverage (as suggested by
the rapporteurs).

o Loans secured by movable collateral: 0, 23 coverage to be applied during

the period as of the first day of the fourth year following its classification as
non-performing (amendment 44) with a full coverage starting as of the
eighth year. For the first three years, there is no coverage (as suggested by
the rapporteurs). As a reminder, the Council provides for a full coverage
building up after 7 years.

b) Derogation to the part of the non-performing exposure guaranteed or insured by an official

export credit agency (article 47c (3a))

The ECON Committee suggests to include a derogation to the calendar of minimum coverage level to the part
of the non-performing exposure guaranteed or insured by an official export credit agency:
- 0 for the secured part of the non-performing exposure to be applied during the period
between one year and seven years following its classification as non-performing
- 1forthe secured part of the non-performing exposure to be applied as of the first day of
the eighth year following its classification as non-performing

c) Derogation where an exposure has been granted a forbearance (article 47c (5a))

When a loan has been granted a forbearance, the rapporteurs suggest to extend by one year the factor
applicable at the moment the forbearance measure is granted:

- Forunsecured loans : between one year and two years following its classification as non-
performing, the factor applicable at the moment the forbearance measure is granted shall
be applicable for an additional period of one year

- For secured loans: between two and six years following its classification as non-
performing, the factor applicable at the moment the forbearance measure is granted shall
be applicable for an additional period of one year.

Please find below a summary table of the coverage level as provided by the European Commission, the
Council of the EU and the ECON committee:



http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-629.418+01+DOC+PDF+V0//EN&language=EN
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After Years 0 1 2 3 4 5 6 7 8 9 10
EC Unsecured Past due more 90 0% 35% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
days
Not past due more 0% 28% 80% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
than 90 days
Secured Past due more 90 0% 5% 10% | 17.5% | 27.5% | 40% 55% 75% | 100% | 100% | 100%
days
Not past due more 0% 4% 8% 14% 22% 32% 44% 60% 80% | 100% | 100%
than 90 days
Council Unsecured 0% 0% 35% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%

Secured Immovable collateral | 0% 0% 0% | 25.5% | 41.5% | 69% | 80% | 80% | 85% | 100% | 100%

Movable collateral 0% 0% 0% | 25.5% | 41.5% | 69% 80% | 100% | 100% | 100% | 100%

ECON Unsecured 0% 0% 0% 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
Commi
ttae Secured Immovable collateral | 0% 0% 0% 20% 30% 40% 55% 75% 80% | 100% | 100%

Movable collateral 0% 0% 0% 23% 35% 50% 80% | 100% | 100% | 100% | 100%

d) Guidelines on a common methodology for the determination of the secured part of a non-

performing exposure

The European Banking Authority (EBA) will be asked to include a common methodology for the determination
of the secured part of a non-performing exposure in the guidelines to be drafted ( article 47c (5)).

2. Others elements

In its report, the ECON Committee stresses the fact that “consumers should not be deemed exclusively
responsible for the cause of the severe build-up of NPEs during the years of the financial crisis” (recital 1a).

4* December 2018 : CRD V / CRR Il : an agreement in trilogue

On December, 4t 2018, the Council of the EU and the representatives of the European parliament have finalised
the inter-institutional negotiations on the banking package which aims at reducing risks in the EU banking sector.
This agreement comes 2 years after the publication by the European Commission of two legislatives proposals
reforming the Capital Requirement Directive (CRD IV) and the Capital Requirement Regulation (CRR). These
proposals are intended at implementing reforms agreed by the Basel Committee on Banking Supervision and by
the Financial Stability Board (FSB).

e Commission’s Proposal amending CRD IV

e Commission’s Proposal amending CRR

The final text is not available yet but you will find below the pre-agreement which includes 90% of the final

provisions.

A. Points of interest for EUF
=  Proportionality

The agreement provides a definition for “small and non-complex institutions” would be provided for and
accompanied by reduced reporting and disclosure requirements in order to lower compliance costs for these

entities.



http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2016/0854/COM_COM(2016)0854_EN.pdf
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2016/0850/COM_COM(2016)0850(ANN)_EN.pdf
http://data.consilium.europa.eu/doc/document/ST-14448-2018-INIT/en/pdf
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To be qualified as “ small and non-complex institutions”, the entities will have to fill the following conditions (
article 4):

v"  the total value of its assets on an individual basis or on a consolidated basis is on average equal to or
less than the threshold of EUR 5 billion over the four-year period immediately preceding the current
annual reporting period.

v theinstitution is subject to no or simplified obligations in relation to recovery and resolution planning

\

the institution’s trading book business is classified as small

v the total value of the institution’s derivative positions held with trading intent does not exceed 2% of
its total on- and off-balance sheet assets, the total value of its overall derivative positions does not
exceed 5%, both calculated according to article 273a(3);

v" more than 75% of both the institution’s consolidated total assets and liabilities, excluding in both
cases the intragroup exposures, relate to activities with counterparties located in the European
Economic Area;

v'  theinstitution does not use internal models to meet the prudential requirements that it is subject to
in accordance with this Regulation except for subsidiaries using internal models developed at the group
level, provided that the group is subject to the disclosure requirements laid down in article 433a or in
article 433c at consolidated level.

v the institution has not communicated to the competent authority an objection to being classified as a
small and non-complex institution;

v' the competent authority has not decided that the institution is not to be considered a small and non-

complex institution based on an analysis of its size, interconnectedness, complexity or risk profile.

The European Banking Authority (EBA) will be in charge of drafting recommendations on how to reduce
reporting requirements for small and non-complex institutions which should result in an expected average cost
reduction.

= Preferential treatment for factoring when it comes to the implementation of the the Net Stable
Funding Ratio (NSFR)

Based on the European Parliament’s definition, factoring is defined in a EU legislative text for the first time (
article 411) as such factoring means :

“a contractual agreement between a business (assignor) and a financial entity (factor) in which the assignor
assigns or sells its receivables to the factor in exchange of providing the assignor with one or more of the

following services with regard to the receivables assigned:

(a) advance of a percentage of the amount of receivables assigned, generally short term, uncommitted
and without automatic roll-over,

(b) receivables management, collection and credit protection whereby in general, the factor
administers the assignor’s sales ledger and collects the receivables in its own name.

Factoring will benefit from be applied the same treatment as trade finance (5% - 7.5% - 10%) regarding the
calibration of the net stable funding ratio.

=  Simplified Net Stable Funding Ratio (sNSFR) (article 428 ah)
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The agreement follows the European Parliament’s position: entities qualified as “small and non-complex” will
benefit from a simplified version of the NSFR in order to reduce their administrative burden. In practice, this
simplification results in fewer data points to be collected for calculation and reporting purposes.

= Lliquidity and prudential capital management at group level

The agreement follows the Council’s approach on all home-host related provision. The Council proposed to
suppresses the revision of articles 7 and 8 of the European Commission regarding the consolidated
management by parents companies of liquidity and capital requirements waivers granted at the individual
level

= Leverage ratio

The negotiators agreed to a binding 3% leverage ratio and an additional 50% buffer for global systemically
important institutions (GSlis).

=  SME supporting factor

In its proposal, the European Commission had suggested to reduce certain capital requirements to support
lending to small and medium sized enterprises and infrastructure projects by extending the scope of the so
called “supporting factors” for such entities or activities.

The agreement provides for an extension of the existing supporting factor for loans to SMEs in an amount up
to euros 2.5 million (which is currently set at 1.5 million).

B. Others points of interest for EUF

e |Intermediate Parent Company (IPU)

The ECB directly supervises the 118 significant banks of the participating countries. These banks hold almost
82% of banking assets in the euro area. The decision on whether a bank is deemed significant is based on a
number of criteria such as having a total value of assets exceeding euros 30 billion. Banks which do not reach
this threshold are under the supervision of national Competent Authorities (NCAs). In order to avoid the
supervision of the ECB, some banks create several subsidiaries which stay under the thresholds of euros 30
billion.

The negotiators decided to act against this practice by requesting large non-EU banking groups with two or more
subsidiary institutions in the EU to establish an IPU to consolidate all their activities in the Union under that IPU.
The objective is to facilitate group supervision and enhance the resolvability of the firms in scope.

The agreement provides for the following conditions:

- the threshold triggering the creation of an IPU is set at € 40 billion balance sheet assets in the EU
including those held by third country branches (both those of credit institutions and investment
firms).

- Global Systemically Important Institutions (G-SIBs) are not automatically captured by the
requirement if they do not meet the threshold in the EU

- IPUs may be set up as investment firms

- atransitional period of 3 years would be provided

- EBA would issue a report on the treatment of third country branches under Member States’ laws
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e Anti Money laundering

The agreement follows the European Parliament’s position which suggests to enhance the cooperation and
exchange of information between prudential supervisors, financial intelligence units (FIUs) and competent
authorities for Anti-money laundering and combatting the financing of terrorism (AML/CFT).

The negotiators introduced an authorisation procedure ( article 8 CRD), designed the EBA to draft regulatory
technical standards (RTS) and an exchange of information ( article 56).

Additional amendments would be made to strengthen the AML dimension in the relevant prudential tools on
authorisation, fit and proper checks and supervisory review and evaluation process (SREP).

e Insolvability
Institutions that are failing or likely to fail, but not subject to resolution, would be wound up in an
orderly manner in accordance with the applicable national law.

e intangible assets (Software)

The agreement provides for an exemption from deductions of certain intangible software assets (intangible
assets) is granted from own funds items provided that its value is prudentially valued and loss absorbing also in
a gone concern situation.

This provision follows the European Banking Federation and aligns the EU legislative framework with the US
legislation.

e Environmental, social and governance risks (ESG)

EBA will prepare a report on the introduction of environmental, social and governance (ESG) risks in the risk
management process. If appropriate, EBA might adopt guidelines for the inclusion of ESG risk in the supervisory
review and evaluation process. Banks would also be subject to additional disclosures concerning these risks.

C. Shadow banking

The representatives of the European Parliament and Council held the last trilogue on Tuesday 4™ in order to
finalise the inter-institutional agreement on shadow banking, remuneration and off-balance sheet guarantees
to ClUs (Collective Investment Undertakings).

Regarding the treatment of shadow banking, unlike the Council, the Commission and the EP want the EBA
guidelines released in December 2015 on the “Limits on exposures to shadow banking entities which carry out
banking activities outside a regulated framework under Article 395(2) of Regulation (EU) No 575/2013 (CRR) to
become regulatory technical standards (RTSs), which will make them legally binding.

The EP would even like the EBA to “develop a methodological standard for competent authorities specifying an
appropriate aggregate limit on exposures to shadow banking (SB) entities which carry out banking activities
outside a regulated framework, as well as individualized exposure limits to such entities”.

Outcomes of the negotiations are not currently know, we will come back with more details once the final
agreement is published.



https://www.eba.europa.eu/documents/10180/1310259/EBA-GL-2015-20+GL+on+Limits+to+Exposures+to+Shadow+Banking+Entities.pdf/f7e7ce6b-7075-44b5-9547-5534c8c39a37
https://www.eba.europa.eu/documents/10180/1310259/EBA-GL-2015-20+GL+on+Limits+to+Exposures+to+Shadow+Banking+Entities.pdf/f7e7ce6b-7075-44b5-9547-5534c8c39a37
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26" November 2018 — Banking supervision: Basel Committee’s meeting and of the International Conference

of Banking Supervisors (ICBS)

On November, 26" 2018, the Basel Committee on Banking Supervision and the International Conference of
Banking Supervisors met to discuss the challenges of the banking supervision.

The Basel Committee decided to revise the market risk framework, which will be submitted to Group of Central
Bank Governors and Heads of Supervision (GHOS): the aim of the revision is to enhance the risk sensitivity of
the standardised approach, revise the calibration of certain elements of the framework and improve certain
aspects of the internal models approach. If approved by the GHOS, the framework would be publish in 2019

The Basel Committee also agreed to launch a public consultation in order to enhance the disclosure in order to
reduce bank window-dressing on the leverage ratio and approved the revision to the pillar 3 disclosure

November 2018: the Basel Committee publishes its report on the implementation of the Basel |ll regulatory

reforms

In November 2018, the Basel Committee published its report on the progresses made by the 27 jurisdiction
members of the Basel Committee on Banking Supervision (BCBS) in implementing the Basel Ill regulatory
reforms.

This report assesses the members’ progresses in adopting the Basel Ill standards, the consistency of domestic
(national or regional) banking regulations with the Basel Ill standards and the prudential outcomes of those
regulations.

The report concludes that the standards for capital, liquidity and global systemically important banks (G-SIBs)
have generally been transposed into domestic regulations. The requirements on the risk-based standards and
on the Liquidity Coverage Ratio (LCR) are enforced by all the members.

Some members are also working to adopt other standards such as:
- The margin requirements for non-centrally cleared derivatives,
- The Net Stable Funding Ratio (NSFR),
- The leverage ratio,
- The revised securitisation framework,
- The standardised approach for measuring counterparty credit risk exposures (SA-CCR),
- The capital requirements for bank exposures to central counterparties (CCPs)
- The revised Pillar 3 disclosure requirements.

13 November 2018 — the state of the Banking Union after 4 years

Sabine Lautenschldager, Member of the European Central Bank Executive Board and Vice-Chair of the
Supervisory Board of the Single Supervisory Mechanism, delivered a speech taking stock of 4 years of Banking
Union.

According to the ECB, European regulation reinforced the banking sector making it more secure and resilient.
For instance, today, banks hold more and better-quality capital than in the past. The minimum capital ratio
increased by 2.6% between 2014 and 2018.



https://www.bis.org/press/p181129.htm
https://www.bis.org/bcbs/publ/d453.pdf
https://www.ecb.europa.eu/press/key/date/2018/html/ecb.sp181113_1.en.html
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Moreover, banks have a lower stock of non-performing loans (NPLs) on their balance sheets: for banks under
the supervision of the ECB, the level of NPLs rose from 958 billion when the single supervisory mechanism was
set up to 688 billion in the first quarter of 2018.

The Single Supervisory Mechanism is not the only pillar of the Banking Union. Stricter regulation does not mean
that there will be no other bank bankruptcy. Sabine Lautenschlager considers indeed that it is not to the ECB to
prevent bank failures. Banks can leave the market if they are managed in a risky and dangerous way or if they
are unable to maintain their competitiveness based on a suitable economic model.

Despite the progress made over the past four years, European supervisors remain cautious and continue to
monitor banks with the support of European legislators. Sabine Lautenschlager estimates banks must seize the
opportunity given by the current financial stability to clean up their balance sheets and adapt their business
model.

9t November 2018: ECB publishes final guides for banks on their capital and liquidity management (ICAAPs et
ILAAPs)

The European Central Bank (ECB) has published its guides for banks regarding their internal capital and liquidity
adequacy assessment processes (ICAAPs) and their Internal Liquidity Adequacy Assessment Process (ILAAPs)
and ILAAPs).

These guides, which are not legally binding, aim to assist banks in strengthening their ICAAPs and ILAAPs, and
to encourage the adoption of best practices. Indeed, adequate levels of capital and liquidity are essential for the
resilience of individual banks.

As a reminder, Internal Capital Adequacy Assessment Processes (ICAAPs) and Internal Liquidity Adequacy
Assessment Process (ILAAPs) aim at supporting banks in their assessment processes on their level of capital and
liquidity. Financial institutions must assess the risks and ensure that all the risks are identified, effectively
managed and covered by an adequate capital and liquidity levels at all times.

In 2019, the ECB will increase its supervision assessment on ICAAPs and ILAAPs to incentivise banks to improve
their ICAAPs and ILAAPs. Every year, the ECB reviews the quality of the banks’ ICAAPs and ILAAPs as part of the
Supervisory Review and Evaluation Process (SREP).

Application date:
These guidelines will apply as of 1% of January 2019.

8™ November: NPLs- State of play at the Council and the ECON Committee

On the 8" of November, the ECON Committee of the European Parliament published its draft report on the
Commission proposal as regards minimum loss coverage for non-performing exposures. The rapporteurs
appointed are Esther de Lange (PPE, NL) and Roberto Gualtieri (S&D, IT).

The Council of the EU adopted its common position on the 31th October.

I. COMMISSION’S PROPOSAL



https://www.bde.es/f/webbde/GAP/Secciones/SalaPrensa/ComunicadosBCE/NotasInformativasBCE/18/presbce2018_145en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.ilaap_guide_201811.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.icaap_guide_201811.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.ilaap_guide_201811.en.pdf
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-629.418+01+DOC+PDF+V0//EN&language=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018PC0134&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018PC0134&from=EN
https://www.consilium.europa.eu/en/press/press-releases/2018/10/31/non-performing-loans-council-approves-position-on-capital-requirements-for-banks-bad-loans/pdf
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Non-performing loans (NPLs) are one of the main risks that still threaten the European banking system.
Following the Council’s request, the Commission released a regulation proposal amending the Capital
Requirement Regulation providing for a statutory prudential backstop against any excessive future build-up of
NPLs without sufficient loss coverage on banks’ balance sheet.
The Commission’s proposal consists of two elements:
v' Arequirement for institutions to cover up to common minimum levels the incurred and expected losses
on newly originated loans once such loans become non-performing( minimum coverage requirement)
v" Where the minimum coverage requirement is not met, a deduction of the difference between the level
of the actual coverage and the minimum coverage from Common Equity Tier 1 (CET1) items

The Commission’s proposal is built on the principle that the longer an exposure has been non-performing, the
lower is the probability to recover the amounts due. The Commission is therefore proposing a scaling-up with
the minimum coverage requirement increasing gradually depending on how long an exposure has been
classified as non-performing, in accordance with a prescribed timetable.

The Commission’s proposal also include two others distinctions:

v' Between secured and unsecured non-performing exposure (NPE): due to the high risk of unsecured
loans, the timetable is stricter.

v' Between non-performing exposures where the obligator is past due more than 90 days and other NPEs
and other NPEs: the timetable proposed by the Commission is different whether the exposure is non
performing because the debtor’s arrears are greater than 90 days. When the arrears are greater than
90 days, the minimum coverage requirement is higher.

The Commission is proposing the following timetable:

After Years 0 1 2 2 4 5 [ 7 8 9 10
EC Unsecured Past due more 20 0% 35% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
days
Not past due more 0% 28% 80% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
than 80 days
Secured Past due more 80 0% 5% 10% | 17.5% | 27.5% | 40% 55% 75% | 100% | 100% | 100%
days
Not past due more 0% 4% 8% 14% 22% 32% 44% B0% 80% | 100% | 100%
than 80 days

II. COUNCIL’S COMPROMISE

The Council of the EU adopted its common position on the 31th October.
The Council introduced a distinction between the loans secured by immovable and movable collaterals.
v" For secured NPLs
o With immovable collateral (commercial or residential real estate) the proposal provides a
gradual increase of the minimum loss coverage level over a period of 9 years.
o With movable collateral secured by movable and other CRR eligible collateral, the full
coverage will have to be built up after 7 years.
v" For unsecured NPLs the maximum coverage requirement would apply fully after 3 years, i.e. one year
more than in the EU Commission’s proposal.



http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1523962046085&uri=CELEX:02013R0575-20180101
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1523962046085&uri=CELEX:02013R0575-20180101
https://www.consilium.europa.eu/en/press/press-releases/2018/10/31/non-performing-loans-council-approves-position-on-capital-requirements-for-banks-bad-loans/pdf
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After Years 0 1 2 3 4 5 6 7 8 9 10
Council Unsecured 0% 0% 35% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
Secured Immovable collateral | 0% 0% 0% | 25.5% | 41.5% | 69% | 80% | 80% | 85% | 100% | 100%
Movable collateral 0% 0% 0% | 25.5% | 41.5% | 69% | 80% | 100% | 100% | 100% | 100%

. ECON COMMITTEE’S DRAFT REPORT

v"  Secured loans :

between secured loans with immovable collateral and movable collateral.
v' Unsecured loans: the rapporteur suggests to kick-off the full coverage as of the first day of
the fourth year following its classification as non-performing (amendment 37).

The ECON rapporteur proposes to modify the scaling-up of the coverage and introduces the same distinction

o 20% coverage to be applied during the period between the first and the last day of
the fourth year following its classification as non-performing with a full coverage
starting as of the eighth year. For the first three years, there is no coverage (as

suggested by the rapporteurs).
o 23% coverage to be applied during the period as of the first day of the fourth year
following its classification as non-performing (amendment 44) with a full coverage
starting as of the eighth year. For the first three years, there is no coverage (as

suggested by the rapporteurs).

After Years 0 1 2 2 L.} 5 3] 7 8 9 10
ECON Unsecured 0% 0% 0% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
Commi
L= Secured Immovable collateral | 0% 0% 0% 20% | 30% | 40% | 55% | 75% | 80% | 100% | 100%
Movable collateral 0% 0% 0% 23% | 35% | 50% | 80% | 100% | 100% | 100% | 100%

Summary table of the coverage level as provided by the European Commission, the Council of the EU and the

ECON committee

After Years 0 ‘ 1 ‘ 2 ‘ 3 ‘ 4 ‘ 5 ‘ 6 ‘ 7 ‘ 8 ‘ 9 ‘ 10
EC Unsecured Past due more 90 0% 35% 100% 100% 100% 100% 100% 100% 100% 100% 100%
days
Not past due more 0% 28% 80% 100% 100% 100% 100% 100% 100% 100% 100%
than 90 days
Secured Past due more 90 0% 5% 10% 17.5% 27.5% 40% 55% 75% 100% 100% 100%
days
Not past due more 0% 4% 8% 14% 22% 32% 44% 60% 30% 100% 100%
than 90 days
Council Unsecured 0% 0% 35% 100% 100% 100% 100% 100% 100% 100% 100%
Secured Immovable collateral 0% 0% 0% 25.5% 41.5% 69% 80% 80% 85% 100% 100%
Movable collateral 0% 0% 0% 25.5% 41.5% 69% 80% 100% 100% 100% 100%
ECON Unsecured 0% 0% 0% 100% 100% 100% 100% 100% 100% 100% 100%
Commi
tes Secured | Immovable collateral | 0% 0% 0%  20% 30% 40% 55% 75% 80% 100% 100%
Movable collateral 0% 0% 0% 23% 35% 50% 80% 100% 100% 100% 100%
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Next steps: The Members of the ECON Committee had until the 23™ of November to table their amendments
on the draft report.

The trilogue negotiation will start after the The vote on the ECON Committee’s final report which is scheduled
for the 6" of December.

31th October 2018 — EBA publishes its Guidelines on management of non-performing and foreborne exposures

On October, 31th, the EBA published its Guidelines on management of non-performing and foreborne

exposures. As part of the Council Action Plan to tackle non-performing loans (NPLs) in Europe , the EBA was

asked to contribute to this Action Plan in particular in supervisory actions to works with banks to improve
strategies to reduce NPEs.

Objectives of these guidelines

The Guidelines require institutions to establish NPE reduction strategies. To that end, an appropriate

governance structure and operational set-up should be in place to facilitate this objective. The guidelines outline
the key elements of governance and operations in relation to an NPE workout framework, covering key aspects
related to steering and decision-making, the NPE operating model, the internal control framework and NPE
monitoring processes.

Definition of non-performing exposures (NPEs) and foreborne exposures(FBEs):

1. NPEs: A non-performing exposure is an exposure that is:

= 90 days past-due (material exposure) or unlikely to be repaid in full without collateral 132tandardiza
(irrespective of any past-due amount or of the number of days past-due), or

= Impaired or defaulted according to the applicable accounting or regulatory frameworks.

The Guidelines tackle another topic related to NPEs which are foreborne exposures. The definitions of foreborne

exposures and NPEs were subject to internal work of the EBA since 2013 (see Power point presentation

attached).

2. Forbearance measures are defined as concessions towards a debtor facing or about to face financial
difficulties (loans, debt securities, commitments — no trading exposures). These concessions consists of:

- Modification of the terms and conditions of the contract that would not have been granted had the
debtor not been in financial difficulties (judgment in identifying of financial difficulties). For example
more favorable terms than the previous terms of the contract or than the terms of other debtors with
a similar risk profile, use of embedded forbearance clauses

- Total or partial refinancing of an exposure that would not have been granted had the debtor not
been in financial difficulties. For example total or partial repayment of a debt contract with the
proceeds from another debt contract.

