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Introduction

The European Systemic Risk Board’s (ESRB) Recommendations have no legally binding
powers but are subject to an “act or explain® regime in accordance with Article 17 of ESRB
Reguldiun‘. Thizs means that the addressees of the recaommendations are under an ohligation ta
communicate to the ESREB and EU Council the actions they have taken to comply with a
recamimendation arto provide adequate justification in the case ofinaction.

This report provides an assessment of the implementation of the ESRB Recommendation on
funding of credit institutions (ESRB20122)2 (hereinafter the “Recommendation™). It is the
gixth summary compliance report onan ESRB Recommendation to be approved for publication by
the General Board,

The chosen timeframe for the implementation of this Recommendation supported the
addressees in their tasks. Recormendation 201212 was amended several times” to ensure the
effective implementation by

Figure 1 the addressees. In this
Addressees’ compliance with Recommendation ESRB/2012;2  "&skect, 1 rmust be noted
onh funding of credit institutions that the ultimate scope of

this azzessment was to
foster concrete regulatony
and supervisary actions
and to harmonise the
manitaring of funding risks.
A continuous dialogue with
the addressees, also priar
to the aszessment, was
essential for achieving this
result. The different
deadlines far the
addressees to provide
information on the level of
implementation of the
warious parts of the
Recommendation ranged

from June 2014 to
The N0 E abous £hows the oue @l comp B bc: grade breach addiessee bared on e rekuant Septernber 2016 The vast
MemberSEE.
The EBA and the ECH Bavklng Supenbskon ane exciided from thk Istaton.

Regulation (EL Mo 10925201 0 o fthe European Pardiament and ofthe Council of 24 Mowember 2010 on Boropean Union
macro-prud ential owversight of the finandial system and e stablishing 3 Buropean Sywstemic Risk Board. OJ L 331,
112.2010,p.1.

Recommendation ofthe Buropean Systemic Risk Board of 20 December 2012 on funding of credit institution =
(ESRBE012E). 0J C 119, 2542013, p. 1.

Recommendation ofthe Buropean Systemic Risk Board of 21 March 2016 amending Recommend ation ESRBZ01242 on
funding of credit institutions (Recommendation ESRBA2016/2) and Decision ofthe European $ystemic Risk Board o f

16 September 2014 on the estension of certain deadlines set by Recommendation ESRBS201242 on funding of cre dit
institations (Decision ES RBZ0 1444,
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majority of addressees managed to implement the Recommendation by the relevant deadlines ar
throuoh adjustments performed during the assessment phase. Indeed, while most of the
information was provided by each deadline, using the relevant templates filled-in and submitted by
the addressees, additional infarmation was also ohtained throughout the entire assessment
process via bilateral contact hetween the Assessment Teams and the addressees.

The effectiveness of the assessment process is reflected in the high level of compliance of
the addressees. Overall, the addressess ware graded Fully (FC or Largely Compliant (LC with
the Recaommendatian, as shawn in Figure 1.

During this process, the Assessment Teams also identified a number of issues that did not
fall entirely within the scope of the Recommendation. One major source of issues was the
establishment of the Sinole Supervisory Mechanism (350, which took place during the
assessment phase and which could not he fully foreseen at the time that the Recommendation was
drafted. This report also pravides a bads farthe analyses and discussions of the issues identified.

This report presents: (i) the objectives of the ESRB Recommendation; (i) the methodology used
by the Assessment Teams, (iid colour-shaded tables showing the results of each addressee for
each recommendation; i) a summary of the level of implementation for each sub-
recammendatian, including a brief description of the main arguments that led to each arade; and &)
an analysis of the main findings of the Assessment Teams.
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Section 1
Objectives of the ESRB Recommendation

The funding conditions for credit institutions have heen significanthly affected by the
financial crisis. Credit and interbank markets have remained impaired as a result of the strong
links betieen credit institutions and soavereign debt, aswell asthe unc ertainties aver asset guality
and the sustainability of some credit institutions' business models. Credit institutions have
responded to this stuation by making changes to their funding structures and asset portfolios.

0On 20 December 2012, the ESRB issued the Recommendation on funding of credit
institutions (ESREB/2012/2). This Recommendation seeks to improve funding conditions and
restore the resilience of credit instittions and confidence in them. The addressees of the
Recommendation are the supervisary autharities, authoritie s with a macroprudential mandate and
the European Banking A uthority (EBA).

Recommendation A addresses the need for an effective supervisory framework for
monitoring and assessing funding risks. Sub-recommendations AT, A2 and A0 are
addressed to the Mational Competent Authorities (NCAS). Under sub-recommendation A1),
supervisory authorities are recommended ta intensify their assessments of the funding and liguidity
risks incurred by credit institutions, aswell as their funding risk management. Sub-recommendation
A2y focuses aon the monitoring of credit institutions' public funding and the assessment of funding
plans' wiahility based on puhblic soumces, while sub-recommendation AC3) addresses the analysis of
the macroeconomic impact of credit institutions' funding plans, which requires supervisony
authorities and macroprudertial authorities to assess the effects of funding plans on the flow of
credit ta the real economy. Sukrrecammendations Add) and A5 are addressed to the EBA. Subr
recommendation A4 recommends to the EBA to develop guidelines an harmonised templates and
definitions, with the purpose of facilitating the establishment of harmanised framewnarks in all
Member States aswell as at Union level. Sub-recommendation A0 recommends to the EBA to
coordinate the assessment of funding plans at Union level. However, it should be noted that the
assessment for this part of the Recommendation will be conducted only after the puhlication of this
repor.

Recommendation B concerns the risk management of asset encumbrance by credit
institutions. In light of this, supervisory authorities were recommended to require institutions to put
in place risk managemeant policies targeting asset encumbrance issues under sub-recommendation
Bi1). Furthermore, under sub-recommendations B(Z and B{3) respectively, supervisory autharities
were also recommended to require inditutions ta put in place contingency plans for asset
encumbrance resulting from stress events, and to require institutions to put in place general
manitoring framewarks that would provide management with timely information on the level of asset
encumbrance,

Recommendation C deals with the monitoring of the level of asset encumbrance. Sub-
recammendations G010 and (2 recommend o supervisory autharities to closely monitar the level,
evolution and types of asset encumbrance as part of their supervisary process and to monitor and
assess risks associated with collateral management and asset encumbrance, as part of the
Supervisory Review and Evaluation Process (SREF). This assessment should take into account
other risks, such as credit and funding rizks, aswell as mitigating factars, such as capital and
liguidity huffers. Sub-recommendations C(3) and C{4) are addressed ta the EBA, which is
recammended ta issue guidelines on harmanized templates and definitions that would facilitate the
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rmonitaring of asset encumbrance aswell as clogsely monitar the level, evolution and types of asset
encumbrance and unencumbered but encumberahle assets at Union level.

Recommendation D requires the EBA to establish a market standard in tenns of
transparency and asset encumbrance. The aim of recommendation D is to address information
asymimetry issues by establishing standard market practice for disclosing information on asset
encumbrance in a clear, transparent and comparable way. [n order to achieve harmonization, the
EBA was required to estahlish standard requirements to be implemented by all superyisary