The guidelines stress that any forbearance measures should be granted only when they aim to restore
sustainable repayment by the borrower and are thus in the borrower’s interests. These guidelines set out
requirements relating to processes for recognising NPEs and FBEs, as well as a forbearance-granting process
with a focus on the viability of forbearance measures. Credit institutions are expected to monitor the efficiency
and effectiveness of forbearance measures and have in place policies and processes to assess borrowers’
financial difficulties and identify NPEs.

Summary of the guidelines

e Risk management practices for credit institutions for the management of NEPs and FBEs:
requirements on NPE reduction strategies, governance and operations of NPE workout framework,
internal control framework and monitoring



https://eba.europa.eu/documents/10180/2425705/EBA+BS+2018+358+Final+%28Final+report+on+GL+on+NPE_FBE+management%29.pdf/371ff4ba-d7db-4fa9-a3c7-231cb9c2a26a
https://eba.europa.eu/documents/10180/2425705/EBA+BS+2018+358+Final+%28Final+report+on+GL+on+NPE_FBE+management%29.pdf/371ff4ba-d7db-4fa9-a3c7-231cb9c2a26a
https://www.consilium.europa.eu/en/press/press-releases/2017/07/11/conclusions-non-performing-loans/
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e Requirements to recognise NPEs and FBEs and the granting of forbearance measures: The guidelines
specify that credit institutions should grant forbearance measures only with the view to return the
borrower to a sustainable performing repayment status.

e Introduction of a 5% threshold of gross NPL ratio to trigger the development of NPE strategies: The
EBA explains that these threshold does not indicate an optimal level for NPLs in a credit institution. The
5% thresholds must not be seen as an automatic target but more as a reference to set a prudential
framework for stricter supervisory monitoring. The 5% gross NPL ratio aims at ensuring a minimum
level of transparency, and to ensure that credit institutions are prepared to prevent NPEs building up
and to take action at an early stage to tackle the issue.

The guidelines will apply as of 30*" June 2019.

3" September 2018: NPLs — the exchange of views in the ECON committee

On 3™ September 2018, an exchange of views took place in the Economic and Monetary Affairs Committee
(ECON) of the European Parliament on the EU Commission proposals aiming to reduce the level of non-
preforming loans (NPLs) in the EU and especially :

v' the proposal of Regulation on minimum loss coverage for non-performing exposures

v the proposal of Directive on credit servicers, credit purchasers and the recovery of collateral

Relevant information for the EUF:

1. Differentiation between NPLs and dedicated prudential approach on financial institutions

The EU Commission proposes to apply different minimum loss coverage requirements depending on the types
of NPLs (secured/ non secured, more or less than 90 days past due threshold).

Co-Rapporteur Esther de Lange (EPP, NL) wants to avoid to have too many categories of NPLs and considers
that some further options — independent assessment, types of forbearance — were too complex and not
relevant.

Co-rapporteur Roberto Gualteri (S&D, IT) believes that a key part of the proposal is to maintain a two-pillar
system — a minimum compulsory backstop together with a bank-specific pillar, decided by competent

authorities. This provision should guarantee a case-by-case adapted mechanism.

2. 90-day past due threshold

Esther de Lange casts into doubt the relevance of a time factor, especially the 90-day threshold of non-payment
in due time. As a reminder, the Commission proposed stricter provisions for non-performing exposures (NPEs)
for which the obligor is past due more than 90 days. The rapporteur considers that making a distinction based
on a time factor rather than “other reasons” is not a clear cut proposal.

Shadow rapporteur Ramon Tremosa (ALDE, ES) considers that the misapplication of the Late-Payment
Directive is at the origin of the high level of non-performing loans in some Member States. According to him,



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018PC0134&from=EN
http://ec.europa.eu/finance/docs/policy/180314-proposal-directive-non-performing-loans_en.pdf

F 2 ! :
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

multinationals and public institutions which do not pay SMEs on time are responsible of their financial
difficulties.

3. Scope of the regulation

Esther de Lange (EPP, NL) and shadow rapporteurs Sander Loones (ECR, BE) and Sven Giegold (Greens, DE)
expressed concerns about current stocks of NPLs as the Commission’s proposal covers only loans issued before
the 14" March 2018.

According to them, loans issued before that date should also be regulated / taken into account, whether by
this text or another regulatory initiative. This could have a huge impact on EUF’'s members.

Next steps: ECON agenda
- Consideration of draft report 22" October
- Deadline for amendment 26 October
- Consideration of amendments 19t and 20" November
- Vote in ECON 3™ December

29t August: NPLs: Member States doubtful regarding the accelerated extrajudicial execution mechanism

In a working paper prepared ahead of an attachés meeting, the Austrian Presidency of the Council of the
European Union (EU) takes stocks of progress on title V of the proposal for a directive on non-performing loans

(NPLs) which the European Commission published on 14" March 2018. As this working paper is not public,
please find it attached in the e-mail.

Title V of the proposed directive sets out an accelerated extrajudicial collateral execution (AECE) mechanism,
which aims at making collateral more rapidly and efficiently executable.

The Presidency working paper notes that, in general, Member States support the European Commission’s
objective to ease and to speed up collateral execution. However, several Member States voiced doubts
regarding whether or the AECE would be the most appropriate instrument.

The working paper also mentions that some Member States doubt that there is any need to harmonise collateral
execution, and thus questions the existence of Title V of the proposed NPLs directive. They consider that
national frameworks already exists to address this issue and function properly. In particular, some Member
States raised constitutional concerns regarding the application of AECE to immovable assets.

The main elements being scrutinised by the working group at the Council of the EU are:

- The scope of the proposed directive: articulation of the AECE with judicial processes, exclusion of
consumer credit, different sorts of collateral being covered by the AECE;

- Impact on third parties (in cases where a third party might own the collateral);

- Conflicts of laws;

- Enforcement: enforcement event, directly enforceable title, notification, different types of parties
involved;

- Right to challenge;

- Transfer of secured credit agreements to a third party.



http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
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Legislative works on this text are still at an early stage. The European Parliament has not yet published its draft
report.

11t July 2018: NPLs — the EESC warns against the “one size fits all” approach

On 11July 2018, the European Economic and Social Committee (EESC) adopted an opinion on the Commission’s
proposals for a regulation and a directive presented last March which aim to impose a minimum loss cover on

non-performing exposures (NPEs) and to develop secondary non-performing loan markets (NPLs) at European
level.

While the EESC welcomes the Commission’s initiative on provisioning, it warns against any “one size fits all”
approach that “does not take into account the differences that still exist in national civil laws”.

Similarly, the Committee is concerned about the timing of the provisioning of new non-performing loans,
which “may force the banks to sell them quickly, rather than waiting for the financially distressed company to
return to a more viable situation”. The Committee believes that this “could reduce the possibility of allowing
for a debt restructuring and a giving entrepreneurs a second chance, with a potentially high negative social
impact and negative impact on the employment ratio”.

Therefore, the EESC suggests launching a new impact assessment to evaluate “the potential impact of the
proposed regulation on banks, on the transmission of credit to households, on SMEs and on GDP growth.”

The EESC calls on the Commission to adopt specific treatment for “smaller and specialised firms with a less
complex asset structure “.

The Committee also believes that all EU banks should also be subject to IFRS 9.

With regard to the development of secondary markets, the EESC considers that “regulators should not
encourage the sale of the non-performing loans” because “managing impaired loans within banks could imply
a higher value through their recovery than the prices collected for their sale “. The Committee is also concerned
about consumer and worker protection issues.

28t June 2018: CRR 2/ CRD 5: publication of the reports adopted by the ECON Committee

The Committee for economic and monetary affairs (ECON) of the European Parliament published the reports
on CRR2 and on CRD 5 adopted on 19" June 2018.

As a reminder, the European Commission published in November 2016 its banking package proposal aiming at
reducing risks in the banking sector and including the following legislative initiatives:
e Proposals to review the regulation and directive on capital requirements (CRR2/CRD5) ;

e Proposals to review the Baking Recovery and Resolution Directive (BRRD) and the Single Resolution
Mechanism Regulation (SRMR) (BRRD2/SRMR?2).

At the European Parliament, reports on CRR2 and CRD 5 were attributed to Peter Simon (S&D, DE) and reports
on BRRD2 and SRMR2 to Gunnar Hokmark (EPP, SE).

AMENDMENTS ADOPTED



http://webapi.eesc.europa.eu/documentsanonymous/eesc-2018-01109-00-00-ac-tra-en.docx
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018PC0134&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018PC0135&from=FR
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fTEXT%2bREPORT%2bA8-2018-0242%2b0%2bDOC%2bXML%2bV0%2f%2fEN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fTEXT%2bREPORT%2bA8-2018-0243%2b0%2bDOC%2bXML%2bV0%2f%2fEN&language=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&qid=1479917404448&from=FR
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0036&from=EN
https://eur-lex.europa.eu/resource.html?uri=cellar:9b17b18d-cdb3-11e6-ad7c-01aa75ed71a1.0001.02/DOC_1&format=PDF
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2016/0854/COM_COM(2016)0854_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0059&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014R0806&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016PC0852&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016PC0851&from=EN
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Among the amendments which have been adopted on June 19%, the following are particularly relevant for the
EUF:

e Definition of factoring, and its specific treatment for the purpose of the Net Stable Funding Ratio
(NSFR) (articles 411 and 428 of CRR)

Article 411 in its version adopted by the ECON Committee includes a new paragraph 15a, which reads as
follow:
“(15a) ‘Factoring’ means a contractual agreement between a business (assignor) and a financial
entity (factor) in which the assignor assigns or sells its receivables to the factor in exchange of
providing the assignor with one or more of the following services with regard to the receivables
assigned:
(a) advance of a percentage of the amount of receivables assigned generally short term, uncommitted
and without automatic roll-over,
(b) receivables management, collection and credit protection generally the factor administering the
assignor’ sales ledger and collecting the receivables in its own name.
For the purposes of Part Vi, factoring shall be treated as trade finance.”

This new paragraph introduces a definition of factoring, which also serve the purpose of clarifying its
treatment under Part VI on liquidity requirements. It ensures factoring to explicitly benefit from the same
treatment as trade finance.

e  Proportionality

As suggested by the rapporteur Peter Simon, the definition of a small and non-complex institutions is set in
article 4 of CRR 2, thus taking a more general dimension as compared to the Commission’s proposal, in which
the definition apply only for reporting requirements, in article 430bis.

The threshold in terms of total value of assets has been raised to 5 billion euros in the report adopted in
ECON, while Peter Simon proposed a 1.5 billion euros threshold. The use of an internal model remains a
blocking element in order to qualify as small and non-complex entity.

The report adopted by the ECON committee maintains the possibility of a simplified NSFR, but yet more
stringently calibrated, for small and non-complex institutions which chose this option.

e  Minority interests

While the draft report prepared by Peter Simon did not amend article 81 of CRR, the report adopted in ECON
modifies the wording of article 81. It states that “minority interests shall comprise the sum of Common Equity
Tier 1 items of a subsidiary” where three conditions are met. Whereas the European Commission was
suggesting that an intermediate financial holding company in a third country shall be subject to the “same
rules as credit institutions of that third country”, the report adopted in ECON replaces “same rules as” by
“prudential requirements as stringent as those applied to”.

Other subsidiaries (non-third countries) do not benefit from this regime.

e Liquidity and capital waivers
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The rapporteur Peter Simon suggested that institutions should be able to manage their liquidity (article 8 of CRR
2) and their capital (article 7 of CRR 2) at the group level, thus supporting the Commission’s proposal to
introduce waivers for own funds and liquidity requirements for banking groups which operate across borders.

In article 7 regarding capital waivers, the report adopted in ECON provides two additional conditions to qualify
for a capital waiver, namely (1) the waiver cannot amount for more than 25% of the minimum own funds
requirements, and (2) the parent undertaking has full control of the subsidiary. The approach of the rapporteur,
based on opinions produced by the EBA, has been maintained (paragraph 2).

On the contrary, all the amendments proposed by the rapporteur on article 8 regarding liquidity waivers have
been rejected. The initial proposal of the European Commission is maintained, as opposed to the gradual
implementation proposed by Peter Simon.

e  SME supporting factor
The SME supporting factor is maintained (article 501 of CRR 2).
During the vote in the ECON Committee on 19" June, members of the European Parliament also voted in

favour of the opening inter-institutional negotiations (trilogues), ahead of the vote in plenary session
scheduled for the fall 2018.

14™ May 2018: Securitisation: 10SCO and BCBS specify criteria for short-term securitisation

The Basel Committee on Banking Supervision (BCBS) and the International Organisation of Securities
Commissions (I0SCO) published a joint report specifying the criteria to identify which short-term securitisation
qualify as simple, transparent and comparable (STC). This report complements a previous edition, dated from
July 2015.

The report is addressed to the financial sector and aims at clarifying the STC securitisation implementation. It
adds precisions to the general STC approach, specifying its implementation to short-term securitisation and in
particular to asset-backed commercial papers (ABCP). The BCBS and I0SCO notes that ABCPs are key elements
of the securitisation market in some jurisdictions and that it is important to adjust the STC criteria to those
products.

The report clarifies the three STC criteria:
- Simplicity, which refers to the homogeneity of underlying assets in each securitisation financed via an
ABCP;
- Transparency, which implies sufficient information to investors and sponsors on underlying assets;
- Comparability, which aims at enabling investors to easily assess different products against each other
and across jurisdictions.

The BCBS and IOSCO recall that the criteria they proposed are neither legally binding nor exhaustive and that
they cannot replace usual due diligences.

On the same day, the BCBS published a report on the prudential regime for short-term STC securitisation. The
report explains that, as long as short-term STC criteria are fulfilled, short-term STC securitisation can benefit
from the same favourable prudential treatment as other STC securitisation.



https://www.iosco.org/library/pubdocs/pdf/IOSCOPD602.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD494.pdf
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The short-term STC framework is applicable as of the publication of the two reports above mentioned.

7th May 2018: Basel lll: the EBA is ready to work with the European Commission on the implementation

The European Banking Authority (EBA) published a press release, in response to the European Commission’s
call for advice, regarding the preparatory works ahead of the implementation of the so-called Basel IlI
standards — agreed on in the framework of the Basel Committee of Banking Supervision (BCBS) — in the
European Union.

In its call for advice, the European Commission mandated the EBA to assess the potential impact of the various
elements of Basel lll standards on the EU banking sector, and more broadly on the EU economy. It also
requested the EBA to identify potential implementation challenges for EU financial institutions.

In response, the EBA announced that it will launch in July 2018 a data collection exercise, to gather both
guantitative and qualitative data. The EBA indicated that it will work on this topic in cooperation with national

competent authorities, actors form the financial sector, and the EU co-legislators.

The EBA has until 30™" June 2019 to deliver its advice to the European Commission.

23" April 2018: Basel Committee calls for full and timely implementation of its standards

The Basel Committee on Banking Supervision (BCBS) published a press release accompanying its fourteenth
progress report on the adoption of Basel standards.

As the progress report describes the state of play across jurisdictions on the adoption of Basel standards, the
BCBS takes the opportunity of the press release to call for the full and timely implementation of the newest
Basel standards, so called Basel Ill. The BCBS underlines that it expects jurisdictions to proceed to
implementation of standards in a complete, consistent and timely manner.

Regarding progress in the adoption of the current Basel standards, the BCBS notes in its report that a large
majority of jurisdictions have yet adopted final rules on leverage ration, net stable funding ratio (NSFR) and
138tandardizatio.

The report concludes that progress remain needed on compliance with adoption deadlines. The BCBS regrets
that technical standards on counterparty credit risk measurement and on prudential requirements for banks’
exposures to central counterparties have not been fully adopted in 2017 as planned. On this point, the BCBS
recalls upcoming deadlines for the coming year include total loss absorbing capacity standards (TLAC) and
interest rate risk (IRRB). The Basel Ill standards are to be progressively implemented by 1% January 2022.

The progress report examines the application of standards jurisdictions by jurisdictions. Concerning the
European Union, all indicators assessed are either green (adoption process completed) or yellow (on-going
adoption process) for legislation under revision.

9th April 2018: annual report of the ECB calls for further risk sharing



http://www.eba.europa.eu/-/eba-will-support-the-commission-in-the-implementation-of-the-basel-iii-framework-in-the-eu
http://www.eba.europa.eu/documents/10180/2207145/Call+for+advice+to+the+EBA+for+the+purposes+of+revising+the+own+fund+requirements+for+credit%2C%20operational+market+%26+credit+valuation+adjustment+risk+040518.pdf
https://www.bis.org/press/p180423.htm
https://www.bis.org/bcbs/publ/d440.htm
https://www.bis.org/press/p171207.htm
https://www.bis.org/press/p171207.htm
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Vitor Constancio, vice-president of the European Central Bank (ECB), presented the 2017annual report at the
committee on economic and monetary affairs (ECON) of the European Parliament.

Vitor Constancio recalled progress made in 2017 on the risk reduction in the financial sector. He particularly
mentioned the new European standards on minimum requirement for own funds and eligible liabilities (MREL)
in the event of resolution. He also took note of the reduction of private sector debt and leverage and of the
satisfying level of prudential ratio in the banking sector.

Taking into account progress already made, Vitor Constancio called on co-legislators to overcome the current
obstacles to the completion of the Banking Union. In particular, he considered the European Deposit Insurance
Scheme (EDIS) as a priority. Highlighting the efforts regarding risk reduction are well under way, Vitor Constancio
encouraged European co-legislators to progress on risk sharing. While mentioning that further risk reduction
remains possible, mainly via the reduction of non-performing loans (NPLs) and of national options and
discretions (ONDs), he called for the unblocking of the EDIS file.

In his speech, Vitor Constancio also underlined the importance of the financial sector in transmitting the
monetary policy of the ECB to the real economy. Thus, it is crucial that the financial sector is stable and resilient.
Constancio indicated that the ECB will continue its efforts in favour of financial stability. On this point, he also
mentioned the importance of ensuring the appropriate regulation of banking-like activities, taking into account
its growing role in the financing of the real economy. In this regard, Vitor Constancio welcomed the European
Commission’s legislative proposal on investment firms, published in December 2017.

9th April 2018: CRR/ CRD IV: the European Commission reports on effects on the economic cycle

The European Commission published its bi-annual report examining the potential pro-cyclical effects of the
Capital Requirements Regulation and Directive (CRR/ CRD IV).

This report has been draft in application of article 502 of CRR, which requires the European Commission to
regularly analyse the possible pro-cyclicality of the CRR/ CRD IV framework. As the report recalls, its purpose is
to examine the endogenous relations between the financial system and the real economy and to identify
potential amplification of the real economy cycle by prudential legislation. It recalls that the pro-cyclicality of
CRRD/ CRD IV constitutes a major potential externality, which could impact financial stability.

CONCLUSIONS OF THE REPORT

The report notes that:

v" Own fund ratios in the banking sector significantly increased since the introduction of risk sensitive
requirements, in particular since 2014;

v" On the contrary, risk weighted assets ratio overall decreased since 2008, with a slight uptrend from 2014
on;

v' The availability of bank lending since 2008 was more affected by the financial crisis than by the new
prudential requirements. However, the European Commission acknowledges that CRR/ CRD IV could have
trigged a “structural break in the regulatory regime (...) affecting the interaction between bank capital,
credit and the real economy”.

Consequently, the European Commission considers that the implementation of CRR/ CRD IV did not have
significant pro-cyclical effects, in a post-crisis context of massive financial losses. However, the Commission
mentions that the sample data analysed is limited and covers only a short period of time.



https://www.ecb.europa.eu/press/key/date/2018/html/ecb.sp180409.en.html
https://www.ecb.europa.eu/pub/annual/html/ar2017.en.html
http://ec.europa.eu/transparency/regdoc/rep/1/2018/EN/COM-2018-172-F1-EN-MAIN-PART-1.PDF
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0036&from=EN
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The European Commission concludes that there is no need, for the time being, to amend the prudential
framework. It will never the less continue to analyse on a regular basis the pro-cyclicality of the EU legislation
regarding capital requirements.

15 March 2018: the ECB standardizes its addendum on NPLs provisioning

The European Central Bank (ECB) published the final version of the addendum to the ECB guidance on non-
performing loans (NPLs). This publication concludes a tumultuous consultation phase, during which many
criticisms were voiced regarding the normative value of the addendum.

The final addendum specifies the ECB’s supervisory expectations in relation to the provision of new NPLs as of
15t April 2018. The ECB underlines that it is not a binding document and that deviations from the supervisory
expectations will be considered on a case by case basis. When the public consultation was launched, legal
services from the European Parliament and the Council of the European Union standardizes the ECB for
stepping out of its supervisory mandate by promulgating rules which would apply to all banks. European
Parliament President, Antonio Tajani (S&D, IT), welcomed on Twitter the changes introduced by the ECB to
clarify that the addendum is not binding.

According the addendum, new unsecured NPLs shall be fully provisioned two years after they have been
classified as non-performing. New secured NPLs will be expected to be fully covered seven years after they
have been classified as NPLs. The ECB expects banks to progressively provision for secured NPLs, setting for
example a 40% coverage target after three years.

The ECB indicates that it was annually assess the spread between banks’ practices and supervisory
expectations regarding NPLs provisioning.

ECB and European Commission : differences persist

The ECB published its final addendum one day after the European Commission has published its legislative

proposal on a prudential backstop for NPLs.

Even if the objectives of the ECB and the European Commission are identical — reducing and preventing NPLs
stocks -, both institutions are not fully aligned regarding their supervision expectations. Indeed, the ECB calls
for secured NPLs to be fully provisioned after seven years, when the European Commission sets an eight year
target. The progressiveness of the provisioning also differs. For example, a secured loan classified as NPL on 15t
May 2018 will have to be covered at 40% for the ECB and 17.5% for the Commission on 1t May 2021, three
years after its classification as NPL.

In its addendum, the ECB explains that it recommends higher provisioning targets than the European
Commission since it has a mandate to evaluate and mitigate risks which are not already covered by the
minimal requirements set by the European legislation.

The legislative process on the NPL legislative proposal by the European Commission is due to start in the
coming weeks.
The ECB addendum applies to new NPLs as of 15t April 2018.



https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.npl_addendum_201803.en.pdf?f94194ad8a1aee318f0b76a426485f74
https://twitter.com/Antonio_Tajani/status/974254877068222464
http://europa.eu/rapid/press-release_IP-18-1802_fr.htm
https://ec.europa.eu/info/law/better-regulation/initiatives/com-2018-134_en
https://ec.europa.eu/info/law/better-regulation/initiatives/com-2018-134_en
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14™ March 2018: the EBA published its advice to the European Commission on NPL prudential backstop

The European Banking Authority (EBA) published a report sent to the European Commission and providing its
views on the proposed prudential backstop for non-performing loans (NPLs).

The EBA considers that, in a post-crisis context, setting minimal and prudential requirements can provide an
incentive for banks to proactively reduce existing NPL stocks and prevent new NPLs.

In its report, the EBA provides both an impact assessment and a qualitative study of the legislative proposal of

the European Commission.

e Qualitative study

In the part of its report which provides a qualitative assessment of the Commission’s proposal, the EBA
reviews interactions between the proposed prudential backstop and the existing legislative, regulatory and
supervisory frameworks.

In particular, the EBA assess the potential impact of combining minimal prudential provisioning
requirements with the Capital Requirements Regulation (CRR), as well as pillar 2 measures and IFRS 9.

From an accounting perspective, the EBA considers as positive the fact that the prudential backstop could
incentivize banks to change their provisioning policies. It notes that accounting standards do not differ
depending on the origination date of the provisioned loans, the proposed prudential backstop could
encourage an earlier recognition of provisions. With regard to the interaction with IFRS 9, the EBA considers
that it is too early to provide an assessment since there is for the moment no data on the implementation by
banks of the this new accounting standard, which became applicable on 1t January 2018.

The EBA also points out to the European Commission that the concept of ‘new NPL’ can be ambiguous, in
particular in cases of credit restructuration or transformation. It advices the Commission to include in the
legislative text a mandate for the EBA to draft technical norms on this issue.

Finally, concerning interactions with the prudential framework set by CRR, the EBA underlines that minimal
provisioning requirements will need to be introduced in pillar 1, amending CRR. This is indeed the solution
proposed by the European Commission in its legislative proposal. Considering that provisioning for NPLs will
imply a deduction from CET1, pillar 2 supervisory powers will be limited if the minimal requirements are
already reached. Additional pillar 2 requirements are however possible in some cases, even though competent
authorities will not be able to require more than a full coverage in six years for secured NPLs. The EBA
requests from the Commission a mandate to draft technical norms on the sequencing between pillar 1 and
pillar 2.

With regards to NPLs risk weights, the EBA notes that it will need to be set at zero for fully provisioned NPLs,
in order to avoid a duplication of prudential obligations. The EBA also recommends adjusting risk weights in
standardized approaches, aiming at a 150% risk weight where specific credit risk adjustments are less than
20% of the unsecured part of the exposure value if these specific credit risk adjustments were not to be
applied, and a 100% risk weight where specific credit risk adjustment are over 20%.

e Quantitative impact assessment



http://www.eba.europa.eu/documents/10180/2087449/EBA+Report+on+Statutory+Prudential+Backstops.pdf
https://ec.europa.eu/info/law/better-regulation/initiatives/ares-2017-5467253_en
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In its report, the EBA provides the European Commission with an impact assessment of the proposed
measures. Its assessment is based on a projection on twenty years under constant conditions, using a
conservative methodology and without changes to the regulatory standards and provisioning requirements.
This analysis conducted by the EBA indicates that the introduction of a prudential backstop will, on average,
lead to a decrease by 205 basis point of CET 1. On a seven year timeline, which corresponds to the period
proposed by the European Commission for the full coverage of unsecured NPLs, the impact would be of 56
basis points. The EBA estimates that this is a 10% of retained earnings after dividends. The EBA notes that
banks which are already applying conservative provisioning policies will not experience any change due to the
proposed prudential backstop.

However, the EBA underlines that this is a conservative estimate, using data from 2014 to 2017 and under
which banks would not have adjusted their policies. Due to the time constraint to draft its report, the EBA
indicates that it has to base its work on existing data rather than on ad hoc data collection, which would have
allowed for a more detailed assessment. It adds that a well-functioning prudential backstop should enable
banks to prevent new stocks of NPLs.

Next steps: the EBA plans on publishing guidelines on loan organization and on internal governance.

22" February: CRR/ CRD: Members of the European Parliament start examining amendments

Over one year after the publication of the Banking Package, the European co-legislators progress in their
legislative work regarding the European Commission’s proposals, here and here, to review the Capital
Requirements Directive and Regulation (CRD IV/ CRR). After the publication by rapporteur Peter Simon of his
draft reports on CRR Il and CRD V on 22" November 2017, amendments on CRR Il (180 to 414, 415 to 685, 686
to 935 and 936 to 110) and CRD V (48 to 309 and 310 to 127) were published early February 2018.

On 22" February, Members of the European Parliament (MEPs) met in the committee on economic and
monetary affairs (ECON) for a first exchange of views on amendments. Almost 2000 amendments were tabled
and the discussion around compromise amendments is likely to last for months.

Introducing the debate on 22" February, rapporteur Peter Simon thanked his colleagues for their
contribution, which —in his view — reflects the vivacity of the debate around the reform of CRD IV and CRR. As
rapporteur, he sets the timeline for discussions. He said that he aims for an adoption of a report in ECON in
May 2018, while acknowledging that this is a very ambitious timeline.

In is introductory remarks, Peter Simon underlined the following points:

e Fundamental Review of the Trading Book (FRTB): Peter Simon took the view that his proposal for a
five years transition period is reasonable and should be maintained;

e Net Stable Funding Ratio (NSFR): many amendments have been tabled on this issue, particularly
regarding the asymmetric treatment of repurchase agreements (repo) and the fact that the European
Commission’s proposal diverges from the recommendations of the Basel Committee on Banking
Supervision (BCBS);

e Total Loss Absorbing Standard (TLAC): Peter Simon welcomed the broad level of consensus around the
draft report on this point;



http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016PC0854&rid=2
http://eur-lex.europa.eu/resource.html?uri=cellar:9b17b18d-cdb3-11e6-ad7c-01aa75ed71a1.0001.02/DOC_1&format=PDF
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0036&from=FR
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=en
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.799+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.834+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.835+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.835+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.836+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.798+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.830+01+DOC+PDF+V0//EN&language=EN
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e Leverage ratio: Peter Simon proposed in his draft reports to provide add-ons for global systemically
important banks (G-SIBs), which will still need to be discussed to reach a compromise;

e Intermediate Parent Undertakings (IPU): Peter Simon said that the debate will focus on determining
which third country banks — including those in the United Kingdom — will be impacted the European
Commission’s proposal. For the record, the European Commission proposed that third country credit
institutions with over €30 billion in assets in at least two EU Member States be required to set up an
IPU under EU supervision;

e Proportionality: a large number of amendments were tabled on this issue. Peter Simon reminded MEPs
of his proposal: a simplified but stricter regime for small banks. In his view the threshold of €1.5 billion
to be considered a small bank is already high and there is no need to raise it, especially since he
proposed in his draft report a mechanism to adjust the threshold to the Member State’s PIB. However,
Peter Simon considered as an interesting approach the amendments tabled by the Greens. They
suggest to raise the threshold to €5 billion and to raise prudential ratios, to 15% for the capital ratio
and 6% for the leverage ratio. They also suggest adding qualitative criteria to be respected by
institutions under the proportionality regime.

Shadow rapporteur for the EPP, Othmar Karas (AT) said that his group has no fundamental issues with the
propositions of Peter Simon, but that some adjustment would be needed. Commenting specifically of the
proportionality threshold, Othmar Karas considered that a €5 billion threshold would be appropriate, but that
it should not be higher. On a general note, he warned against the risk of gold plating international standards set
by the BCBS, which would be detrimental to the competitiveness of the EU financial institutions.

Ashley Fox (ECR, UK), shadow rapporteur, expressed his group’s opposition to the IPU proposal, underlining
that no impact assessment had been conducted. On the proportionality issue, he underlined the importance of
providing for a simplified regime for small and non-complex institutions.

For the ALDE group, Caroline Nagtegaal (NL) insisted that the main objective of CRR Il/ CRD V is to align the EU
to new international standards, without gold plating. Caroline Nagtegall expressed support for the IPU
mechanism, but also suggested to raise the threshold above which third country groups would be required to
setan IPU.

Sven Giegold (Greens/EFA, DE) underlined that debates on CRR II/ CRD V should be set in the context of the
completion of the Banking Union, in which risk reduction is necessary prerequisite to risk sharing via a European
Deposit Insurance Scheme (EDIS). He called on MEPs to progress on the Banking Union, warning against the
temptation to simply block discussions on risk sharing in the euro zone. In addition, he highlighted that
proportionality for small banking institutions should not be considered as a German issue, since many other
Member States also have networks of small banks.

Finally, Anne Sander (EPP, FR) also insisted that CRR 1I/ CRD V should not be a gold plating exercise. She called
for the Banking Union to be considered as a single jurisdiction. In her view, this would allow supervisors to
exempt from prudential requirements subsidiaries which are backed at least at 50% by their group. This would
also allow for intra-group transactions within the Euro zone to be left aside for the calculation of prudential
requirements for systemic banks.
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On supervisory issues, Anne Sander warned against the introduction of exemptions for categories and took the
view that exemption should remain granted on an individual basis (article 2 CRR), to ensure legal certainty.

On the question of proportionality, Anne Sander considered that increasing the proportionality would be a good
thing, as long as it does not lead to the fragmentation of the single rulebook. She added that banks would can
afford internal models should not be granted exemptions on the ground of proportionality, as they can comply
with reporting requirements.

The provisional timeline of the ECON committee foresees a vote in committee on 16" or 17t May 2018,
ahead of a vote in plenary session in May 2018 and the start of 144tandardi before the summer.

The core discussion among shadow rapporteurs to design compromise amendments will thus take place in the
coming months.

12t February 2018: Amendment on factoring tabled by MEPs on the CRR-CRD Review

On 12 February, MEPs’ amendments on Peter Simon’s (S&D, DE) draft reports on the Commission’s proposals
(CRDS5 and CRR2), to review the Capital Requirements Directive and Regulation (CRD IV/ CRR) were published.

- Amendments on CRR Il are available here : 180 to 414, 415 to 685, 686 to 935 and 936 to 110
- Amendements on CRD V are available here 48 to 309 and 310 to 427.

As a reminder, the CRR2 / CRDV package is based on the following goals:
= Appling the latest international banking standards of the Basel Committee within the European Union,
such as the Net Stable Funding Ratio (NSFR)
= Strengthening financial stability while taking into account European specificities so as not to hinder the
lending capacity of financial institutions

Regarding the implementation of the NSFR, specific treatment of factoring when it comes to liquidity risk
requirements, was tabled by six MEPs from three main political groups : from the EPP (3), the S&D (1) and
the ALDE (2) political groups. (See Amendments 716 to 719).

In particular, 2 keys MEPs on this file, Pervenche Berés (FR), Coordinator of the S&D group and Caroline
Nagtegaal (NL), Shadow rapporteur on the text for the ALDE group, proposed:

v' to ensure that, in the context of the implementation the NSFR, factoring will benefit from the specific
prudential treatment provided for trade finance, i.e. a required stable funding (RSF) of 10% (Article
428.u.1.c of the Commission’s proposal for a Regulation) by stipulating that : “for the purposes of this Part,
factoring shall be treated as trade finance”

v'  a definition of factoring. If a few differences exist between the amendments of the MEPs most of them
define it as such: “Factoring” means an agreement between a business (Assignor) and a financial entity
(Factor) in which the Assignor assigns/sells its Receivables to the Factor and the Factor provides the
Assignor with a combination of one or more of the following services with regard to the Receivables
assigned: Advance of a percentage of the amount of Receivables assigned, that is generally short term,
uncommitted and without automatic roll-over, Receivables management, collection and Credit protection.
Usually, the Factor administers the Assignor’s sales ledger and collects the Receivables in its own name.
The Assignment can be disclosed to the Debtor.” (Amendment 717)



http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016PC0854&rid=2
http://eur-lex.europa.eu/resource.html?uri=cellar:9b17b18d-cdb3-11e6-ad7c-01aa75ed71a1.0001.02/DOC_1&format=PDF
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0036&from=FR
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=en
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.799+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.834+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.835+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.836+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.798+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-616.830+01+DOC+PDF+V0//EN&language=EN
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The provisional timeline of the ECON committee foresees a vote in committee on 16" or 17t May 2018,
ahead of a vote in plenary session in May 2018 and the start of 145tandardi before the summer.

8™ February: the European Commission published a fact sheet on post-Brexit banking and payment services

In the framework of its ‘Brexit preparedness’ efforts, the European Commission has been publishing since
January 2018 sector-specific factsheets, addressed to stakeholders and explicating the foreseen
consequences of Brexit.

Even if “subject to any transitional arrangement”, the European Commission reminds stakeholders that the
United-Kingdom (UK) will formally withdraw from the European Union (EU) on 30" March 2019. In its
factsheets, the Commission considers the scenario of a so-called hard Brexit, in which there would be no
transitional arrangements. For each of the sectors it examines, the Commission points the legal consequences
of a hard Brexit and encourages stakeholders to anticipate them.

On 8" February, the European Commission published seven new factsheets, regarding different aspects of
the financial services industry. Namely, it published factsheets on banking and payment services, asset
management, creating rating agencies, markets in financial instruments, post-market services, statutory audit
as well as insurance and reinsurance.

For all these services, the European Commission underlines that Brexit will translate into the loss of access to
the European Single Market and into the shift to a third country treatment, especially for prudential
purposes. Continuity of existing contracts and conflict of law rules will also be affected.

In its factsheet on banking and payment services, the European Commission focuses on the impact Brexit will
have on activities governed by the Capital Requirements Directive and Regulation (CRD IV/ CRR) as well as by

the Payment Services Directive (PSD 2).

e Authorisations

The European Commission clarifies that the withdrawal of the UK from the EU will entail the loss of the European
passport from credit institutions and payment services providers established in the UK. They will no longer be
able to provide their services in the EU on the basis of their current authorisations.

As in its other factsheets, the Commission distinguishes between subsidiaries — which are legally independent
from their parent entity — and branches — which are not legally independent from their parent entity.

- Branches of UK entities which were operating in the EU will have to comply with national law to seek
authorization in each Member States in which they wish to continue operating, according to the
applicable law for entities having their head office in a third country. They will have to comply with the
legal framework applicable in each Member State where they wish to operate, including regarding
deposit guarantee arrangements;

- Payment services providers based in the UK will not be able to provide payment services in the EU
either (i) on a cross-border basis, from the UK, or (ii) through a branch in the EU;



https://ec.europa.eu/info/brexit/brexit-preparedness_fr?field_core_tags_tid_i18n=22848?field_core_tags_tid_i18n=22848?field_core_tags_tid_i18n=22848?field_core_tags_tid_i18n=22848?field_core_tags_tid_i18n=22848
https://ec.europa.eu/info/sites/info/files/180208-notice-withdrawal-uk-banking-services_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0036&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=en
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015L2366&from=FR
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- Branches of EU entities which are established in the UK will remain subject to the law applicable to
the group they belong to. In particular, branches of EU entities will remain supervised by the
competent authority in the EU.

e Arrangements and exposures

The Commission warns stakeholders about the impact that Brexit will have on existing outsourcing
arrangements, supervisory arrangements, exemptions from the application of large exposures and risks
mitigation requirements which involve UK based entities. It indicates that intra-group arrangements are also
impacted. In particular, exposures to third parties established in the UK will no longer benefit from the intra-EU
prudential treatment provided for by CRD IV.

e Continuation of existing contracts

The loss of the EU passport implies that UK entities will no longer be able to perform some of their obligations.
In addition, the EU framework regarding conflicts of law will no longer apply to the UK.

As a consequence, the European Commission encourages stakeholders to anticipate and assess consequences
for existing contracts containing of choice of law or jurisdictions, or governed by UK law.

6™ February 2018: Publication of RTS for the materiality threshold in the OJEU

On the 6™ February, the regulatory technical standards (RTS) for the materiality threshold for credit

obligations past due were published in the Official Journal of the European Union (OJEU).

Adopted under the Capital Requirements Regulation (CRR), these RTS set the terms and conditions for setting
the threshold for the payment of arrears on retail and other than retails exposures. The setting of the
threshold is left to the responsibility of the competent authorities, who must nevertheless follow the
indications of the RTS (absolute component and relative component).

Article 2 “Materiality threshold for exposures other than retail exposures” states that obligor is defaulted
“when both the limit expressed as the absolute component of the materiality threshold and the limit expressed
as the relative component of that threshold are exceeded either for 90 consecutive days or for 180
consecutive days, where the exposures included in the calculation of the credit obligation past due are
exposures to a public sector entity and the 90 days have been replaced by 180 days in accordance with
Article 178(1)(b) the CRR.”

The RTS are applicable from 7t May 2018. Competent authorities will set a date for the application of the
materiality threshold which may vary for different categories of institutions, but which shall be no later than
31 December 2020 for institutions using the standardised approach.

29" January 2018: European supervisors on Basel Il implementation

During a conference organized in Frankfurt, the European Banking Authority (EBA) chair Andrea Enria and the
European Central Bank (ECB)’s Single Supervisory Mechanism (SSM) chair Sabine Lautenschlager welcomed the
agreement found on 7" December in the framework of the Basel Committee for Banking Supervision (BCBS).



http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R0171&from=fr
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=FR
https://www.bis.org/bcbs/basel3.htm
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Sabine Lautenschldger highlighted that the so-called Basel Ill standards will contribute to make banks safer.

Regarding the output floor, which crystallized the divides between Europeans and Americans during the
negotiations, Sabine Lautenschldger took the view that a 72.5% output floor will not reduce the risks sensitivity
of prudential requirements. According to her, this output floor does not “kill” risks sensitivity. Sabine
Lautenschlager recalled that banks will be able to keep using internal models and to benefit from lower
prudential requirements for low risk activities. She also underlines that, depending on the share of assets subject
to a standard model within a credit institution which also apply internal models, the output floor could
effectively be lower than 72.5%.

According to Sabine Lautenschlager, the Basel Il agreement reinforces convergence between internal and
standard approaches, while offering the necessary safeguards to ensure that the prudential framework adjusts
to the level of risk.

She acknowledged that the Basel Il agreement was not neutral and that some activities would be more
impacted than others. However, according to her, it remains difficult to predict how business models in the
banking sector will evolve as a consequence of the Basel Il standards.

Andrea Enria also welcomed the Basel Il agreement, taking the view that it constitutes a major achievement.
Regarding the output floor, Andrea Enria considered that the 72.5% compromise strikes the right balance.

Andrea Enria underlined that the challenge will now be to implement the Basel Ill standards in the European
framework, ensuring that this implementation is proportionate and transparent. He added that the European

Commission can rely on the EBA to provide assistance in the transposition works.

The Basel lll standards is to be fully implemented by 2027.

26 January: ECB aligns with the EBA default definition

The European Central Bank (ECB) published a list of decisions taken by the Governing Council of the ECB
between mid-December 2017 and January 2018.

Among the decisions related to banking supervision, the Governing Council took a decision regarding the
definition of default to be used for the supervision of significant institutions. On 27" December 2017, the
Governing Council decided not to object to a proposition by the Supervisory Council to have the ECB applying
the guidelines on the definition of default adopted by the European Banking Authority (EBA in application of
the capital requirements regulation (CRR).

As a consequence, from 1% January 2021, the ECB will apply for supervisory purposes the EBA guidelines, in
order to ensure a consistent approach of the concept of default.



https://www.bankingsupervision.europa.eu/press/speeches/date/2018/html/ssm.sp180129.en.html
http://www.eba.europa.eu/documents/10180/2103931/Concluding+remarks+of+Andrea+Enria+Chairperson+of+the+European+Banking+at+ILF+conference+Basel+III++Are+we+done+now.pdf
https://www.ecb.europa.eu/press/govcdec/otherdec/2018/html/ecb.gc180126.en.html
https://www.eba.europa.eu/documents/10180/1597103/Final+Report+on+Guidelines+on+default+definition+%28EBA-GL-2016-07%29.pdf
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European Analytical Credit Dataset Back to summary

No update in January 2021

16" September 2019 — AnaCredit: ECB publishes the validation checks

On the 16 of September 2019, the European Central Bank (ECB) published a document explaining the main set
of validation checks regarding the AnaCredit reporting requirements. This document supplements the AnaCredit
Reporting Manuals ( Anacredit Manual Part |, AnaCredit Manual Part Il et AnaCredit Manual Part Il1).

These validation checks will ensure that the quality of the data is satisfactory: the information registered in
AnaCredit must comply with the AnaCredit data model. This document aims at providing detailed information
and guidance on the AnaCredit reporting requirements but it does not add new requirements and is not legally
binding.

The ECB defines those validation checks as “a minimum set of self-contained rules which the data reported to
AnaCredit must satisfy in order to comply with the completeness and consistency requirements stipulated”.

Structure of the AnaCredit validation checks

Specific consistency

Consistency checks

Specific counterparty
reference dataset
checks
AnaCredit validation

checks Completeness

Other data specific
checks

Referential integrity
specific checks

Referential integrity

The ECB invites reporting agents to follow those validation checks and to enhance their existing data quality
management systems. However, the Authority warns that due to the complexity of the financial structures
recorded in AnaCredit by means of instruments or of counterparties, these validation checks might not be suited
to all business checks.



https://www.ecb.europa.eu/pub/pdf/other/AnaCredit_validation_checks_201909~0c0dc3290a.en.pdf
https://www.ecb.europa.eu/stats/money/aggregates/anacredit/shared/pdf/AnaCredit_Manual_Part_I_General_Methodology.pdf
https://www.ecb.europa.eu/stats/money/aggregates/anacredit/shared/pdf/AnaCredit_Manual_Part_II_Datasets_and_data_attributes.pdf
https://www.ecb.europa.eu/pub/pdf/other/AnaCredit_Manual_Part_III_Case_studies.en.pdf?101d9755fe45c1f070fbf1f7afef9651
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31t October : CRR/CRD — Trilogue raise questions on shadow banking

The trilogue negotiations on the amendment of the Capital Requirements Directive (CRD 1V) and the Capital
Requirements Regulation (CRR) have opened several fault lines between the European Parliament and the
Council of the EU.

In particular, the European Parliament and the Council held opposing views regarding the follow-up after the
EBA published in December 2015 its guidelines on “Limits on exposures to shadow banking entities which carry
out banking activities outside a regulated framework under Article 395( Limits to large exposures) of CRR”.

Unlike the Council, the European Commission and the Parliament want to make the guidelines legally binding
by transforming them in Regulatory Technical Standards (RTS). The Parliament would even like the European
Banking Authority ( EBA) to “develop a methodological standard for competent authorities specifying an
appropriate aggregate limit on exposures to shadow banking (SB) entities which carry out banking activities
outside a regulated framework, as well as individualized exposure limits to such entities”.

As a reminder, on December 15%, the European Banking Authority (EBA) published both a report and its final
guidelines regarding exposures of credit institutions to shadow banking entities, i.e. entities carrying “bank-like
activities outside of a regulatory framework”. The Guidelines define an approach aiming at allowing EU credit
institutions to set “internal limits” for their exposures to shadow banking entities.

This guidelines give the following definition of “shadow banking entities”: “undertakings that carry out one or
more credit intermediation activities and that are not excluded undertakings” (see p.20). This very broad
definitions is completed by a list of undertakings which are excluded from the scope of the guidelines (see
pp.20-24).

The EP could agree to keep the form of the guidelines for reporting issues if only the shadow banking limits are
defined by RTS.

The EBA specifies in its analysis of the received responses to the consultation that clarifications have been made
about the definition of “financial institution” so that it is “interpreted in line with Article 119(5) of the CRR” in
order to take into account factoring companies’ specificities (see p. 46 & pp.48-49).

When a factoring company is subject to a prudential framework comparable to the financial institution’
regime, the entity shall not be treated as a ‘shadow banking entity’ for the purposes of the guidelines.

Current work of the Council and the EP could have a legal impact on those guidelines — and on how factoring
players in the EU are considered depending on the prudential regime they have to abide by.

5th March 2018 — Shadow Banking: the Financial Stability Board published its general monitoring report 2017

The Financial Stability Board (FSB) published its Global Shadow banking Monitoring Report 2017.

= Shadow banking classifications and definitions



https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2013:176:0338:0436:EN:PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=EN
http://www.eba.europa.eu/documents/10180/950548/Report+on+institutions+exposures+to+shadow+banking+entities.pdf
https://www.eba.europa.eu/documents/10180/1310259/EBA-GL-2015-20+GL+on+Limits+to+Exposures+to+Shadow+Banking+Entities.pdf/f7e7ce6b-7075-44b5-9547-5534c8c39a37
http://www.fsb.org/2018/03/global-shadow-banking-monitoring-report-2017/
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The FSB’s definition of shadow banking is very wide as it covers “credit intermediation involving entities and
activities (fully or partly) outside of the regular banking system”. If these activities are perceived as “bringing
real added value” to traditional banking for the financing of the economy, the FSB considers that they can also
constitute a risk for financial stability.

The Other Financial Intermediaries (OFls), which are part of the shadow banking, comprise “all financial
institutions that are not central banks, banks, insurance corporations, pension funds, public financial
institutions, or financial auxiliaries.” The OFIs gather one third of total global financial assets to $99 trillion in
2016.

Among the OFIs, the FSB identifies the so-called “the narrow measure of the shadow banking”, i.e. “non-
bank credit intermediation that may pose financial stability risks“. If most of this category relates to
collective investment vehicles, factoring activities are also included within it by the Board.

Factoring is gathered with activities that “engage in loan provision that is dependent on short-term funding”.

The FSB considers that they often concentrate their loans in specific sectors, which can be a risk factor if the
sectors on which they focus are cyclical. Moreover, this risk can be exacerbated if these entities are highly
dependent on short-term financing or wholesale funding, or if they depend on the parent companies being
themselves in the same sectors of a cyclical nature.

In terms of risk these activities present:
v' Asignificant credit intermediation
v' atransformation of limited or negative maturity
v' a“moderate” liquidity transformation

=  FSB missions
FSB’s main goals are, “where oversight and regulation needs to be strengthened to mitigate the potential
systemic risks associated with shadow banking”. It wants especially:

v'  to mitigate the spill-over effect between the regular banking system and the shadow banking
system;

v"  to dampen pro-cyclicality and other financial stability risks associated with securities financing
transactions; and

v' to assess and mitigate financial stability risks posed by other shadow entities and activities.

Regarding FinTech, the FSB considers they are currently not enough developed to be a threat for financial
system stability. Yet, the board is closely monitoring their development.
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November 18, 2020 - National insolvency frameworks: the EBA releases a benchmarking report

On 18th November, the EBA published a report on the benchmarking of national loan enforcement
frameworks. The report has been written in response to call for advice issued by the European Commission. It
establishes a set of benchmarks for bank loan recovery and it identifies the areas in which the divergence in
national insolvency frameworks is higher.

For this report, the EBA considered a sample of 1,2 million loans over the EU over the following asset classes:
corporate loans, SMEs, commercial real estate, consumer loans, retail credit via credit card. The
benchmarking factors the EBA considered are: asset class for recovery rates, time for recovery and judicial
cost of recovery.

Main findings are the following ones:
= Retail loans such as consumer loans including credit card show the highest levels of judicial cost to
recovery compared to the size of receivables.
= The judicial and legal framework highly influences the factors. Certain characteristics affect positively
or negatively the recovery outcomes.

o Positive factors, associated with higher recovery rates, include: legal instruments to enable
out-of-court enforcement, existence of specialized judges for insolvency cases, and even
electronic communication between courts and insolvency administrators as it allows for
faster processes.

The report contains considerations in relation to SME financing:

=  Loans to SMEs show one of the highest judicial costs for recovery.

=  Loans to SMEs present lower recovery rates than loans to large corporations.

=  The time for recovery for SMEs is very slightly lower than for large corporations.

=  The recovery for SMEs in highly dependent on judicial factors (the most important being: legal
instruments to enable out-of-court enforcement of collateral, absence of long moratoria that suspend
enforcement of collateral, creditors’ chances to impact on the proceedings through creditor
committees). In presence of these factors, the recovery rate for SMEs becomes similar to the one of
corporate firms although it remains lower.

Next steps
The report s to be taken into consideration by the European Commission in developing a reform of insolvency

rules.
The Commission is expected to make a proposal in the second quarter of 2022.



https://eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Missions%20and%20tasks/Call%20for%20Advice/2020/CALL%20FOR%20ADVICE%20ON%20BENCHMARKING%20OF%20NATIONAL%20LOAN%20ENFORCEMENT%20FRAMEWORKS%20/936630/Report%20on%20the%20benchmarking%20of%20national%20loan%20enforcement%20frameworks.pdf
https://eba.europa.eu/sites/default/documents/files/documents/10180/2556373/fac502c5-6f07-4fe4-be5c-f99619d167f1/CfA%20EBA%20ins%20bmkg%20cover%20letter%207424809%20x_docx.pdf
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November 11", 2020 - Insolvency rules and cross-border investments: the European Commission plans to
tackle the divergence in national frameworks

On November 11", 2020, the European Commission launched a public consultation on the harmonisation of

insolvency rules in order to enhance investments between Member States within the framework of the
Capital Markets Union. The consultation is accompanied by an impact study (available on the consultation
page) detailing the reasons and directions for the initiative. The Commission specifies that the initiative can
either be a recommendation which is non-legislative, non-binding guidance, or a directive.

The initiative follows the direction announced by the President of the European Commission Ursula von der
Leyen. In the 2019-2024 program she calls for a “new framework for insolvency proceedings” (p.9). In its
communication on the Capital Markets Union released on September 24™", the European Commission
explained it is considering either legislative or non-legislatives initiatives to promote the convergence of
insolvency law for non-bank economic actors.

According to the initial impact study, the initiative’s objective is the convergence of national rules governing
the insolvency of non-bank firms. Indeed, the divergence of these rules has been identified by the European
Commission as an obstacle to the proper functioning of the Capital Market Union and a source of lack of
predictability for investors and market fragmentation.

Through this initiative, the European Commission intends to harmonize in particular the legal provisions
relating to the following points:

] Prerequisites for when insolvency proceedings should be commenced (including a definition of
insolvency and provisions on who is entitled to file for insolvency);

] Conditions for determining avoidance actions and effects of claw-back rights;

= Directors’ duties related to handling imminent/actual insolvency proceedings;

] Position of secured creditors in insolvency taking into account specific needs for the protection of
other creditors (e.g. employees, suppliers);

] Court capacity when it comes to expertise and necessary training of judges; and

= Asset tracing which would be relevant, in particular in the context of avoidance actions.

The efficiency of insolvency proceedings is a key element for investors in their decision-making regarding
investments in another Member State. Harmonisation would help to ensure investor confidence and efficient
insolvency proceedings leading to rapid restructuring of viable businesses.

Next steps
A complete study is expected in 2021, it will determine the form of the initiative.

A public consultation on the content of the initiative was expected in the third quarter of 2020 but has
seemingly been postponed to 2021. The Commission’s proposal is expected in the second quarter of 2022.



https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12592-Enhancing-the-convergence-of-insolvency-laws-
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12592-Insolvency-laws-increasing-convergence-of-national-laws-to-encourage-cross-border-investment
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12592-Insolvency-laws-increasing-convergence-of-national-laws-to-encourage-cross-border-investment
https://ec.europa.eu/commission/sites/beta-political/files/political-guidelines-next-commission_en.pdf
https://eur-lex.europa.eu/resource.html?uri=cellar:61042990-fe46-11ea-b44f-01aa75ed71a1.0001.02/DOC_1&format=PDF
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July 27th 2020 — Rome 1: the German presidency submits a new revised text to be discussed

On July 27%, the German Presidency of the European Council submitted a new revised text (the text is not
accessible) on the European Commission’s regulation proposal on the law applicable to the third-party effects
of assignments of claims.

The proposed text from the German Presidency is based on the same general rule: in a conflict the law that
applies is the one of the country in which the assignor has his habitual residence at the time of the conclusion
of the assignment contract.

However, this general rule does not seem to be settled. Some Member States still wish to reverse the general
rule: the application of the law of the assigned claim but with several exemptions. The Italian representation
submitted a drafting proposal in that sense.

The text further provides that the parties to the assignment contract will be free to choose the law applicable
to a debt assigned for securitisation as suggested by the European Commission. The German presidency
suggests to extend this rule to guaranteed bonds.

The Council of the European Commission has still not determined the date from which the regulation would
apply but is in favor of the non-retroactivity of the regulation.

Next steps

The Working group on Civil Law Matters will discuss the text on September 3 and 7t" meetings.

July 10" 2020 - Late Payment Directive: Parliamentary question on Spain’s infringement

On March 23", Carles Puigdemont i Casamajé ( NI; ES), Antoni Comin i Oliveres (NI; ES) and Clara Ponsati Obiols
(NI; ES), member of the European Parliament, tabled a parliamentary question regarding the compliance with
the Late Payment Directive in Spain during the pandemic.

The MEPs pointed out that the Spanish recovery plan did not include measures to prevent late payments which
could amount to € 14 billion. This is considered as an infringement of the Late Payment Directive.

The three MEPs asked the European Commission whether it will call for Spain’s compliance with the Directive
to minimize the economic consequences of the pandemic?

The MEPs also question the European Commission whether it believes that economic stimulus plans should
include the urgent payment of debt to suppliers?

Responding to the question on behalf of the European Commission, Thierry Breton declares that the “ the
European Commission is fully aware that, under the current crisis, payment delays in commercial transaction
are exacerbating the liquidity constraints of businesses, and especially of small and medium-sized enterprises
(SMEs)”.

In this answer published on July 10%, the Commissioner adds that “the Commission is prioritizing the
implementation of the relevant actions of the recently adopted SME Strategy to improve the enforcement of the
Late payment Directive in order to support SMEs during the COVID-19 crisis. In addition, the Commission is
identifying actions that could be put in place in the short, medium and long term to ensure injection of
liquidity for SMEs” .

The European Commission has opened an infringement procedure against Spain for the alleged violation of the
Late Payment Directive.

26 June 2019 — Publication of the Insolvency directive



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018PC0096&from=EN
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Following its adoption by the European Parliament on the 23" of March and by the European Council of the EU
on the 20%™ of June, the directive on “preventing restructuring, second chance and measures to increase the
efficiency of restructuring, insolvency and discharge procedures” has been published in the Official Journal of
the European Union on the 26* of June.

The directive will enter into force on the twentieth day following its publication in the Official Journal of the EU.
Member states will have to adopt and publish the laws, regulations and administrative provisions by the 17t of

July 2021.

28t March 2019 - Insolvency : the European Parliament adopts the directive

On the 28th of March 2019, the European Parliament adopted the Directive on “Preventive
restructuring frameworks, second chance and measures to increase the efficiency of restructuring,
insolvency and discharge procedures” (the so-called Business insolvency directive). The directive was
adopted with 327 votes in favor, 34 against and 142 abstentions.

As a reminder, the European Commission’s proposal aimed at improving the 2015 Insolvency regulation which
does not harmonise the insolvency law between the Member States. The 2015 regulation did not have
impacts on facilitating the rescue of business in financial difficulty and second chance to entrepreneurs.

The European Commission suggested the following points:

=  Preventive restructuring procedures for debtors in case of insolvency. Companies and SMEs will have
access to early warning tools in order to detect difficulties and launch restructuring measures. Preventive
restructuring framework should simplify court proceedings if any.

=  Measures for the discharge of debts for over-indebted companies and entrepreneurs to enable them to
benefit for a second chance. Debtors will be discharged after a maximum of 3 years.

=  Measures to increase the efficiency of the procedures in order to reduce the lengths and costs of
procedures which leads to legal uncertainty for creditors and investors.

= Training and specialisation of practitioners in order to improve the length of insolvency, restructuring and
second chances procedures.

The directive adopted by the European Parliament includes the following main elements:

=  Preventive restructuring measures and viability test: preventive restructuring frameworks must enable
debtors to restructure effectively at an early stage in order to avoid insolvency. The co-legislators have
added a viability test (article 4) as a condition for access to the preventive restructuring procedure.

= Designation of a practitioner (article 5): the directive provides that Member States will be able to
determine that the appointment of a practitioner in the field of restructuring is always necessary in certain
circumstances: when the restructuring plan needs to be confirmed by means of a cross-class cram down
or when the restructuring plan includes measures affecting the rights of workers. In other cases, the
appointment of a practitioner will be decided on a case-by-case basis.

= Cross-class cram-down : Member states will be able to decide the conditions in which a restructuring plan
can be adopted with a cross-class cram down. The text adds that in case of a cross-class cram down,
Member States should ensure that dissenting classes of affected creditors are not unfairly prejudiced



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019L1023&qid=1561651666529&from=EN
https://data.consilium.europa.eu/doc/document/ST-7753-2019-INIT/en/pdf
http://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A32015R0848
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under the proposed plan and that Member States should provide sufficient protection for such dissenting
classes.

=  Stay of individual enforcement actions (article 6) : The directive provides that a debtor should be able to
benefit from a temporary stay of individual enforcement actions in order to support the negotiations on
a restructuring plan. The stay of individual enforcement actions will be granted by a judicial or
administrative authority.
The stay of individual enforcement will apply for a maximum period of up to 4 months with a maximum
extension to 12 months. Member States will also be able to provide for an indefinite stay where the
debtor becomes insolvent under national law.

= Class formation (article 9): In its proposal, the European Commission had included the creation of “class
formation”. In order to ensure that rights which are substantially similar are treated equitably and that
restructuring plans can be adopted without unfairly prejudicing the rights of affected parties, affected
parties should be treated in separate classes which correspond to the class formation criteria under
national law.
The directive defines “class formation” as the grouping of affected parties for the purposes of adopting a
plan in such a way as to reflect their rights and the seniority of their claims and interests. Secured and
unsecured creditors should always be treated in separate classes.
SMEs can be exempted from the obligation to treat affected parties in separate classes.

Next steps
The directive must now be adopted by the Council of the European Union before being published in the
Official Journal of the European Union.

20* December 2018 — Business Insolvency: the European Parliament and the Council of the European Union

reach a political agreement.

On the 20" December 2018, the European Parliament and the Council of the European Union reached an
agreement on the European Commission’s proposal for a directive on preventive restructuring frameworks,
second chance and measures to increase the efficiency of restructuring, insolvency and discharge procedures
European Commission’s proposal
As a reminder, the European Commission’s proposal aimed at improving the 2015 Insolvency regulation which
does not harmonise the insolvency law between the Member States. The 2015 regulation did not have
impacts on facilitating the rescue of business in financial difficulty and second chance to entrepreneurs.
The European Commission suggested the following proposal:
=  Preventive restructuring procedures for debtors in case of insolvency. Companies and SMEs will have
access to early warning tools in order to detect difficulties and launch restructuring measures.
Preventive restructuring framework should simplify court proceedings if any.
=  Measures for the discharge of debts for over-indebted companies and entrepreneurs to enable them
to benefit for a second chance. Debtors will be discharged after a maximum of 3 years.
= Measures to increase the efficiency of the procedures in order to reduce the lengths and costs of
procedures which leads to legal uncertainty for creditors and investors.
= Training and specialisation of practitioners in order to improve the length of insolvency, restructuring
and second chances procedures.

European Parliament’s report



http://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A32015R0848
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The Committee on Legal Affairs of the European Parliament represented by Angelika Niebler (EPP, DE)
suggested the following changes:

=  Preventive restructuring measures: the report voted suggests that Member States must ensure that
debtors and companies must have an easy access to these early warning tools in order to detect
situations of potential insolvency. Member States should for instance set up accounting and control
obligations for debtors.

= Preventive restructuring frameworks: these procedures must be limited to enterprises that have not
been finally sentenced for serious breaches of accounting and bookkeeping obligations. The members
of the committee suggest that representatives of the debtor’s workers receive clear and transparent
information on the restructuring procedure.

= Individual actions: the suspension of individual enforcement must not exceed 4 months and should
only be possible if there is not yet an obligation to apply for commencement of insolvency proceedings.
The total duration of the suspension (extension and renewal) must not exceed months.

=  Restructuring plans: these plans have to be validated by a judicial or administrative authority,
representatives of workers must have a right of information and consultation and they must include
information on organisational aspects regarding employment and the consequences for workers.
These restructuring plans must not impact workers’ rights (occupational pension funds...).

= Second chance for entrepreneurs: the report suggest that entrepreneurs who are over-indebted may
be fully discharged of the debts for the first time after 5 years ( instead of 3 as proposed by the
European Commission) from the opening date of the procedure or from the date the repayment plan
started.

Compromis du Parlement et du Conseil de I’Union européenne
The political agreement reached between the European Parliament and the Council of the EU is quite close

from the Council’s position.
It introduces the following changes to the Commission’s proposal:
= New provisions on the duties and obligations of companies directors during the insolvency
proceedings: they must take into consideration the interest of creditors, investors and must avoid
deliberate or grossly negligent conduct
=  Workers' rights are strengthened: workers will enjoy a right of information and consultation and
their rights (collective bargain, industrial action...) will not be affected by the procedures.
= Appointment of restructuring practitioner: the Council and the European Parliament agreed on the
situations where practitioner must be appointed. For the other cases, the directive provides that the
appointment of a practitioner will be decided case by case.

Next steps
On the 23th of January, the Committee for Legal Affairs of the European Parliament approved the
compromised reached with the Council of the Union.

1%t October: Insolvency : the Council of the Union adopts its compromise

The Council of the Union published on the 1% of October its compromise on the Commission directive proposal

on “preventive restructuring frameworks, second chance and measures to increase the efficiency of
restructuring, insolvency and discharge procedures”

As a reminder, the Commission’s proposal aims at setting an insolvency framework to encourage effective
preventive restructuring, second chance, including measures to increase the efficiency of restructuring.
However, the definition and implementation of the restructuring frameworks will stay within the member
states.



https://data.consilium.europa.eu/doc/document/ST-15556-2018-INIT/en/pdf
http://data.consilium.europa.eu/doc/document/ST-12536-2018-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2016:0723:FIN
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The Commission’s proposal lays down rules on:

v

Preventive restructuring procedure (when debtors have financial difficulties and when there is a
likelihood of insolvency)

Procedures leading to a discharge of debts ( for over-indebted entrepreneurs to allow them to take
up anew activity)

Measures to increase the efficiency of the procedures

Training, 157tandardizatio of practitioners and courts

Among others, the Council’s compromise amends the Commission’s proposal on the following point:

v

Access to preventive restructuring frameworks: Member States agreed that a debtor in a likelihood
of insolvency should have access to a preventive restructuring framework to prevent insolvency. But
some of them raised their concerns on the fact that allowing debtors with no prospect of viability to
the framework would cause unnecessary delays of the opening. Therefore, the compromise allows
Member States to introduce a viability and optional test for Member States who wants to ensure that
the procedure has chances to succeed
Mandatory appointment of an insolvency practitioner: the Commission’s proposal provided that the
appointment of a practitioner in the field of restructuring should not be mandatory. Some Member
States raised that the intervention of a practitioner would increase the efficiency of the procedure but
would also make the procedure more costly and burdensome which will reduce the easy access to the
procedure.
Stay of individual enforcement actions: some Member States preferred to introduce a short stay in
order to take into accounts the creditors but others preferred to have a longer stay in order to allow
the debtor sufficient time to come up with a restructuring plan. The compromise provides for a
maximum period of stay of up to 4 months that could be extended up to 12 months. The rapporteur
for the IMCO (Internal market and Consumer Protection) committee suggested 10 months instead of
12 months as proposed by the Commission.
Class formation: the Commission proposed to classify the creditors for voting purposes based on their
commonality of interest. Some Member States raised that this could be burdensome and costly. The
compromise suggests that Member States will have the possibility to allow micro, small or medium-
sized enterprises to opt to not treat affected parties in separate classes.
Cross-class cram-down: this mechanism was new for some Member States who raised two issues
regarding
1. The valuation of the debtor to determine which class of creditors would be impacted
financially and could not, therefore, carry the plan by their support in a cross-class cram-
down vote
2. A Priority rule according to which a dissenting class of creditors must be satisfied in full if a
more junior class could receive any distribution or keep any interest under the plan.

On both issues raised by the Member States, the compromise provides:

1.

for an alternative option by which Member States can avoid the requirement that only classes of
creditors ‘in the money’ can carry the plan, namely where a majority of classes of creditors votes in
favour of the plan of which at least one class is a secured class of creditors or a class senior to the
ordinary unsecured creditors.

an alternative option for Member States to introduce a different benchmark with a priority rule to
protect dissenting creditor classes when using a cross-class cram-down mechanism.

Reaction from the German delegation



https://www.consilium.europa.eu/en/press/press-releases/2018/10/11/directive-on-business-insolvency-council-agrees-its-position/
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On the 16™ of October, the German delegation declared that they were supporting the Commission’s proposal

but pointed out that within the context of the banking Union, the directive proposal does not make a significant
contribution to the measures necessary for the sustainable reduction and future avoidance of non-performing
loans.

Next steps: As the Parliament adopted its position, the trilogue will start as soon as possible in order to adopt
the text before the European elections in May 2019.

10t July 2018: the JURI committee adopted the report on the law applicable to third-party effects of

assighments of claims

On 10 July, the European Parliament’s Committee on legal affairs (JURI) adopted the report of the MEP Pavel
Svoboda (EPP, CZ) regarding the law applicable to the third-party effects of assignments of claims.

As a reminder, the European Commission published on 12 March 2018 a proposal for a regulation of the law

applicable to the third-party effects of assignments of claims. This new regulation would complement the Rome
| regulation on the law applicable to contractual obligations. It specifies the regime for the assignments of claims
and lays out a general approach according to which “the third-party effects of an assignment of claims shall
be governed by the law of the country in which the assignor has its habitual residence at the material time”
(article 4.1 of the proposal).

The Commission’s proposal foresees three exceptions to this general approach: claim related to a cash deposit
in a credit institution (law applicable to the cash claim), claims arising from a financial instrument (law of the
assigned claim) and securitizations (possibility of choosing the applicable law).

In his draft report, the Czech MEP Pavel Svoboda (PPE) welcomes the Commission’s general approach and
suggests that it should cover “the transfer of the contracts (such as derivative contracts), in which both rights
(or claims) and obligations are included, or the novation of contracts including such rights and obligations”
(amendment 9 adopted in the final report).

Exceptions to the general approach —the money credited to an account in a credit institution and claims arising
from a financial instrument, for which the applicable law would be that of the assigned claim. As regards the
assignments of claims for the purpose of securitisation, the rapporteur wants the assignor to “choose that the
law applicable to the largest number of assigned claims shall apply as the law applicable to the third-party
effects of all assignments of claims.” (Amendment 13). Finally, he proposes to exclude the debtor from the
scope of the regulation (amendments 7).

It should be noted that the European Central Bank (ECB) also issued an opinion on the Commission’s proposal
on 18 July 2018. The ECB wishes to exclude from the scope financial collateral arrangements as defined by

the directive 2002/47/EC in order to apply the law of the assigned claim.

Next steps: the Council has to adopt its position.

24 July 2018: Insolvability and second chance: the European parliament adopted its report



http://data.consilium.europa.eu/doc/document/ST-13184-2018-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2016:0723:FIN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+REPORT+A8-2018-0261+0+DOC+PDF+V0//EN
http://ec.europa.eu/info/law/better-regulation/initiatives/com-2018-96_en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32008R0593&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32008R0593&from=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-621.985+01+DOC+PDF+V0//EN&language=EN
http://www.ecb.europa.eu/ecb/legal/pdf/en_con_2018_33_sign_with_twd.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32002L0047&from=EN
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On 2 July 2018, the European Parliament’s Committee on legal affairs (JURI) adopted the report of Angelika
Niebler (PPE, DE) on preventive restructuring frameworks, second chance and measures to increase the
efficiency of restructuring, insolvency and discharge procedures.

PROPOSAL FOR A PROCEDURES HARMONISATION
As a reminder, the proposal for a directive, published by the European Commission on 23 November 2016, aims

to define a set of principles and rules common to insolvency proceedings at European level. The definition and
implementation of restructuring procedures remains, however, within the competence of the Member States.

The creation of common European rules should allow greater coherence and convergence between national
regulatory frameworks on business insolvency, in particular the encouragement of early restructuring

procedures. The challenge is also to enhance legal certainty in cross-border exchanges.

KEY ELEMENTS OF THE EUROPEAN PARLIAMENT’S REPORT

e Stay of individual enforcement actions (article 6)

The European Commission suggests a period of 4 months, with the possibility of extending it to 12 months. The
JURI report agrees on the 4-month period but limits its extension to 10 months. The report also introduces new
conditions for stay:

v'the debtor’s obligation to declare himself insolvent was not raised

v' itis still possible for the company to avoid the insolvency procedure

The extension up to 10 months must in turn be accepted in advance by secured creditors.

Finally, the European Parliament takes up the Commission’s proposal that creditors must not stop “essential”
contracts for the survival of the company, unless it involves severe financial difficulties for them.

e Adoption of restructuring plans and cross-class cram-down (articles 9 a 11)

In addition to the creditors affected by the restructuring plan, the parliamentary report hopes that employees
can also be better involved in the process. For example, if the restructuring plan involves a loss of more than
25% of employees, it must be adopted by a judicial or administrative authority to become legally binding.

The possibility of imposing a restructuring plan on a dissenting minority of creditors and shareholders is
maintained under strict conditions (cross-class cram-down procedure).

e Second chance procedures (title Il1):

The report hopes that a “second chance” will be possible by releasing from its debts an “honest” entrepreneur
who has become insolvent for the first time, after a maximum period of five years. The Council, in its partial
general approach from the beginning of June, set a maximum period of three years.

As soon as the Council adopts its final position, the interinstitutional negotiations will start.

4% June 2018: the European Parliament progresses on the law applicable to third-party effects of assignments

of claims



http://www.europarl.europa.eu/cmsdata/151800/juri-report-insolvency.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016PC0723&from=FR

F 2 ! :
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

The European Parliament’s Committee on legal affairs (JURI) published amendments tabled on the draft report
by Pavel Svoboda (EPP, CZ) regarding the law applicable to the third-party effects of assignments of claims.

The European Commission published on 12 March 2018 a proposal for a regulation of the law applicable to

the third-party effects of assignments of claims. This new regulation would complement the Rome | regulation

on the law applicable to contractual obligations. It specifies the regime for the assignments of claims and lays
out a general approach according to which “the third-party effects of an assignment of claims shall be governed
by the law of the country in which the assignor has its habitual residence at the material time” (article 4.1 of the
proposal). The proposal foresees three exceptions to this general approach:

1. When the claim related to a cash deposit in a credit institution: law applicable to the cash claim;

2. Assignments of claims arising from a financial instrument: law of the assigned claim;

3. Securitisations: possibility to choose the law applicable.

In its draft report, the rapporteur Pavel Svoboda (EPP, CZ) supports the general approach proposed by the
European Commission. He also suggests to apply it to securitisations and to the assignment of claims arising
from a financial instrument, mentioning in particular derivative contracts. Last, Pavel Svoboda supports to
exclude the debtor from the scope of the regulation (amendment 1, 5 and 7).

Amendments tabled reflect the standpoint of various political groups. Maddy Delvaux (S&D, LU) supports the
position of the rapport to extend the general approach to securitisations. She also introduces, together with
her colleague Evelyne Gebhardt (S&D, DE), two amendments which add a reference to the protection of
consumers.

Jean-Marie Cavada (ALDE, FR) and Antdnio Marinho e Pinto (ALDE, PT) introduce amendments to clarify that, if
two assignments become opposable at the same moment, the law of the assignor’s habitual residence applies.

Kostas Chrysogonos (GUE/NGL, EL) and Jifi Mastalka (GUE/NGL, CZ) add a new 160tandardi to article 6(2) to
specify that “in a collective redress procedure, jurisdiction for a claim is governed, also when assigned or
securitised, by the respective national lex fori” until the collective redress framework is further harmonised in
the EU.

Amendments were discussed within the JURI committee on 20*" June 2018 and the draft report was adopted
with 18 votes against 1 on 10 July 2018. The JURI Committee also voted in favour of opening
interinstitutional negotiations.

17 May 2018: Insolvability and second chance: the Bulgarian Presidency of the Council secures a partial

political agreement

The Bulgarian Presidency of the Council of the European Union (EU) published a proposal for a partial general

orientation regarding the proposal for a directive on preventive restructuring frameworks, second chance and

measures to increase the efficiency of restructuring and insolvency procedures, which was initially published
on 22" November 2016 by the European Commission.

The proposal for a partial general orientation only covers parts of the legislative proposal, namely title 11l
(Second chance for entrepreneurs), title IV (Measures to increase the efficiency of restructuring, insolvency
and discharge

procedures), title V (Monitoring of restructuring, insolvency and second chance) and some definitions in title |
(entrepreneurs and discharge).



http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-623.589+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-621.985+01+DOC+PDF+V0//EN&language=EN
http://ec.europa.eu/info/law/better-regulation/initiatives/com-2018-96_en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32008R0593&from=EN
http://data.consilium.europa.eu/doc/document/ST-8830-2018-ADD-1/en/pdf
http://data.consilium.europa.eu/doc/document/ST-8830-2018-ADD-1/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016PC0723&from=FR
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Title | (General provisions), title Il (Preventive restructuring frameworks) and title VI (Final provisions) has
been left aside in the partial general approach and should be further discussed in the next working groups.

Regarding the period of time before which a discharge can be granted to an entrepreneur, the Bulgarian
Presidency proposed a maximum of three years, with the possibility for this period to be specified in national
law. The European Commission had initially proposed a fixed three years period.

With regards to title IV on the efficiency of restructuring, insolvency and discharge procedures, the Bulgarian
Presidency indicated that, given the political dimension of the judiciary system for Member states, the
compromise proposed is limited to a principle-based approach. Those principles touch mostly upon the
designation, selection, supervision and remuneration of practitioners in national judiciary systems.

Among the principles it proposed, the Bulgarian Presidency still requires Member States to conduct some
proceedings electronically. However, the implementation period for this provision has been increased from
three to five years, and up to seven years for contestations and recourses.

The general partial approach proposed by the Bulgarian Presidency was adopted by Justices Ministers during
the Justice Council on 4™ June 2018. Discussions continues on parts of the legislative proposals which were
not included in the partial general approach.

12t March 2018: the European Commission published a legislative proposal on assignments of claims

The European Commission released a proposal for a regulation “on the law applicable to the third-party
effects of assignments of claims”.

The general approach of the Commission is the one supported by EUF: article 4.1 states that “the
third-party effects of an assignment of claims shall be governed by the law of the country in which
the assignor has its habitual residence at the material time.”

EUF is quoted as a source of reference in the proposal of the EU Commission. The whitepaper
released in 2016, EUF Yearbook 2016-2017 and EUF’s answers to the public consultation are all
qguoted in the proposal. As a result, EUF is mentioned three times in the text of the EU Commission.

Factoring is presented with a very positive glance. EUF’s main arguments and messages underlined
during our meeting at the Commission with Maggie and Herman’s representative, have been taken
by the Commission: “Factoring is a crucial source of liquidity for many firms. In factoring, a company
(the assignor, most often an SME) assigns (sells) its receivables to a factor (the assignee, often a
bank) at a discount price as a means for the assignor to obtain immediate cash. The factor will collect
the money owed for the invoices and accept the risk of bad debts. The majority of users of factoring
are SMEs: Small represent 76%, Medium 11% and Large 13%. Factoring for SMEs is thus regarded
by the industry as a basis for economic growth, as SMEs may find sourcing traditional lending more
challenging”.

To be noted that the two co-legislators, the European Parliament and the Council have now to work on the
Commission’s proposal. The EUF will need to be vigilant with regard to the following steps to come at the
EU level.



http://ec.europa.eu/info/law/better-regulation/initiatives/com-2018-96_en
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CONTEXT AND OBJECTIVES OF THE PROPOSAL

On March, 12, the Commission released its proposal for a regulation “on the law applicable to the third-party
effects of assignments of claims” together with an impact assessment. Stakeholders can provide their
feedback on the proposal until May, 23™ 2018.

Prior to this proposal, the European Commission published in 2016 a report on the effectiveness of an
assignment or subrogation of a claim against third parties and the priority of the assigned or subrogated claim
over the right of another person and launched in April 2017 a public consultation on conflict of laws rules for
third party effects of transactions in securities and claims.

The main objective of the proposal is to “foster cross-border investment in the EU” that should “facilitate
access to finance for firms, including SMEs, and consumers”.

In that context, the current European legal framework related to the applicable law is then seen as being
source of legal an uncertainty, hampering cross-border exchanges. The European Commission considers that
current conflict of law rules governing the effectiveness of assignments against third parties, laid down at
Member State level, are inconsistent “as they are based on different connecting factors to determine the
applicable law”.

In order to eliminate the current legal risk in cross-border assighnments — that does not exist in domestic
assignments — and “potential systemic consequences”, the current proposal aims at establishing an uniform
conflict of law rules at the Union level by defining “which national law should determine the ownership of a
claim after it has been assigned on a cross-border basis”.

THE PROPOSAL

The European Commission decided to adopt the following general approach: “the third-party effects of an
assignment of claims shall be governed by the law of the country in which the assignor has its habitual
residence at the material time” (Article 4.1).

Exceptions of this general rules are provided for some activities such as securitization. There, if expressly
stipulated, “the assignor and the assignee may choose the law applicable to the assigned claim as the law
applicable to the third-party effects of an assignment of claims” (Article 4.2).

To be noted that the assignor is defined as such: “‘a person who transfers his right to claim a debt against a
debtor to another person” (Article 2.a).

NEXT STEPS
The European Parliament and the Council have now to work on the Commission’s proposal.

12" March 2018: Conflict of laws rules — European Commission published a Communication on the applicable

law to the proprietary effects of transactions in securities

On 12 March 2018, the European Commission published a Communication on the applicable law to the
proprietary effects of transactions in securities. This communication is accompanied by an impact assessment

which also deals with the law applicable to the third-party effects of the assignment of claims.

THE LEGAL CONTEXT



http://ec.europa.eu/info/law/better-regulation/initiatives/com-2018-96_en
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52016DC0626
https://ec.europa.eu/info/sites/info/files/2017-securities-and-claims-consultation-document_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018DC0089&from=EN
http://ec.europa.eu/transparency/regdoc/rep/10102/2018/EN/SWD-2018-52-F1-EN-MAIN-PART-1.PDF
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The Commission wishes to reduce the legal uncertainty that may arise from different interpretations of the
texts relating to cross-border transactions of securities. Depending on the Member State, the Commission
points out that in the context of dispute concerning the ownership of a claim or a security, “the cross-border
transaction may be enforceable or not, or might confer the expected legal title on the parties or not”. This may
lead to unexpected losses, particularly in case of insolvency.

The Commission recalls that two elements of transactions in securities are governed by conflict of laws rules:
1. the proprietary element, which refers to the transfer of property rights and affects third parties;
2. the contractual element, which refers to the obligations of the parties towards each other under the
transaction and is already regulated by the Rome | Regulation.

The Communication deals with the proprietary element, namely the third-party effectiveness of of cross-
border transactions in securities. It concerns in particular three directives: the Settlement Finality Directive,

the Winding-up Directive and the Financial Collateral Directive.

THE COMMISSION’S CLARIFICATIONS
The Commission discuss the meaning of the terms ‘maintained’ and ‘located’, the wording referring to the

place of the account or register, which does not imply any difference in substance, according to the
institution.

To determine where the account or register is ‘located’ or ‘maintained’, the Commission refers to the Recital
(8) of the Financial Collateral Directive, the only one stating clearly the common basis for conflict of laws
across the EU: “The lex rei sitae rule, according to which the applicable law for determining whether a
financial collateral arrangement is properly perfected and therefore good against third parties is the law of
the country where the financial collateral is located, is currently recognised by all Member States.”

Moreover, the transposition into the national law by many Member States can also lead to diverging results.
The different ways of interpretation of the conflict of laws provisions which appear to be valid for the
purposes of the relevant EU provisions are enumerated by the Commission as follows:
=  considering the location where the custody services are provided;
= using the account agreement for information about the place where the account is maintained;
= defining “maintained” in a in a way that it allows the choice of that Member State’s law to be valid
under the Hague Securities Convention.

The Commission calls on the various authorities to take into account the elements of its communication while
asking the Member States to harmonize their interpretation of the EU rules when “legal discrepancies occur
at the level of national interpretations that might cause market disruptions.”

The Commission will continue to monitor developments in this area and does not exclude a possible
legislative measures in the future.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32008R0593&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014R0909&from=FR
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32001L0024&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32002L0047&from=FR
https://assets.hcch.net/docs/3afb8418-7eb7-4a0c-af85-c4f35995bb8a.pdf

Pl '
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

VAT on financial services
Back to summary

No update in January 2021

December 18" - VAT rules: the Commission’s proposal to review decision-making processes over VAT

On December 18th, the European Commission made a proposal for a directive amending the decision-making
for VAT rules. Stakeholders can offer contributions on the proposal through a consultation open until February
15

The proposal aims to revise the main directive on VAT (2006 VAT directive) in order to introduce implementing
powers for the European Commission. The proposal would also turn the VAT advisory committee into a
“comitology” committee.

These changes mean that instead of deciding through the consultation procedure which is slow and requires
unanimity in the Council of the EU, the Commission would be able to autonomously decide on implementing
acts amending certain provisions of the VAT Directive. These “implementing acts” would then be submitted in
a second stage to the so-called “comitology” committee in which Member-States are represented by experts
who may decide on their behalf.

Implementing acts are possible for those provisions of the Directive which require uniform application in the
EU. The Commission could thus decide on implementing acts modifying in particular: taxable persons, taxable
transactions, liability for VAT taxable amount. Exemptions for certain products or services (under title IX of the
VAT directive) which include financial services could be revised by the Commission with executive acts.
Modifying the tax rates, the scope or derogations remain subject to the consultation procedure and unanimity
decision in the Council as they are sensitive matters for Member-States.

The initiative highlights the Commission’s intention to progress in its competence over fiscal matters which is
traditionally a Council prerogative.

October 22" 2020 - Review of VAT rules for financial services and insurance: European Commission
consultation on the roadmap

On October 22nd the European Commission launched a public consultation on the roadmap for the review of
VAT rules for financial and insurance services. This first step aims to gather inputs from stakeholders on the
direction and objectives of the forthcoming initiative.

The initiative responds to two central issues identified by the European Commission.

1. Lack of VAT neutrality and distortion of competition

This point deals with the VAT exemption for financial and insurance. According to the 2006 VAT Directive, which
incorporates rules in force since 1977, the financial sector and insurers benefit from a VAT exemption.

The exemption would lead to a loss of competitiveness for companies providing financial and/or insurance
services. The latter pay input VAT which they cannot deduct from the services they provide because of the



https://ec.europa.eu/transparency/regdoc/rep/1/2020/EN/COM-2020-749-F1-EN-MAIN-PART-1.PDF
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12612-Conferring-implementing-powers-on-the-Commission-in-the-area-of-value-added-tax
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12671-Review-of-the-VAT-rules-for-financial-and-insurance-services
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32006L0112&from=EN
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exemption. For example, a Fintech company would pay VAT at an intermediate stage, such as the purchase of
computer equipment. However, the company would not be able to deduct it in the invoicing of the financial
services it provides. The inability to deduct VAT at the last stage would result in a net cost for the company. For
the European Commission, this is an additional cost and represents a distortion of free competition. The term

"lack of neutrality" is used because VAT is supposed to be "neutral" and should have a limited impact on
competition. The European Commission's expert group on the future of VAT underlines these elements as well

in areport.

The initial impact assessment highlights two options:
o Cancel the exemption and apply VAT to financial and insurance services
o Maintain the exemption but modify its scope. This option leaves room for a differentiation which
could allow for the different interests or the specificities of specific sectors such as the fintech sector
where fixed costs are more important. Within this framework, adjustments would be possible to limit
the consequences on consumer prices. One possibility mentioned by the impact study is to tax certain
financial or insurance services at a standard rate and to apply a reduced rate to others while setting a

minimum.
2. Legal uncertainty and regulatory complexity

The European Commission wants to make progress in harmonising and simplifying rules and ensuring equal
treatment across the EU. One problem highlighted by the impact study and the analysis of the expert group is
indeed the high degree of complexity of the VAT rules for financial and insurance services. The rules initially
conceived in 1977 have become more complex with the evolution of practices, in particular concerning Fintech.
Questions have emerged, with new forms of electronic transactions such as crowdfunding, or the increasing
use of third-party service providers by financial services firms. With this revision, the European Commission
wishes to move towards rules that more clearly determine the applicable legal framework and state which
services are concerned.

As a reminder, matters relating to taxation are dealt with under the special legislative procedure known as the
consultation procedure. Within this framework, the Council of the EU decides alone and unanimously. It must,
however, consult the European Parliament, which delivers an opinion. This procedure is regularly a source of
blockages, as was the case in 2007 when the European Commission proposed a regulation to amend the VAT
rules for financial services. The European Commission withdrew its proposal in 2016 after the Member States'
refusal.

Next steps

The consultation was available until November 19" 2020, with the following link.

The public consultation on the content of proposal itself is scheduled for 1 quarter of 2021. A complete
impact study is expected for the 3rd quarter of 2021

According to the initial impact study, the European Commission intends to make a legislative proposal by the
4t quarter 2021.

8" November 2019 - Special scheme for small enterprises : the Council reaches a provisional agreement



https://circabc.europa.eu/sd/a/8711fa44-e909-4d70-b9af-bdc831c526e9/GFV%20087%20-%20VAT%20treatment%20of%20financial%20and%20insurance%20services%20-%20update%20-%20EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52007PC0746&from=FR
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12671-Review-of-the-VAT-rules-for-financial-and-insurance-services
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=PI_COM:Ares(2020)5770956&rid=2
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On the 8™ of November during the ECOFIN meeting, ministers of Finance of the EU reached a general approach
on the directive proposal simplifying value addded tax (VAT) compliance rules for small and medium enterprises

(SMEs). The aim is to ease the administrative burden that VAT can represent for SMEs.

The text specifies that Member States, if they wish so, could apply VAT exemptions for enterprises with an
annual turnover lower than EUR 85 000. They can also set a lower threshold. The Member states who choose
to implement such measures must also apply them to enterprises established in another Member States when
they supply goods and services in their territory, provided that their annual turnover is lower than EUR 100 000.

The text will be presented to the European Parliament for an advisory opinion.
The new rules should apply by January 2025.

17" May 2019 - VAT: The VAT simplification for SMEs Directive is not yet ready for adoption by Council of the
EU

The Directive on the simplification of value added tax (VAT) for small and medium-sized enterprises (SMEs) has
been removed from the agenda of the ECOFIN Council on 17 May.

Several countries, including Germany, the Netherlands, Ireland and the United Kingdom, reportedly considered
that the text was not yet ready for a ministerial discussion due to a lack of consensus, in particular concerning
the VAT exemption thresholds and the entry into force of the text.

The Romanian presidency current compromise has not been published.

=  Objectives of the VAT Simplification for SMEs Directive

The VAT Directive, adopted in 2006, defines a series of administrative requirements related to VAT registration,
invoicing, accounting and VAT reporting.

The VAT Directive includes a “special scheme for small enterprises”, which allows Member States to opt for a
set of measures specifically for small businesses.

Introduced in January 2018 by the European Commission, the proposal for a Directive with regard to VAT for

small enterprises aims to amend the "Special scheme for small businesses" of the VAT Directive.

The aim of the Commission's proposal is to reduce the negative impacts of the threshold effect of the VAT
Directive and broaden the scope of small companies benefitting from exemptions.

For the record, small companies are defined as all enterprises whose Union annual turnover in the single market
is no higher than EUR 2 000 000.

*  The VAT exemption thresholds

The proposed Directive allows Member States to introduce a VAT exemption to SMEs supplying goods and
providing services on their national market.

To define the scope of SMEs benefiting from a VAT exemption, the proposal provides for two thresholds:
- Anational exemption threshold, determined by the Member State;



https://data.consilium.europa.eu/doc/document/ST-13952-2019-INIT/en/pdf
https://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0021/COM_COM(2018)0021_EN.pdf
https://ec.europa.eu/taxation_customs/sites/taxation/files/18012018_proposal_vat_smes_en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=LEGISSUM:l31057&from=EN
https://ec.europa.eu/taxation_customs/sites/taxation/files/18012018_proposal_vat_smes_en.pdf
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- A European exemption threshold which amounts to EUR 85 000. Therefore, the national threshold
cannot exceed the EUR 85 000 threshold.

The compromise text of the Romanian presidency proposes to maintain the EUR 85 000 European threshold.
However, some countries view this threshold as too high where others consider it as too low.

The Commission also proposes a VAT exemption for SMEs selling goods or providing services in a Member State
where it is not established. Two conditions are provided:

- The enterprise’s annual turnover in a Member State should be below the national exemption
threshold, determined by the Member State;

- Its overall turnover in the single market (Union annual turnover) should not be higher than EUR 100
000.

The Council has not reached a consensus on these two European threshold.
= Date of entry into force

The Commission's proposal provides that the text shall apply from the 1% July 2022. However, many Member
States request for more time to properly adapt their national law and computing systems to the new rules.

In its compromise text, the Romanian presidency therefore proposes to postpone the deadline for transposition
of the Directive to the 31 December 2023 and the date of application of the new provisions to the 1% January
2024.

The proposed date is not consensus. Some countries request for extending the deadline until the 1% January
2025 and one Member State to the 1%t January 2026.

If the list of issues to be settled between the Member States is still long, the Romanian Presidency plans to
reach an agreement before the end of June.

Anti-Money Laundering Directive/Tax fraud and tax evasion
Back to summary

January 29", 2021 — Precisions from the Commission on the next steps for the AML/CFT framework

On January 29,2021 Mairead McGuinness, the European Commissioner for financial services, explained in a
reply to a written question, the measures to be taken at the European level to fight money laundering and
financing of terrorism (anti-money laundering and financing of terrorism — AML/CFT)

The European Commission has accelerated its work with, among other elements, the adoption in May 2020 of
an action plan on AML/CFT and the decision to strengthen the coordination powers of the European Banking
Authority (EBA).

The Commissioner recalled the following measures which constitute the main elements of the implementation
of the action plan:
=  Harmonization and convergence of European rules (single rulebook);
=  Establishment of a European authority for the fight against money laundering and the financing of
terrorism;
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= Creation at the European level of a central coordination and support mechanism for financial
intelligence units (FIUs).

Other actions are likely to complement these central measures — such as strengthening public-private
cooperation. In addition, the Commission has mandated the Council of the EU to report on the state of the
AML/CFT legislative framework in each member state.

The current AML/CFT legislative framework suffers from a lack of proper implementation in Member-States,
some of which being subject to infringement proceedings (for late or insufficient transposition into national
law). This situation has led the European Commission to consider convergence via a single rulebook that could
take the form of a regulation.

The European Commission is thus considerably strengthening its tools for the fight against money laundering
and terrorist financing, whether at the European level with a series of measures, or by promoting full
implementation within the Member States.

Next steps

A legislative proposal on the fight against money laundering and financing of terrorism is expected in the
first quarter of 2021.

December 2020 - AML / CFT: the EBA mobilized to supervise national processes and extend scope of
supervision to deposit guarantees

As part of its supervisory role in the fight against money laundering and terrorist financing (AML/ CFT), the
European Banking Authority (EBA) has published several documents. The EBA has been given supervisory
powers in relation to money laundering issues: article 9 of the EBA Regulation requires the EBA to conduct
regular assessments of the strategies, resources, and methods of the competent authorities to deal with
AML/CFT risk.

Progress report on the implementation of AML/CFT colleges

On December 17th, the EBA published its first report on the establishment of AML/CFT colleges. These
supervisory colleges are intended to ensure cooperation in the fight against money laundering and terrorist
financing, they are permanent structures which gather competent authorities to watch financial institutions
that are active in at least three Member-States and outside the EU. There is one supervisory college for one
financial institution. The EBA is automatically a permanent member.

The report notes good practices such as the classification of banking institutions active in several Member
States, and points out certain shortcomings in particular related to formal aspects (e.g. delays in sharing
information). As of October 2020, colleges of supervisors were established for 10 European banking institutions.

Opinion on the convergence between AML/CFT framework and deposit guarantee schemes

On December 14th, the EBA published an opinion on the convergence of rules to better tackle AML/CFT risk
addressed to the European Commission. In it, the EBA recommends strengthening the links between AML/CFT



https://www.eba.europa.eu/sites/default/files/document_library/Publications/Reports/2020/961425/Report%20on%20the%20functioning%20of%20AML%20Colleges%20.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2020/961347/EBA%20Opinion%20on%20the%20interplay%20between%20the%20AMLD%20and%20the%20DGSD.pdf
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regulatory frameworks and deposit insurance protection. According to the supervisory authority, the
following elements should be implemented:
= A framework for exchanging information to ensure tracability of the funds reimbursed to depositors
by guarantee schemes;

=  Measures in case risk factors are identified.

Note on the methodology and process for risk assessment requiring cooperation between the EBA and
national competent authorities

According to this note, which was published on December 17, the EBA wished to strengthen the cooperation
processes with national competent authorities in order to better manage AML/CFT risk. The list of national
competent authorities is available with the following link.

November 4", 2020 - AML/CFT: The Council of the EU adopts its conclusions

On November 4th, at a meeting of the ECOFIN Council, the Ministers of Finances of the Member States adopted
the conclusions setting a common position on the European Commission’s action plan to fight money
laundering and terrorism financing.

The Council supports the Commission’s main proposals and in particular:

* The project of a regulation (single rulebook) to transform a part of the provisions from the 5" Anti-
Money Laundering Directive into directly applicable measures. As a reminder, the change of legislative
act from directive to regulation is justified by the fact that a directive must be transposed into national
law whereas a European regulation is directly applicable as it stands and allows uniform
implementation.

= The implementation of a European coordination and support mechanism for FIUs (Financial
Intelligence Units)

= The creation of a European supervision authority which would be in charge if supervision is necessary
at the European level.

In the conclusions, Member-States ask the Commission to present its proposals at the same time while giving
priority to the regulation. This shows a compromise has been reached as some Member-States have insisted
for common rules to be in place through a regulation before creating a supervisory authority. Indeed, this
process allows for a clearer definition of the European authority’s mandate.

Despite this support to the Commission’s main proposals, some points are still up for debate as, for instance,
the scope of supervision at the European level. The text calls for a measured approach, with an authority that
should focused on the most risk-exposed entities, based on clear “risk criteria”.

Precisely, according to the Council, the supervisory authority should be able to:

=  Conduct investigations;

=  Apply administrative sanctions;

=  Ask for regular reporting from the entities under watch;

=  Give direct instructions on due diligence and high-risk transactions.



https://www.eba.europa.eu/sites/default/files/document_library/Publications/Reports/2020/961479/Risk%20assessment%20under%20Article%209a%20of%20the%20EBA%20Regulation.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Regulation%20and%20Policy/Anti-Money%20Laundering%20and%20Countering%20the%20Financing%20of%20Terrorism/933494/List%20of%20Authorities%20Designated%20as%20Competent%20for%20the%20AML%20CFT%20Supervision%20of%20Financial%20Institutions%20in%20the%20EU.pdf
https://nsl.consilium.europa.eu/dg/l/104100/44yeum5ayqovcuoxa2y7c57dvsze2zmjohqmdflkilivc3x2q54q/mwazzeuk53uedhe6mrah5r6d6e
https://data.consilium.europa.eu/doc/document/ST-12608-2020-INIT/en/pdf
https://ec.europa.eu/finance/docs/law/200507-anti-money-laundering-terrorism-financing-action-plan_en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018L0843&from=EN

F 2 ! :
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

Through the conclusions, the Council openly supports the Commission in its intention to strengthen supervision
at the European level and to harmonise the rules to fight against money laundering and financing of terrorism.
The possibility of creating a European supervision authority dedicated to the issue, has been asked for by MEPs,
it has now gained the support of Member States although they are more cautious.

The conclusions will be sent to the European Commission, which will take them into account in the
implementation of its action plan on the fight against money laundering and financing of terrorism.

Next steps

The Commission is expected to make a legislative proposal on the fight against money laundering and
financing of terrorism in the 1st quarter of 2020.

November 4%, 2020 - Anti-money laundering and counter terrorism financing: EBA opinion on the
treatment of risk by prudential supervisors

On November 4%, the EBA published an opinion dealing with the treatment of money-laundering / financing of
terrorism (ML/FT) risk by prudential supervision authorities. The EBA intended to shed light on the need for
prudential supervisors to identify and understand ML/FT risk implications for prudential concerns. This
approach is to be taken into account in the Supervisory Review and Evaluation Process (or SREP), an assessment
that prudential supervisory authorities conduct on a regular basis.

Indeed, ML/FT risk may be a sign of broader deficiencies in internal governance or internal controls frameworks,
for instance weaknesses in the information and communication technologies (ICT) frameworks. The
recommendations are considered by the EBA of high importance

The EBA recommends:

=  Enhanced cooperation between prudential supervisors and anti-money laundering/ counter terrorism
financing (AML/CFT) authorities.

= Development of an “understanding” of ML/FT risk by prudential supervisors.

= Considering ML/FT risk when analysing : key indicators, business model analysis, assessment of internal
governance, institution-wide controls, assessment of risks to capital and assessment of risk to liquidity
and funding.

Credit risk is mentioned in the report as the EBA recommends prudential authorities should pay attention to
ML/FT risk in the context of the institution’s credit granting process. They should ensure that funds to repay
loans emanate from legitimate resources.

The opinion shows the EBA is mobilised in the larger context of the EU’s dynamic to tackle money laundering
and financing of terrorism.

Next steps

The EBA will include more recommendations on the prudential treatment of ML/FT risk in coming
guidelines on the Supervisory Review and Evaluation Process (SREP).



https://ec.europa.eu/finance/docs/law/200507-anti-money-laundering-terrorism-financing-action-plan_en.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2020/935606/Opinion%20on%20how%20to%20take%20into%20account%20MLTF%20risks%20in%20SREP.pdf
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October 2020 - Anti-money laundering and counter terrorism financing: the European Parliament rallies for
strong European action

On May 7™ 2020, the European Commission presented an action plan for a comprehensive EU policy on the
prevention of money laundering and terrorist financing. In October, MEPs rallied to call for strong action at
European level.

The "FincenFiles" investigation published by the International Consortium of Investigative Journalists has
sparked outrage in the European Parliament and a demand for stricter regulation. The investigation, published
on 20 September, highlighted a high volume of suspicious money laundering transactions in some of the world's
largest banks.

During a plenary debate on 8 October on the issue of money laundering prevention in relation to FincenFiles,

MEPs argued in favour of strong supervision at European level to address alleged shortcomings at national level.
Weak transposition of the anti-money laundering directives, insufficient supervision by major financial
institutions, lack of uniformity of the European regulatory framework were among the MEPs' concerns.

While the revelations of this investigation concerned primarily the United States, they have contributed to
launch a political momentum in the European Parliament in favour of stronger, more independent regulation
at the European level. German MEP Sven Giegold (Greens/EFA, DE), for example, called in a press release for
the establishment of a European financial intelligence unit

As a reminder, on July 10th the European Parliament adopted a resolution on "a comprehensive EU policy on
the prevention of money laundering and terrorist financing" following the publication of the European
Commission's action plan.

The European Commission has scheduled a proposal for a regulation on money laundering and the fight
against terrorist financing for the first quarter of 2021. This is confirmed in the European Commission's 2021
work programme.

September 2020 - Anti-money laundering action plan: latest political and technical developments.

On May 7%, 2020, the European Commission presented an action plan on a comprehensive EU policy for the
prevention of money laundering and terrorist financing. In the course of September, several technical and
political developments took place that could influence this initiative.

As a reminder, the European Commission’s action plan aimed to harmonise the implementation of the AML/CFT
(anti-money laundering / combating the financing of terrorism) framework. It detailed a number of options :
the creation of a new European body which would be responsible for supervising all sectors subject to anti-
money laundering obligations ; building on the existing structure by giving the EBA new supervisory powers
which would require a reform of its mandate and a significant increase in its prerogatives.

1. Technical developments: opinions of the European Banking Authority (EBA) and of the European
Data Protection Supervisor (EDPS).



https://ec.europa.eu/finance/docs/law/200507-anti-money-laundering-terrorism-financing-action-plan_en.pdf
https://www.icij.org/investigations/fincen-files/
https://www.europarl.europa.eu/doceo/document/CRE-9-2020-10-08-ITM-004_EN.html
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018L0843&from=FR
https://sven-giegold.de/en/fincenfiles/
https://www.europarl.europa.eu/doceo/document/TA-9-2020-0204_FR.pdf
https://ec.europa.eu/finance/docs/law/200507-anti-money-laundering-terrorism-financing-action-plan_en.pdf
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Opinion of the EBA

On September 10™ , the European Banking Authority (EBA) released a technical opinion on a future proposal
for a regulation on money laundering, in response to a call for advice from the European Commission. The EBA
recognises the need for a harmonized framework and for stronger measures.

Specifically, the EBA calls for

= The convergence of rules and practices: The coming regulation would be an opportunity to set
common rules, especially as regards customer due diligence, requirements for supervision by financial
institutions and rules governing the main risk monitoring processes. On this point, The EBA recognizes
the need for direct rules and proposes the insertion of dispositions from the fourth and fifth AML
Directives in a regulation.

=  The establishment of direct supervision at the European level, while maintaining and improving the
current role of national authorities. The new supervision framework at the European level could be
based on the EBA’s expertise and surveillance tools.

= The review of the list of entities subject to supervision.

Besides, the EBA notes that creating a whole new European organ dedicated to fighting money laundering
would be neither fit nor useful in relation to the objectives set by the European Commission.

Opinion of the EDPS

On September 30%™, the European Data Protection Supervisor (EDPS) released an opinion on the European
Commission’s action plan on preventing money laundering and terrorism financing. In its opinion, the EDPS calls
for legislation to strike the right balance between, on the one hand, the fundamental rights to privacy and the
protection of personal data, and, on the other hand, the measures necessary to achieve effectively the general
objectives relating to the fight against money laundering and terrorist financing.

The agency in charge of data protection underlines the need for the GDPR (General Data Protection Regulation),
and other data protection frameworks to be respected especially in the interconnection of central bank account
mechanisms and beneficial ownership registers. The measures should match the needs, for example by applying
less intrusive procedures to less risky situations.

2. Political developments: Anti-money laundering at the agenda of the European Parliament and the
Council of the EU

European Parliament

In the European Parliament, the so-called FincenFiles have steered debates toward stronger anti-money
laundering and counter terrorism financing rules. The FincenFiles are the result of an investigation by the
International Consortium of Investigative Journalists (IClJ); it is a series of documents that shed a light on a high
volume of suspicious transactions in some of the major banks worldwide.

Among the Members of the Parliament (MEPs), Sven Giegold (Greens/EFA, DE) who is very involved in tax and
transparency made comments that stand out. In a press release, the German MEP called for a strong response
at the European level and for a European financial intelligence unit.

In a plenary debate on the issue of preventing money laundering in relation to the FincenFiles that took place
on October 8", MEPs showed they were in favour of strong supervision at the European level to respond to
national level failures. Weak transposition of anti-money laundering directives by Member-States, lack of



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/931093/EBA%20Report%20on%20the%20future%20of%20AML%20CFT%20framework%20in%20the%20EU.pdf
https://eur-lex.europa.eu/legal-content/FR/TXT/?uri=CELEX%3A32015L0849
https://eur-lex.europa.eu/legal-content/FR/TXT/?uri=CELEX%3A32018L0843
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.C_.2020.322.01.0014.01.ENG&toc=OJ:C:2020:322:TOC
https://sven-giegold.de/en/fincenfiles/
https://www.europarl.europa.eu/doceo/document/CRE-9-2020-10-08-ITM-004_EN.html
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uniformity in the EU legislative framework, and insufficient control of major financial institutions were among
the concerns expressed by MEPs.

While the initial revelations mainly concern the United States, the political momentum is likely to create a
demand for a stronger response from European institutions in the context of the revision of the European
framework for the prevention of money laundering and counter terrorism financing.

Council of the EU

The institution has started in September its work on conclusions of the Council on the European Commission’s
action plan. The German Presidency has submitted a text that is being studied in the financial services
committee. However, the draft conclusions have not yet been released.

3. Movement at the international level.

Council of Europe

The Fincen Files prompted reactions to the international level as well. The Council of Europe (an international
institution based in Strasbourg and that is not linked to the European Union) reacted to the Fincen Files as well,
with a declaration inviting States to accede to the Warsaw Convention which deals with money laundering and
the financing of terrorism. They would like to extend the mandate of the FATF (Financial Action Task Force —an
international body for combating money laundering) to enable it to produce requirements for the suspension
of suspicious transactions.

Next steps :
The European Commission intends to present a regulation proposal on AML/CFT in the 1st quarter of 2021.

August 19th : The EBA published its response to the consultation on the Action Plan on AML

On August 19% , the European Banking Authority (EBA) published its response to the European Commission’s
consultation on its Action Plan on Anti-Money Laundering (AML). As a reminder, the Action Plan was published

on May, 7", 2020. The Action Plan detailed the initiatives planned to strengthen to AML regulatory framework
in the European Union.
The Action Plan, in its third pillar, set out different options to create an EU-level supervisory system. As a
reminder, the options were :
= Creating a new EU body in charge of the supervision of sectors subject to AML obligations ;
=  Entrusting the EBA with additional AML powers, which requires a reform of the EBA and a significant
enhancement of its supervisory powers.

The EBA, in its response, suggests combining an EU-level supervision with an ongoing role for national
authorities. The future supervisory framework could benefit using the EBA’s expertise, cooperation network
and tools. However, according to the EBA, creating a new EU body is « unlikely to achieve the Commission’s
objectives ».

A harmonised regulatory framework is the first step to achieve an efficient AML policy. It should apply to all
financial institutions and they supervisors « wherever they operate in the Single market ». The EBA is in favor
of translating some crucial AML requirements directly in national law. As a reminder, the Action Plan also
proposed to include certain provisions of the fourth and the fifth AML directives in a regulation. The provisions

mentioned in the Plan include :
= The list of obliged entities ;



https://rm.coe.int/joint-statement-cop-198-moneyval-23-09-2020/16809fad01
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Other%20publications/2020/923773/EBA%20response%20to%20the%20consultation%20on%20the%20Commission%27s%20AMLCFT%20action%20plan%20final%20for%20publication.pdf
https://bit.ly/2Lc10Pq
https://eur-lex.europa.eu/legal-content/FR/TXT/?uri=CELEX%3A32015L0849
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= Customer due diligence requirements ;
= |nternal control ;

=  Reporting obligations ;

= Beneficial ownership registers ;

= Central bank account mechanisms.

The gaps between different national laws are perceived as the main obstacle to an effective AML framework.
Next steps

The EBA will provide technical inputs to the European Commission on how to define the scope and the
enacting terms of a possible regulation.

The Commission will make a proposal on the new AML supervisory system in the beginning of 2021.

July 10" 2020 - : The European Parliament adopts a resolution on Anti-Money Laundering

On July, 10™", members of the Economic and Monetary Affairs (ECON) committee of the European Parliament
adopted a resolution on the Commission’s Action Plan on Anti-Money Laundering. As a reminder, the Action
Plan, published in May, presented a set of actions to strengthen the AML regulatory framework. The resolution
was adopted with 534 votes in favor, 25 against and 122 abstentions.

The resolution welcomes the Action Plan and points out the unequal implementation of the AML directives in
the Member States. MEPs also call the Commission to launch infringement procedures against Member States
that do not implement the directives correctly. They also encourage information exchanges between national
competent authorities (NCAs).

MEPS also call for a better use of data for AML purposes, especially to identify the ultimate beneficial owners.
AML provisions should be extended to new technologies, like crypto-assets. The Commission should also ensure
a publicly transparent process for identifying high-risk third countries, and blacklist them when necessary.

Finally, MEP are in favor of public-private partnerships (PPPs) as presented in the Action Plan. They could help
gathering financial intelligence and strengthen the AML framework. PPPs could be platforms for sharing
information between authorities and the private sector.

June 10" last developments in AML policy

Firstly, representatives of the industry (European Banking Federation, EY, BDO LLP, Transparency International)
shared their views on the Action Plan on Anti-Money Laundering (AML) and on the future AML supervision
during an online event organized on June, 10 by the association Accountancy Europe. For Sébastien de
Brouwer, member of the EBF, entrusting the EBA with additional powers could be a solution, but will require a
major reform of its organization. Creating a new authority could also be a valid option.

Secondly, in a statement published on June 2", Hungary asked the Commission to review its list of high risk
third countries regarding AML policy. As a reminder, on May 7, the Commission published a delegated



https://www.europarl.europa.eu/RegData/seance_pleniere/textes_adoptes/provisoire/2020/07-10/0204/P9_TA-PROV(2020)0204_EN.pdf
https://ec.europa.eu/finance/docs/law/200507-anti-money-laundering-terrorism-financing-action-plan_en.pdf
https://data.consilium.europa.eu/doc/document/ST-8509-2020-INIT/en/pdf
https://ec.europa.eu/transparency/regdoc/rep/3/2020/EN/C-2020-2801-F1-EN-MAIN-PART-1.PDF
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regulation containing an updated list of high-risk third countries. This list was published on the same day as the
Action Plan on Anti-Money Laundering (AML).

Hungary asks the Commission to better reflect the efforts made by third countries to adapt their AML
framework between the publication of the Commission’s list in May and the entry into force of the list on
October 1%. According to Budapest, countries where significant progress was made should be removed from
the list.

May 7" : The Commission revealed its Action Plan on Anti-Money Laundering

On May 7%, the European Commission revealed its Action Plan for a comprehensive Union policy on preventing
money laundering and terrorist financing. The Action Plan announces several future initiatives aiming to
strengthen the European anti-money laundering (AML) framework and address its weaknesses. The Action Plan
includes a timetable of the future initiatives presented.

The Action Plan is organized in six pillars :

l. Ensuring the effective implementation of the existing EU AML/CFT framework

The Commission launched infringement procedures against several Member States due to lack of
transposition, or incomplete transposition of the fourth and the_fifth anti-money laundering directives
(4AMLD and 5AMLD). The first pillar aims to ensure a better compliance to the current regulatory
framework :

= A study assessing the effective application of the 4AMLD is being conducted. It will be completed
mid-2021 and will serve as a basis for the Commission’s report on the application of 4AMLD ;

= The beneficial ownership registers will be interconnected by 2021. These registers are databases
managed by financial institutions, which the competent authorities can access. The Commission
will present its third Supranational Risk Assessment (SNRA) in 2021.

=  The EBA’s mandate was strenghtened in 2019. The Commission now expects the EBA to ‘make full
use of its powers’, especially in conducting investigations when national authorities are suspected
to breach Union law. The EBA should monitor the national authorities’ compliance to EU rules. The
Action Plan mentions the EBA’s report published in February 2020. This reports highlights
weaknesses in national AML policies.

The Commission will issue country-specific recommendations on AML in Q2 2020.

Il. Delivering a reinforced rulebook

The second pillar presents solutions to prevent regulatory fragmentation due to diverging implementation
of the AML framework in the Member States. A harmonized framework would be more efficient to address
money laundering issues, especially in cross-border situations. It would also prevent ‘regulatory shopping’,
encouraging businesses to settle in Member States where rules are more relaxed.

=  The Action Plan suggests to turn certain provisions of the AMLDs into provisions set out in a
Regulation. The Regulation should incldue, at a minimum, provisions related to :



https://ec.europa.eu/transparency/regdoc/rep/3/2020/EN/C-2020-2801-F1-EN-MAIN-PART-1.PDF
https://ec.europa.eu/finance/docs/law/200507-anti-money-laundering-terrorism-financing-action-plan_en.pdf
https://bit.ly/2Lc10Pq
https://bit.ly/2Lc10Pq
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32015L0849
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32018L0843
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R2175&from=FR
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20acts%20to%20improve%20AML/CFT%20supervision%20in%20Europe/Report%20on%20CA%20approaches%20to%20AML%20CFT.pdf
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o The list of obliged entities ;

o Customer due diligence requirements ;
o Internal controls ;

o Reporting obligations ;

o Beneficial ownership registers ;

o Central bank account mechanisms.

More specific rules could be introduced through delegated or implementing acts.

Future legislation should take into account technological innovation and its role in financial crime
and cover virtual assets service providers. Safer digital identification processes could be put in
place. Measures taken to improve AML should guarantee data protection.

The rules should consider the circumstances in which money laundering could lead to the
declaration of failing or likely to fail under the Bank Recovery and Resolution Directive (BRRD).
AML provisions could be included in the Deposit Guarantee Scheme Directive.

The Commission will table legislative proposals on the AML single rulebook in Q1 2020.

Bringing about AML/CFT supervision

The third pillar sets out the possible ways to create an EU-level AML supervisory system, overseeing and

instructing national authorities. Three options are detailed :

O

An European entity could be in charge of direct supervision of both financial and non-financial
sectors subject to AML obligations ;

An European entity could be in charge of direct supervision of the financial sector and indirect
supervision of the non-financial sector ;

An EU supervisor could be in charge of overseeing only financial institutions.

Regarding the status of the European entity, the Commission presents two options without taking a

position on their preference :

(@]

Entrusting the EBA with additional AML supervisory responsibilities. This would require a major
reform of the EBA and the enhancement of its investigatory power ;

Creating a new dedicated EU AML supervisory body, covering all financial and non-financial
sectors.

The Commission will table proposals in Q1 2021.

\'A

Establishing a coordination and support mechanism for FIUs



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0059&from=FR
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Financial Intelligence Units (FIUs) are in charge of collecting information on suspicious transactions
reported by obliged entities. Weaknesses have been identified in the way national FIUs cooperate. FIUs
also lack efficient IT tools to analyze the information reported.

= The Commission aims to create an FIU coordination and support mechanism at EU level. This
mechanism could help identifying suspicious transactions in cross-border situations. Currently, the
network 'FIU.net’ is managed by Europol. It will be taken over by the Commission at the end of
the year 2020.

= |T tools should be improved.

The Commission will table proposals on the EU coordination and support mechanism for FIUs in Q1 2021.

V. Enforcing Union-level criminal law provisions and information exchange

= Interconnection of central bank account mechanisms should be sped up in order to help the work of
law enforcement authorities ;

=  The new European Economic and Financial Crime Centre, an entity within Europol, will be operational
by the end of 2020 ;

=  The Commission invites all Member States to join the Anti-Money Laundering Operational Network
(AMON), connecting national law enforcement authorities ;

= Public-private partnerships (PPPs) should be encouraged.

The Commission will issue guidance on public-private partnerships in Q1 2021.

VL. Strengthening the international dimension of the AML/CFT Framework

The Commission also revealed its revised methodology for the identification of high-risk third countries
having strategic deficiencies in their regime on anti-money laundering. A new list of 22 countries was
published on the same day in a delegated regulation. The European Parliament and the Council should
approve or reject the proposed list within two months.

The Commission launched a public consultation on its Action Plan. Feedbacks should be submitted before
July 29", 2020.

The European Banking Authority welcomed the Commission’s Action Plan.

The Commission will table legislative proposals as planned in the Action Plan. The public consultation is
open until July, 29",

March 5% 2020 - Anti-money laundering : Two infringements procedures launched against Ireland
and Romania



https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200507-anti-money-laundering-terrorism-financing-action-plan-methodology_en.pdf
https://ec.europa.eu/finance/docs/level-2-measures/aml-delegated-act-2020-2801_en.pdf
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12176-Action-Plan-on-anti-money-laundering/public-consultation
https://eba.europa.eu/eba-welcomes-eu-commission-launch-amlcft-action-plan-and-stands-ready-provide-support
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12176-Action-Plan-on-anti-money-laundering/public-consultation

P .
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

In two opinions (C-549/18 and C-550/18) delivered on March 5%, the Advocate general Evgeni Tanchev
delivered her conclusions on the application of the Anti-money laundering directive by the Romanian and Irish

authorities.
Both Ireland and Romania failed to

notify the national measures transposing the fourth anti-money laundering directive to the European
Commission. The Advocate General concludes that the two Member state have not fulfilled their obligations
and proposed that the Court should order Romania and Ireland to pay a lump sum payment of respectively € 3
million and € 1.5 million.

The fight against money laundering is one of the most urgent priorities for EU institutions. On March 25,
Members of the European Parliament (MEPs) from the Renew Europe (RE) group addressed a_letter to Valdis

Dombrovskis, Commissioner in charge of financial services and executive vice-president of the Commission. In
this letter, MEPs highlight weaknesses in the European anti-money laundering framework, especially the lack
of harmonisation in the implementation of the most recent directives and the ‘poor and ineffective’ cooperation
among Member states. They suggest replacing the anti-money laundering directives by a regulation. They are
also in favor of creating an independent European body dedicated to anti-money laundering, with direct
supervisory powers. As a reminder, the European Banking Authority is currently in charge of coordinating and
monitoring the anti-money laundering policies.

The Action plan on anti-money laundering, initially planned for March 25%, will be published in May 2020 by
the European commission.

The Council of the European Union should publish conclusions aiming to strengthen financial investigations
in the European Union in June.

6" February 2020 - The EBA published an overview of AML rules’ implementation

The European Bank Authority (EBA) published a report on anti-money laundering (AML) rules’ implementation.

This report is based on EBA’s assessment of the implementation of anti-money laundering and counter
terrorism financing measures by 7 national competent authorities.
AML rules taken into account for this report are the following:

= The fourth anti-money laundering directive ;

=  Guidelines from the European Supervisory Authorities (ESAs) ;

= International standards regarding money laundering.

The main finding is that most national competent authorities (NCAs) have strengthened their approach to
fight money-laundering and terrorist financing. According to the report, significant efforts have been made,.

However, some NCAs have expressed some difficulties to implement a risk-based approach and translate
theoretical knowledge into supervisory strategies. Also, issues of various natures arise depending on the size
and characteristics of the national banking sectors. Cooperation with the stakeholders is still a challenge for
some NCAs. The efficiency of the AML rules also vary depending on the number of staff members and their
level of qualification.

Currently, implementing the fifth anti-money laundering directive is still a challenge for some Member States.



http://curia.europa.eu/juris/document/document.jsf?text=&docid=224127&pageIndex=0&doclang=EN&mode=req&dir=&occ=first&part=1&cid=414641
http://curia.europa.eu/juris/document/document.jsf?text=&docid=224124&pageIndex=0&doclang=EN&mode=req&dir=&occ=first&part=1&cid=419985
https://reneweuropegroup.app.box.com/s/u3zi6mo92ldu2574r9wrczet32qsnoyw
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20acts%20to%20improve%20AML/CFT%20supervision%20in%20Europe/Report%20on%20CA%20approaches%20to%20AML%20CFT.pdf
https://eur-lex.europa.eu/legal-content/FR/TXT/?uri=CELEX%3A32015L0849
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As a reminder, the deadline for transposition was January 10, 2020. In February, The European Commission
sent legal warnings to eight EU countries who fail to apply new anti-money laundering (AML) rules (Cyprus,
Hungary, the Netherlands, Portugal, Romania, Slovakia, Slovenia and Spain). These Member States must
implement the directive urgently.

The Commission also adopted in February 13" a new list of high-risk third countries who are deemed to have a
weak AML framework.

Sven Giegold, Member of the European Parliament (DE; Greens/ALE) proposed to further act against money
laundering. In February, he published on his personal website 10 propositions to fight money laundering. He
insists on:
= lLaunching systematic infringement procedures when directives are not adequately transposed at the
national level;
= Creating a European institution in charge of money-laundering and terrorism financing, with a wider
range of competences than currently held by the European Banking Authority (EBA);
= Applying the same requirements to financial and non-financial obliged entities.

Next steps

The EBA will publish several implementation reviews in 2020 and provide training to NCAs.
The European Commission was expected to publish its Action plan on anti-money laundering on March, 25,
However, due to the COVID-19 pandemic, the Action plan has been postponed to a later date.

16" December : Anti-money Laundering : The ESAs publish joint guidelines on cooperation and information
exchange

On December 16™, the European Supervisory Authorities (ESAs) published their joint guidelines on cooperation
and information exchange for anti-money laundering purposes. The guidelines aim to set a legal basis to create
a common framework to ensure a sufficient level of cooperation between Members States.

The ESAs observe that the current level of cooperation is inadequate to efficiently address money laundering
risks. Prior to the elaboration of the guidelines, the ESAs consulted on a draft version from November 2018 to
February 2019.

In order to ensure a better cooperation, the cooperation framework introduces the creation of AML/CTF
colleges gathering national supervisory authority from several member states and third-countries. One college
should be created for every firm operating on a cross border basis, in at least three jusrisdictions. The college
could foster cooperation and improve information sharing.

The colleges should be established by a ‘lead supervisor’. The lead supervisor might be the competent authority
of the Member State where the firm has its main establishment, or the one where the risks of money laundering
are the highest. The college will be composed of permanent members and observers.

Although the creation of supervisory colleges is highly recommended, the guidelines are non-binding.
Consequently, in the cases where no college has been established, the ESAs also set a framework for bilateral
cooperation.



https://ec.europa.eu/commission/presscorner/api/files/document/print/en/ip_19_781/IP_19_781_EN.pdf
https://sven-giegold.de/wp-content/uploads/2020/02/Sven-Giegold-10-Key-Proposals-AML.pdf
https://www.esma.europa.eu/sites/default/files/library/joint_guidelines_on_cooperation_and_information_exchange_on_aml_-_cft.pdf
https://eba.europa.eu/sites/default/documents/files/documents/10180/2440050/6d168df4-0d59-4850-a470-029080dcf4a2/Consultation%20Paper%20on%20JC%20GLs%20on%20cooperation%20and%20information%20exchange%20for%20AML%20CFT%20supervisory%20purposes%20.pdf
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To be noted that anti-money laundering was also one of the topics discussed during the ECOFIN Council meeting
held on December 5. The Council called Member states to promptly complete the transposition of the fourth
and the fifth anti-money laundering directives.

The joint guidelines apply since January 10*, 2020.

25" November 2019 - Anti-money laundering : the Coreper examined the text prepared for the ECOFIN
Council meeting

On November 25, the Committee of the permament representants (Coreper) examined the draft conclusions
in view of December’s ECOFIN council meeting.

This preparatory document states that the efforts made to fight money laundering and terrorist financing
should be pursued. National legislations should be further harmonised. The document also mentions the
creation of a European body for anti-money laundering. This proposal should be debated by the Member States.

Creating a new European body dedicated to anti-money laundering had also been brought up by Yves Mersch,
member of the European Central Bank’s (ECB) executive board, who gave a speech in Paris. He is in favour of
deepening the regulatory harmonisation regarding anti-money laundering policies in order toprevent the
fragmentation of supervisory powers. Transferring competences to an existing independent authority in order
to coordinate national policies would also be an option.

10" October : ECOFIN : Exchange of views on Anti-money laundering and terrorist financing policies
On October 10", the European Finance Ministers were- in Luxembourg for an ECOFIN Council meeting.

They discussed topics related to anti-money laundering and terrorist financing. As a reminder, the Council of
the European Union published an action plan on the topic in December 2018, asking the Commission to evaluate
the current measures. Following this request, the Commission issued four reports in July 2019, showing
weaknesses in the application of the fourth and the fifth anti-money laundering directives.

Two main key points were discussed during the ECOFIN meeting :

- The creation of an european supervisory body dedicated to anti-money laundering: several Member

states are in favor of this creation. This possibility was also raised by commissioner Valdis Dombrovskis,
in charge of Economic and Financial affairs, during his hearing with the European Parliament. The
possibility to transfer competences to the European Banking Authority (EBA) was also mentioned.

- The “black” list of high-risk third countries : as a reminder, the fifth anti-money laundering directive

provides the establishment of a list of third countries which anti-money laundering measures are
considered as being weak and that could threaten the European financial system. The list of countries
has to be submitted by the Commission and adopted by the Council. The Commission already
sumbitted a draft list in March, which was rejected by the Council, by reason of lack of transparency in
the elaboration of the list .Members of the ECOFIN Council discussed the method for elaborating the
list during the October meeting.



https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32015L0849&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32018L0843&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32015L0849&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32018L0843&from=EN
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Finance Ministers also admitted the need to implement the necessary measures to transpose the fith anti-
money laundering directive. The deadline for transposition is January 10", 2020.

Next steps :

No important decision was made during this informal meeting.

The Council hopes to reach conclusions regarding anti-money laundering in December 2019.

9*" October CEPS launches a task force on Anti money-Laundering (AML).

One of the main European think tanks, CEPS (Center for European Policy studies) announced in October the
launch of a new task force on AML. This working group aims at ‘ informing the policy debate on improving
measures against money laundering’ both at the european and international levels.

The task force brings together international experts, public stakeholders and members of the private sector.

Three meetings will be held between January and April 2020. Recommendations will be published following
the meetings. More information is available following this link.

4t October : Anti-money laundering : The ESAs published a joint opinion on the risks of AML and terrorist
financing in the european financial sector

On October 4, the European Supervisory Authorities (ESAs) published a detailed state of play of the existing

risks of money laundering and terrorist financing in the european financial sector. This state of play is the result
of the analysis of data collected via a questionnaire sent to the national competent authorities (NCA) for anti-
money laundering policies. It also includes the main findings of workshops between NCAs and stakeholders.

In this opinion, the ESAs are observing weaknesses in financial transactions’ controls, including in the sectors
where they are numerous. They alert on the current lack of monitoring and reporting of suspicious
transactions. The ESAs also note discrepancies in the implementation of the Fourth Anti-Money Laundering

Directive, and difficulties in its transposition. To be reminded that, in September, the European Parliament
mentioned in a resolution that most member States did not implement the directive correctly. The ESAS’ joint
opinion recognises that money laundering risks also come from the advent of new technologies, especially
virtual currencies, and the fact that they are not regulated for the moment. Lastly, the ESAs raise concerns
about the Brexit being a potential risk factor, as the United Kingdom would become a third country.

The recommendations of the ESAs are the following :

=  The directive should be better implemented
= New technologies should be taken into account: well understood, they could be useful tools to fight
money laundering and terrorist financing.

19" September 2019 - Anti-Money laundering: the European Parliament calls on Member States to take their
responsibilities

On the 19 of September, the European Parliament adopted a motion for a resolution on the state of
implementation of the Union’s anti-money laundering legislation.

The resolution starts with worrying data: 0.7% to 1.28% of the Union’s annual GDP is “detected as being
involved in suspect financial activity” such as money laundering connected to corruption, arms trafficking, tax
evasion and terrorist financing.



https://www.ceps.eu/wp-content/uploads/2019/10/TF_PROSPECTUS_AML_EU.pdf
http://bit.ly/35a0EBJ
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32015L0849&from=EN
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32015L0849&from=EN
https://www.europarl.europa.eu/doceo/document/B-9-2019-0045_FR.pdf
https://www.europarl.europa.eu/doceo/document/B-9-2019-0045_EN.pdf
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Whereas the 5" anti-money laundering directive should be transposed in national law by 10™" January 2020,
the European Parliament points out the lack of implementation of the 4t Anti-money laundering directive by
a large number of Member States. The European Parliament welcomes the infringement procedures launched
by the European Commission against all the Member States.

The members of the Parliament also call the Member States to speed up the transposition process of the 5%
Anti-money laundering directive.

The members of Parliament raise their concern about the regulatory and the supervisory fragmentation of the
anti-money laundering framework in the European Union. The current framework suffers from shortcomings in
the enforcement of EU rules combined with a lack of efficient supervision. The choice a “minimum standard”
legislation could pose risks to the supervision and the coordination.

The MEPs call the Commission to assess whether a regulation would be a more appropriate legal act than a
directive.

The Resolution also calls for a better cooperation between the administrative, judicial and law enforcement
authorities within the EU and in particular in the Member States’ Financial Intelligent Units (FIUs).

Regarding the list of high-risk third countries, MEPs call on the Commission to assess the possibility of
establishing a “grey-list” of potentially high-risk third countries on a basis analogous to the Union’s approach in
listing non-cooperative jurisdictions for tax purpose.

On the 5% of September, the European Commission presented to the Economic and Monetary affairs
committee (ECON) its new methodology and policy regarding the list of high-risk third countries. The new
methodology suggests to strengthen the dialogue with the countries before their inscription in the list to
allow them to reform their system. If a country does not reform its system after a first warning, it will be listed
as high-risk country but the Commission will maintain the dialogue with the country to assist it in a potential
reform.

29* August 2019: New tools to fight Money-laundering and terrorism financing

On the 29 of August, the Bank for International Settlements (BIS) published a document on the utilisation of
“suptech” for combatting anti-money laundering.

Suptech are defined as the use by financial authorities of advanced data collection and analytics tools.

In this paper, the Bank for International Settlements explores the idea of using those tools to tackle anti-money
laundering and the financing of terrorism by 9 authorities that are in charge of the fight against anti-money
laundering and terrorism financing. To support them in their tasks, national authorities have set Financial
Intelligence Units (FIUs) in charge of gathering and analysing any suspicious transaction.

To that end, the BIS explains that national authorities need advance data analytics tools to analyse the large
amount of information received. The authorities in charge of money-laundering and terrorism financing are
developing similar tools such as network analysis, natural language processing, text mining and machine
learning.

These tools increase their ability to detect networks of related transactions, to identify unusual behaviours and
to transform these data in useful information.

However, for some authorities, it is more easy to use information that are already in the market. The paper
notes that the optimal solution for a specific authority depends of the authority profile, the characteristics of
the financial system and the legal framework in which the authority operates.



https://www.bis.org/fsi/publ/insights18.pdf
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The authorities using these tools noted the gains in terms of time savings which is particularly important for
jurisdictions that have been heavily impacted with anti-money laundering and terrorism financing cases.

The paper however notes that these innovative technologies gives rise to a number of challenges regarding the

computational capacity. There are also issues regarding data privacy and confidentiality. Moreover, it might be
difficult to assess the effectiveness of these tools.

The BIS also points out the need for information-sharing among the authorities on the data analytics tools they
are developing or using in order to promote peer learning.

23" August 2019 - The European Commission considers the creation of a supervisory authority

In a confidential document prepared by the European Commission and published by Politico on the23rd of
August, the European Commission consider the next steps that could be envisaged to foster the fight against
money-laundering and terrorism financing.

In this document, the Commission points out the weakness of the European anti-money laundering
architecture. Even though the legal framework has been recently amended (5™ Anti Money Laundering
Directive and proposal on the ESAs review increasing the EBA’s powers), the document notes:

= “Adivergent application of AML rules as different authorities with different tasks, powers, resources
and expertise are involved”

= “AML supervision is done by national authorities under the current EU legal framework”

= “the perception of risks, and actions required to address those risks, may be misaligned the national
and european level”

= “deficiencies have been observed in the exchange of information and coordination among AML
authorities and with prudential authorities, including the European Central Bank (ECB) and the Single
Supervisory Mechanism (SSM)

=  “the absence of a single point of entry for coordination with third countries on AML aspects is
problematic when it comes to third party cooperation”

The effects of these changes in the legal framework are still to be assessed but the Commission is considering
the creation of an EU anti-money laundering supervisor. This new authority will be created steps by steps and
would take into account the specificity of anti-money laundering supervision and the existing international
obligations.

According to the Commission, the creation of an AML is supported by the financial sectors, the European
Parliament has encouraged a serious discussion on the topic and the Single Supervisory Mechanism has publicly
called for the creation of this authority. However, some Members States seem reluctant in transferring their
competences and they have first asked the European Commission to proceed to a thorough assessment of the
current legal framework.

The document concludes “any proposal for EU level AML supervision should therefore be done with proper
assessment, consultation and preparation with Member States”.

Following the publication of this document, Mina Andreeva, the Commission’s chief spokesperson, declared
that this document was an internal document which should not be confused with an official program of the
European Commission as it was not approved neither by the current Commission nor by the future team.

24th of July 2019- European Commission and EBA published 4 reports and an opinion on Money Laundering
and financing of terrorism

European Commission: publication of a communication and 4 reports

On the 24th of July, the European Commission adopted a communication and published 4 reports:



https://www.politico.eu/wp-content/uploads/2019/08/clean_definite2.pdf?utm_source=POLITICO.EU&utm_campaign=6a0957e204-EMAIL_CAMPAIGN_2019_08_23_04_54&utm_medium=email&utm_term=0_10959edeb5-6a0957e204-189924765
https://ec.europa.eu/info/sites/info/files/communication_from_the_commission_to_the_european_parliament_towards_better_implementation_of_the_eus_anti-money_laundering_and_countering_the_financing_of_terrorism_framework.pdf

P .
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

In the communication, the European Commission stresses the need for the full implementation of the anti-
money directives (the 4th and 5th directives) and underlines that some issues still need to be addressed to fight
anti-money laundering and the financing of terrorism.

= A report on supranational risk assessment of the money laundering and terrorist financing risks
affecting the European Union

Adopted every 2 years since 2017, this report is a tool to help Member States identifying and addressing money
laundering and terrorist financing risks.

The report concludes that the 2017 recommendations were implemented by the Member States but some
vulnerabilities remain regarding anonymous products, the identification of beneficial owners and virtual assets.

= A report assessing the framework for Financial Intelligence Units’ (FIUs) cooperation with third
countries and obstacles and opportunities

The FIU’s platform has improved the cooperation between FIU but there is a need to reinforce the
cooperation between Financial Intelligence Units (FIU).

However, the reports points out the need to improve the tools, the resources, the access to information for
FIU and the information sharing between the FIU.

= Areport assessing the conditions and the technical specifications and procedures for ensuring secure
and efficient interconnection of central bank account registers and data retrieval system

The report assess the interconnection of central bank account registries. The Commission suggests the
decentralisation of this system and the creation of a common platform at EU level.

= Areport assessing recent alleged money-laundering cases involving EU credit institutions

The report analyses ten recent publicly cases of money laundering in EU banks. The report concludes that in
most of the cases; banks did not respect effectively or did not comply at all with the anti-money laundering
directive. Banks lack internal mechanisms to prevent money laundering and they did not align their anti-money
laundering policies when they had risky business models.

The report also points out that national competent authorities responded with significant differences in terms
of the timeliness and effectiveness of their supervisory actions. The report raises divergences with respect to
the supervision of banking groups, resources and expertise.

European Banking Authority - Opinion

On the 24th of July, the European Banking Authority (EBA) also published an opinion on money laundering and
the financing of terrorism. In its opinion, the EBA underlines that money laundering and terrorist financing can
have significant and adverse impacts on the safety of a credit institutions.
In its opinion, the EBA invites prudential supervisors to inform institutions that in the prudential supervisory
process they will consider:

=  Therisks in the applicant’s business model, the proposed risk management systems and controls, and

the suitability of its shareholders or members and of its management body, senior management;
= The assessment of acquisitions of qualifying holdings



https://ec.europa.eu/info/sites/info/files/supranational_risk_assessment_of_the_money_laundering_and_terrorist_financing_risks_affecting_the_union.pdf
https://ec.europa.eu/info/sites/info/files/report_assessing_the_framework_for_financial_intelligence_units_fius_cooperation_with_third_countries_and_obstacles_and_opportunities_to_enhance_cooperation_between_financial_intelligence_units_with.pdf
https://ec.europa.eu/info/sites/info/files/report_assessing_the_conditions_and_the_technical_specifications_and_procedures_for_ensuring_secure_and_efficient_interconnection_of_central_bank_account_registers_and_data_retrieval_systems.pdf
https://ec.europa.eu/info/sites/info/files/report_assessing_recent_alleged_money-laundering_cases_involving_eu_credit_institutions.pdf
https://eba.europa.eu/documents/10180/2622242/Opinion+on+Communication+of+ML+TF+risks+to+supervised+entities.pdf
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15th May 2019 - AML: Regulatory technical standards to mitigate AML risks in certain third countries are
published in the JOUE

The 15" May 2019, the delegated regulation with regard to the measures to be adopted by the banking sector
to mitigate money laundering and terrorist financing (ML/TF) risks when they have established branches in third
countries was published Official Journal of the EU.

The delegated Regulation aims at mitigating risks when a third country law does not permit the implementation
of group-wide ML/TF policies and procedures (e.g. data protection or banking secrecy law).

= General obligations

For each third country where they have established a branch or they are a majority owner of a subsidiary, credit
and financial institutions shall:

1. Assess the ML/TF risk to their group, record that assessment, keep it up to date and retain it in order
to be able to share it with their competent authority;

2. Ensure that the risk referred is reflected appropriately in their group-wide ML/TF policies and
procedures;

3. Provide targeted training to relevant staff members in the third country;
Obtain senior management approval at group-level for the risk assessment.

=  Overcoming third country’s law restrictions or prohibitions when necessary

Where the third country's law prohibits or restricts the application of policies and procedures that are
necessary to identify and assess adequately the ML/TF risks, namely customer data sharing and processing,
disclosure of information policy related to suspicious transactions, customer data transfers to Member States
and record-keeping measures, credit or financial institutions shall:

- Inform the competent authority of the home Member State how the implementation of the third
country's law prohibits or restricts the application of policies and procedures that are necessary.

- Ensure that their branches or majority-owned subsidiaries require their customers to give consent to
overcome restrictions or prohibitions to the extent that this is compatible with the third country's
law.

= Additional measures

Where the consent to overcome restrictions or prohibitions is not feasible, banks are required to take additional
measures to manage the ML/TF risks. These additional measures are defined article 8.

=  Last resort solutions

Where a credit institution or financial institution cannot effectively manage the ML/TF risks by applying the
additional measures indicated in article 8, they shall:
- Ensure that the branch or majority-owned subsidiary do not carry out the occasional transaction;
- Close down some or all of the operations provided by their branch and majority- owned subsidiary;
- Ensure that the branch or majority-owned subsidiary terminates the business relationship.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019R0758&from=fr
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This Delegated Regulation shall apply from 3™ September 2019.

12t March 2019: AMLV - the Council amends the list of high-risk third countries in money laundering

During the ECOFIN Council that took place on 12" March 2019, the Council approved a new list of countries,
reducing it to 15 jurisdictions instead of 23 in the Commission’s proposal.

As a reminder, on 12" February 2019, the European Commission published a delegated act to the 4 anti-
money laundering directive. This delegated regulation establishes a list of third countries which have strong
deficiencies in their national anti-money laundering regimes.

When financial flows come from the listed States, financial institutions will have to carry out additional
verifications.

The establishment of this list is a long procedure: the European Commission grants a discussion period to the
listed countries to allow them to prove that their anti-money laundering system is not defective.

Next steps:
The delegated act will be debated again at the ECOFIN Council on 14 June 2019. EU Justice Commissioner
Véra Jourova declared that a new delegated act will be presented by the Commission in September.

13t February 2019: AMLV - the Commission widens the list of high-risk third countries in money laundering

On 13t February 2019, the European Commission published a delegated act to the 4™ anti-money laundering
directive. This delegated regulation establishes a list of third countries which have strong deficiencies in their
national anti-money laundering regimes.

When financial flows come from the listed States, financial institutions will have to carry out additional
verifications.

The delegated act is based on a new methodology including criterion such as the availability of information on
beneficial owners of companies.

In February, 23 countries appear in the new list (while only 16 states were in the last list).

During the ECOFIN Council that took place on 28™ February 2019, several member States expressed their
opposition to the list.

Next steps
The Council and the European Parliament have a period of one month, ie until 13th March 2019, to approve
or oppose the list.

During the ECOFIN Council that took place on 12th March 2019, the Council approved a new list of countries,
reducing it to 15 jurisdictions.



https://www.consilium.europa.eu/media/38450/st07441-en19-eu-list-oop.pdf
https://webgate.ec.europa.eu/regdel/#/delegatedActs/861https://webgate.ec.europa.eu/regdel/
https://webgate.ec.europa.eu/regdel/#/delegatedActs/861https://webgate.ec.europa.eu/regdel/
https://www.consilium.europa.eu/media/38450/st07441-en19-eu-list-oop.pdf
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22" January 2019- ESAs review: the Council is divided on how to conduct interinstitutional negotiations

On the 22" January 2019, the ECOFIN Council could not reach consensus on the question whether
interinstitutional negotiations should start immediately, but only on the anti-money laundering provisions of
the review of the European Supervisory Authorities (ESAs), or negotiating later with the European Parliament
after finding a political compromise within the council.

As a reminder, in December 2018, the Council decided to review separately the ESAs reform Regulation:

- The first file dealt with the review of the ESAs’ competences and supervisory powers (e.g. prohibition
and restrictions of products, oversight mandate on environmental, social and governance risks,
investigation powers)

- The second file dealt with the EBA’s competence on money laundering. This partial political
compromise was adopted on the 19t December 2018.

In December 2018 and January 2019, the Council could not reach consensus on the rest of the reform.

In order to accelerate the negotiations, the Romanian presidency of the Council decided to enter into
interinstitutional negotiations only on the anti-money laundering file.

As the European Commission and the European Parliament were firmly against discussing separately the
proposal, the ECOFIN Council had a discussion over how to conduct negotiations on the ESAs review.

A group of 8 countries (France, Germany, Portugal, Spain, Italy, The Netherlands, Austria and Slovakia) were
against the decision not to reach a compromise on the entire proposition for a Regulation.

France and The Netherlands argued the decision whether to negotiation separately the ESA’s reform should be
voted upon by qualified majority.

However, the responsibility for negotiations with the European Parliament lies with the Romanian Presidency,
which simply needs to obtain sufficient support from the Member States. Among the Council, 17 Member states
agreed with the Romanian position. Therefore, the Presidency’s conclusions were largely supported.

Against all odds, on the 12" February 2019, the Council adopted political compromise on the entire ESAs
review. The interinstitutional negotiations will start within the coming weeks.

10%™ January 2019 — ESAs and Anti-money Laundering: the Parliament adopts its report

The Economic and Monetary Committee of the European Parliament has adopted its report on the ESAS review
and on the Anti-Money Laundering proposal ( EBA’s competences) on the 10% of January.

1. Money laundering

Unlike the Council, the ECON Committee has merged both text (competence of the EBA on money laundering
and review of the ESAs) in the same report.

The report provides that EBA will have a leading role in facilitating the cooperation between competent
authorities to better coordinate action at Union level in material cases of anti-money laundering and terrorist
financing.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52017PC0536&from=EN
http://data.consilium.europa.eu/doc/document/ST-15569-2018-ADD-1/en/pdf
http://data.consilium.europa.eu/doc/document/ST-15569-2018-ADD-1/en/pdf
file:///C:/Users/marie.vial/AppData/Roaming/Microsoft/Word/on%20the%20whole%20package%20of%20the%20proposal%20for%20a%20Regulation%20on%20the%20ESAs%20review
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EBA will have the power to carry out analysis of the information collected and, if necessary, pursue
investigations on allegations brought to its attention concerning material breaches or non-application of Union
law. Where there are evidence or significant indications of material breaches, EBA will have the power to
request competent authorities to investigate any possible breaches, to consider taking decisions and imposing
sanctions addressed to financial institutions.

The main competences of EBA in money-laundering are the following (Article 9a : “Special tasks related to
combating money-laundering and terrorist financing”):

o leading, coordinating and monitoring role in promoting integrity, transparency and security in the
financial system by means of adopting measures to prevent and combat money laundering and terrorist
financing

o collecting and analysing relevant information from competent authorities and other sources relating
to weaknesses identified in the processes and procedures, governance arrangements, fit and proper
assessments, business models and activities of financial sector operators

o coordinating closely, and, where appropriate, exchanging information, with competent authorities
including the European Central Bank,

o developing common guidance and standards for preventing and combating money-laundering and
terrorist financing in the financial sector and promoting their consistent implementation in particular
by developing draft regulatory and implementing technical standards, guidelines,
recommendations, and other measures

o developing draft regulatory technical standards to specify the practical modalities concerning the
collection of relevant information including the type of information that shall be submitted by
competent authorities relating to weaknesses identified in the processes and procedures, governance
arrangements, fit and proper assessments, business models and activities of financial sector operators
to prevent and combat money-laundering and terrorist financing as well as measures taken by
competent authorities, without creating any unnecessary duplicates.

2. Creation of an executive board within each ESAs

This committee will strengthen the authorities’ competences in their supervisory and sanctioning powers and
will replace the Management board.
o Composition
A chairman and full time members: 3 for EBA and EIOPA, 4 for ESMA
e The full time members shall be selected on the basis of merit, skills, knowledge and practical
experience of financial institution
e Atleast one of the full time members should during the one year prior to being appointed not
have been employed by a national competent authority.
o Nomination
The Commission shall submit the shortlist to the EP and the composition of the Executive board shall
be balanced and proportionate and shall reflect the Union as a whole. Members of the Executive Board
shall not hold any office at national, Union, or international level.
o Duration
The term of office of the full time members shall be 5 years, renewable once.

3. New ESAs powers

a. Prohibition and restrictions of products
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The ESAs will have the power to prohibit or restrict the marketing, distribution and sale of any financial
instrument giving rise to serious concerns regarding investor protection (article 9).
o The authority shall review the decision as soon as possible and at least every 6 months
o The prohibition or restriction may be renewed twice, after which period it shall become permanent,
unless the authority considers otherwise.

b. Investigation power :

The authorities will have an investigation power on financial institutions or products giving rise to concerns
regarding consumer protection.

c. New oversight mandate on environmental, social and governance risks ( articles 23):

This new mandate is aligned with the Commission Action plan on sustainable finance. The ESAs will put in place
monitoring system to assess material environmental, social and governance-related risks, taking into account
the COP 21 Paris agreement.

4. Reinforcement of the supervisory and regulatory framework of equivalent regimes for third

countries ( articles 33)

The ESAs may develop contacts and enter into administrative arrangements with regulatory, supervisory and,
where applicable, resolution authorities, international organisations and the administrations of third countries.

Exception regarding anti-money laundering: when a third country is on the list of jurisdictions which have
strategic deficiencies in their national anti-money laundering and countering the financing of terrorism regimes
that pose significant threats to the financial system of the Union, the ESAs shall not conclude cooperation
arrangements with the regulatory, supervisory and, where applicable, resolution authorities of that third
country.

ESAs shall, on an ongoing basis, monitor regulatory and supervisory developments and enforcement practices
and relevant market developments in third countries for which equivalence decisions have been adopted by

the Commission.

5. Principle of « no-action letter » (article 9c)

This new provision, time limited, will allow the market players to ignore EU rules that would undermine the
market or harm investors.
These “no-action letter” are possible in one of the following reasons. If compliance :
o would place the financial institutions in breach of other legal and regulatory requirements of Union
law
without further level 2 measures or level 3 guidance is deemed not feasible by the Authority
would seriously detriment or threat any of the following: market confidence, costumer or investor
protection, the orderly functioning and integrity of financial markets or commodity markets, the
stability of the whole or part of the financial system in the Union.

6. New competences for ESMA (European Supervisory Market Authority):

e the report provides that ESMA will be competent for the authorisation and supervision of
prospectuses issued by financial institutions established within the European Union and in
third countries
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e ESMA CCP Supervisory Committee (article 44a): ESMA shall establish a permanent internal
committee for the purposes of preparing decisions and carrying out the tasks relating to the
supervision of Union and third country CCPs (CCP Supervisory Committee).”

7. Financing of the European authorities: the proposal to ask the financial industry to contribute to the

financing of the ESAs was not retained. The current financing framework will therefore remain (35%
from the Union budget and 65% from national authorities).

Next Steps: The Council of the EU will discuss the ESAs review on the 13 of February.

19" December 2018 : AMLV- Council adopts compromise on new anti-money laundering powers conferred on
EBA

On December 19t 2018, the COREPER adopted a political agreement on the new anti-money laundering powers

conferred on the European Banking Authority (EBA).

As a reminder, following recent scandals involving several European banking groups in Malta, Latvia or
Denmark, the European Commission proposed measures to strengthen the anti-money laundering supervision
of banking institutions at European level in its communication «Strengthening the Union framework for
prudential and anti-money laundering supervision for financial institutions “.

The measures proposed in the European Commission’s Communication had been incorporated into the
proposal for a Regulation to reform the architecture of the three European Financial Supervisory Authorities
(ESAs).

To accelerate negotiations, the Council decided to divide the legislative dossier into two parts: a text containing

the provisions on strengthening the ESAs’ powers to combat money laundering. The second part shall cover
other the rest of the reform.

The Council compromise significantly weakens the proposal of the European Commission:
=  The Council compromise text preserves certain transfers of powers

The political agreement maintains the possibility for the EBA to ask national in charge of anti-money laundering
supervision to launch investigation as well as to directly inflict a penalty to a financial market player.

National authority shall have to inform the EBA of the measures taken to comply with its request within 15
working days, whereas the Commission’s proposal provided a 10-day-response time.

= However, the powers transferred to the EBA are considered temporary

In its compromise, the Council asks the European Commission to make an evaluation implementation,
functioning and efficiency of the new competences entrusted to the EBA. This assessment should be presented
to the European Parliament and the Council by January 11t 2022.

The text specifies that, until the submission of that assessment, the new anti-money laundering powers
conferred on the EBA should be considered as “a provisional solution “.

=  Depolarization of the skills of the EBA
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The other objective of the European Commission’s proposal was to polarize the anti-money laundering
competences and resources within the EBA, which are currently shared by the three ESAs.

The compromise text of the Council weakens this objective by stating that the EBA will take decisions only with
the prior consent of the European Insurance and Occupational Pensions Authority (EIOPA) or the European
Securities and Markets Authority (ESMA) where an individual decision concerns financial institutions or
competent authorities falling within the competence of these two authorities.

In addition, the Council considers that representatives of EIOPA and ESMA should participate in the meetings
of the new ad hoc committee established within the EBA to prepare decisions on anti-money laundering
measures, however, without having the right to vote.

Both authorities should also be able to submit written comments on the draft decisions at any time.

Whereas the Council would like to start the negotiations on the money laundering proposal, the co-rapporteur
of the ECON committee (Pervenche Berés, S&D, FR) has been clear: the Parliament will refuse to negotiate the
files separately as she considers both file linked. The European Commission would like to see both texts
negotiated at the same time and will raise the question during the new ECOFIN meeting on the 22th of January.

The main question is to know whether the inter-institutional negotiations will start first with the Commission
proposal on money laundering or if both texts (money laundering and review of the ESAs) will be discussed at

the same time once the Council reaches a compromise.

The Council of the EU has not reached a compromise yet on the ESAs review.

4% December: AMLV — The Council adopted the short terms action plan

On December 4" 2018, the Council adopted its conclusions on the action plan on the supervision of financial
institutions to combat money laundering.

As a reminder, this action plan aims at enforcing the short-term, non-legislative anti-money laundering
measures proposed by the European Commission in its Communication “Strengthening the Union framework
for prudential and anti-money laundering supervision for financial institutions “, published on September 12t
2018.

Eight series of short-term measures to be taken in 2019 are proposed, consisting mainly of:

Identifying the factors that contributed to the recent cases of money laundering

Mapping the best supervising practices

Ensuring effective cooperation between supervisory and anti-money laundering authorities
Clarifying the criteria for withdrawal of banking license

YV VYV VYV

Improve the capacities of the European Financial Supervisory Authorities (ESAs) (see the previous note)

Since the measures are not legislative, the European Parliament does not intervene in this decision-making
procedure.

11 October : AMLV — Council adopts Directive on combating money laundering by criminal Law
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On October 11t 2018, the Council adopted the Directive on combating money laundering by criminal Law. The
Directive was published on October 23 in the Official Journal of the European Union. The European
Commission’s proposal for a Directive was published on December 215 2016.

The new rules are:

- Establishing minimum rules on the definition of criminal offences and sanctions relating to money
laundering. Money laundering activities will be punishable by a maximum term of imprisonment of at
least 4 years.

- The possibility of holding legal entities liable for certain money laundering activities which can face a
range of sanctions (e.g. exclusion from public aid, placement under judicial supervision, judicial
winding-up, etc.)

- Removing obstacles to cross-border judicial and police cooperation by setting common provisions to
improve investigations.

Member States have up to 24 months to transpose it into national Law.

3" QOctober : AMLV — European Parliament discussed money laundering risks in the EU

This debate took place in a twofold context:
- Several banking scandals highlighting the shortcomings of a system based mainly on the national level
- The publication of a Communication of the European Commission on September 12t 2018 entitled «
Strengthening the Union framework for prudential and anti-money laundering supervision for financial
institutions”

Members of the European Parliament discussed the risks of money laundering in the European banking sector
with Juliane Bogner-StrauR, the Austrian Minister for Women, Family and Youth, and Véra Jourova,
Commissioner for Justice, equal opportunities and consumer protection of the European Commission.

=  Unanimous view
All the MEPs who took the floor drew the same conclusion as the Austrian Minister and the European
Commissioner: some EU Member States has shown complacency on money laundering in the banking sector
and the Dankse Bank scandal has simply underlined the shortcomings of the system. Petr JeZek (ALDE, CZ)
added the financial crimes, tax evasion and tax avoidance Committee (TAX3) studies has shown that small
Member States cannot exercise adequate control.
All the speakers concluded that it is necessary to reinforce the European supervision.

*  The debate on the creation of a European authority dedicated to the fight against money laundering.

The proposition to strengthen the powers of the EBA, at least in the initial stages, is backed by the European
Parliament.

However, the proposition of creating a European authority working specifically on the fight against money
laundering in a second phase divided the European Parliament.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018L1673&from=en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016PC0826&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52018DC0645&from=EN

F 2 ! :
E U Federat|on Monthly Monitoring Report January 2021

Factoring & Commercial Finance

MEP Othmar Karas (EPP, AT) considers it would be desirable to create a European Central Authority which
would have the power to exercise controls and impose sanctions.

Several EPP Members rejected this idea: Brian Hayes (EPP, IE) and Sean Kelly (EPP, IE) consider that
strengthening the EBA’s powers and resources will suffice.

Ludék Niedermayer (EPP, CZ), speaking on behalf of the EPP, said there was no point in transferring more
power to the European Institutions or initiate a new piece of legislation. According to the Czech Member of

the European Parliament, the solution lies in the effective application of the existing rules.

The Council is expected to propose measures in December.

2" October : AMLV — the Council discussed the European Commission’s communication on strengthening the

supervisory powers of EBA

October 2™ 2018, the Economic and Financial Affairs Council discussed short-term anti-money laundering
measures proposed by the European Commission in its Communication on “Strengthening the Union framework
for prudential and anti-money laundering supervision for financial institutions”, published on September 12t
2018.

The publication of this Communication took place in a specific political context: several banking scandals have
shown the shortcomings of a system that mainly relies on the national level. The aim of the communication is
therefore to strengthen the powers of the European Supervisory Authorities (ESAs), in particular the
competences and resources of the European Bank Authority (EBA) with regard to money laundering.

It should be noted that the measures proposed in the Communication of the European Commission have been
incorporated in the proposal for a Regulation to reform the financial supervision architecture.

More specifically, the European Commission proposes short-term legislative and non-legislative measures, as
well as the creation of an ad hoc committee established within the EBA composed of national supervisory
authorities to prepare decisions on fight against money laundering and financing of terrorism.

=  Which Member States approve the reinforcement of the powers of the EBA?
All Member States agree on the need to reform the system for combating money-laundering

v' The Member States in favour of transfers of competences

France, the Netherlands, Malta and Estonia expressed their support for the European Commission’s proposals.

Spain further suggested to adopt Regulations, which are directly applicable legislative texts, rather than
Directives, which would imply a transposition period.

v' The State reluctant to the proposals of the European Commission
Hungary, on the contrary, opposed any loss of national competence.

v" The half-hearted positions
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Denmark, Latvia, Estonia, Finland and Luxembourg cautioned against hasty adoption of the European
Commission’s proposed measures.

The representatives of these Member States called for waiting for the results of the on-going investigations
on the several banking scandals to learn from the outcomes.

After drawing lessons, the next step will be to determine whether the European regulatory framework needs
to evolve, given the fact that the 5! anti-money laundering Directive has not been transposed yet.

Germany favors the possibility of amending the regulatory framework at the euro area level through the Single
Banking Supervision Mechanism before using an approach which embraces all the European Union.

=  The issue of creating an independent entity

France and Denmark are open to the creation of an ad hoc committee.

However, Cyprus and Spain have expressed reluctance to the creation of a long-term European entity dedicated
to the fight against money laundering.

The issue of transfer of powers related to the fight against money laundering will be debated in the Economic
and Financial Affairs Council in December.

12t September 2018: AML —the European Commission published a communication on strengthening the EBA’s

mandate

On 12t September 2018, the European Commission published a Communication entitled: “Strengthening the
Union framework for prudential and anti-money laundering supervision for financial institutions”. This
communication represents one of the actions aiming at strengthening and improving the powers of the
European supervisory authorities (cf. the proposal for a regulation to reform ESAs published on 20" September
2018).

As a reminder, the applicable legal framework is divided into two parts:

1. Legislation aimed exclusively at regulating the fight against money laundering

The Union’s anti-money laundering framework was strengthened by the adoption of the Fourth AML Directive
(2015) and then the Fifth AML Directive (adopted in 2018, transposed by 2020 at the latest).

2. Aspects of prudential legislation that contribute to anti-money laundering supervision.

Prudential legislation requires supervisory authorities to take into account money laundering aspects in all their
activities, in particular when granting licences. The European Central Bank (ECB) is in charge of authorisation,
licence withdrawal and the assessment of qualifying holdings acquisitions vis-a-vis less significant institutions.
In the exercise of this competence, the ECB must therefore rely on the information provided by national
supervisory authorities and national AML authorities, whose field of action varies fundamentally from one
country to another.

- State of play
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The Commission draws the following conclusions:

=  Compliance with anti-money laundering legislation follows “a national approach, based on host
country supervision, with only minimum harmonisation of supervisory competences, and no
harmonisation of the powers of the supervisory authorities.”

=  There is currently neither a mandatory mechanism nor a detailed guideline setting out obligations

for cooperation between the prudential authorities and the anti-money laundering supervisory
authorities.

= No real coordination exists at national level between the prudential authorities and the anti-money
laundering authorities.

= No coordination exists between European supervisory authorities (ESA) and national authorities due
to the divergent national transpositions within the banking union.

= Conditions for withdrawal of licence are insufficiently specified.

= Cooperation with third countries is insufficient.

=  ESAs resources are in competition because anti-money laundering activities fall under the jurisdiction
of several authorities.

The European Commission concludes that even the transposition of the 5" AML Directive will not be enough to
fill the gaps in the system. The Commission therefore wishes to propose a broader strategy for reshuffling of
competences.

- Proposed measures

The purpose of this communication is therefore to set out the measures to be applied to further strengthen the
supervision of financial institutions in the Union with a view to combating money laundering. The European
Commission wants to propose:

- Legislative measures to put in place the essential amendments
- Non-legislative measures to deal urgently with certain points

1. Legislative measures that strengthen the role of the EBA

The two legislative measures that the European Commission wishes to undertake are:

=  Amendment of the Capital Requirements Directive

The Commission considers that the Capital Requirements Directive may limit the effectiveness of the 5™ AML
Directive. More specifically, it considers problematic “its strict confidentiality regime in combination with the
absence of a clear obligation for prudential supervisors to cooperate with the relevant anti-money laundering
authorities and bodies.”
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=  European Supervisory Authorities’ Review

The European Commission believes that the concentration of anti-money laundering resources and skills within
the European Supervisory Authorities (ESA) is necessary. The EBA would be the most empowered authority to
receive these resources, since risks of money laundering and terrorist financing would be most likely to have a
systemic impact in the banking sector.

The European Commission therefore proposes to transform the current Anti-Money Laundering Committee of
the Joint Committee into a standing committee within the EBA, which would be composed of the heads of all
national anti-money laundering authorities.

Once established, the national supervisory authorities should transfer some competences to the standing
committee.

More specifically, the EBA should carry out periodic independent reviews on AML issues. It should be able to
collect all the necessary information and data pertaining to anti-money laundering issues, from AML as well as
prudential supervisory authorities, which should include confidential data relating to specific money
laundering cases, as well as any money laundering-related findings in individual fit and proper assessments.

In addition, the EBA should regularly carry out a risk assessment exercise to test strategies and resources in the
context of the most important emerging money laundering risks. It would have the power to request national
supervisors to investigate cases where financial sector operators are alleged to have breached their obligations
under the AML Directive.

2. Non legislative measures

= Guidelines on the articulation between the prudential and anti-money laundering rules for financial
institutions

In these common guidance, the EBA should focus on ways to improve cooperation at all stages of the
supervision process including addressing issues of the impact of “different approaches behind the distribution
of competences in prudential supervision (i.e. home country control, consolidated supervision) and anti-money
laundering supervision (i.e. host country control, information exchange) “.

=  Agreement between the ECB and the national supervisory authorities

The European Commission proposes that the European Central Bank concludes with anti-money laundering
supervisors a multilateral memorandum of understanding on exchange of information by 10 January 2019, as
required by the fifth AML Directive.

12t September 2018: AML V —the European Parliament adopted the directive on countering money laundering
by criminal law

On 12 September 2018, the European Parliament adopted in plenary a legislative resolution that aims at
countering money laundering by criminal law. The adopted text modifies the European Commission’s proposal
for a directive on countering money laundering by criminal law, published on 215 December 2016.

As a reminder, the purpose of the Commission’s proposal for a directive is to tackle money laundering by means
of criminal law, allowing the better cross-border cooperation between competent authorities. It aims to
harmonize minimum standards in order to criminalise money laundering throughout the EU. The text
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establishes common definitions for money-laundering offenses and minimum penalties. It also provides the
possibility for the national judge to impose additional sanctions beyond imprisonment, such as the prohibition
of access to public funding or fines. According to the proposal, legal persons may also be held liable for money
laundering activities and may be penalized accordingly.

In addition, the proposed directive aims at removing obstacles to judicial and police cooperation across borders.
It aligns the EU legal framework with the international standards set by the Financial Action task Force (FATF)
and the Warsaw Convention of the Council of Europe.

During 197tandardi, co-legislators agreed on a maximum imprisonment of at least four years as well as on
several alternative penalties to sanction offences defined in the proposed directive.

Itis interesting to note that the resolution also mentions the use of virtual currencies which “presents new risks
and challenges from the perspective of combating money laundering. Member States should ensure that those
risks are addressed appropriately.” (Whereas 6). Virtual currencies are however not further mentioned in the
body of the text.

The Council also voted its position on the proposal on 11t October 2018. The final version of the adopted

directive will be published in the Official Journal.

10% July 2018: AMLD V — the new directive published in the OJEU

On 10 July 2018, the directive on the prevention of the use of the financial system for the purposes of money
laundering or terrorist financing (AMLD V) was published in the Official Journal of the EU. It came into force on
July 30t

As a reminder, the Council and the European Parliament reached an agreement on the text on 16 December
2017. The AMLD directive aims to harmonize minimal standards in order to ensure that money laundering is
considered as a criminal offence across the EU.

The directive sets common definitions for offences related to money laundering as well as minimal penalties.
It also provides the possibility for the national judges to impose additional penalties on top of imprisonment,
for example ban access to public funding or fines. The co-legislators also agreed on a maximum term of
imprisonment of at least four years as well as on several alternative sentences for the offenses included in the
directive.

Legal persons may also be held liable for money laundering activities and may be penalized accordingly.
In addition, the directive aims to remove obstacles to cross-border judicial and police cooperation by aligning
the EU standards with international obligations set by the Financial Action task Force (FATF) and the Warsaw

Convention of the Council of Europe.

Finally, the new rules tighten control over certain means of payment that can be used for terrorist purposes
and broaden access to information on beneficial ownership and ownership of companies and trusts.

Transparency of trusts remains limited to those demonstrating a ‘legitimate interest’, which includes NGOs
and journalists.
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Member States have until 10™" January 2020 to transpose the directive into their national laws.

30t May 2018: AML: agreement in 198tandardi on the proposed directive on countering money laundering by

criminal law

Interinstitutional negotiations (198tandardi) on the proposed directive on countering money laundering by

criminal law led to the adoption of a general approach by Justice Ministers at the Council of the European
Union (EU).

Published on 21t December 2015, the proposal for a directive aims at 198tandardiza minimal standards in
order to ensure that money laundering is considered as a criminal offence across the EU. The text sets
common definitions for offences related to money laundering as well as minimal penalties. It also foresees
that national judges will be able to impose additional penalties on top of imprisonment, for example ban
access to public funding or fines. Legal entities as well as individual will be subject to the provisions of the
text.

In addition, the proposed directive aims at removing obstacles to judicial and police cooperation across
borders. It aligns the EU legal framework with the international standards set by the Financial Action task
Force (FATF) and the Warsaw Convention of the Council of Europe.

During trilogies, co-legislators agreed on a maximum imprisonment of at least four years as well as on several
alternative penalties to sanction offences defined in the proposed directive.

Despite uncertainties about the adoption of the text the political level, the proposed directive was validated
by the Coreper on 7t" June 2018. It now has to be formally adopted by both legislators. Member States will
have 24 months to transpose the directive, once published in the Official Journal.

25" May 2018: Agreement at the Council of the EU on transparency requirements for tax intermediaries

The Council of the European Union (EU) adopted a directive which amends directive 2011/16 on
administrative cooperation in the field of taxation. The new directive reinforces transparency requirements
on financial operations with the objective of preventing money laundering and aggressive cross border tax
planning.

The text adopted requires intermediaries to report to competent authorities any service or operation in which
at least one of the hallmarks defined in annex IV is present. Intermediaries are responsible for reporting the
service or operation within 30 days. National competent authorities are then required to a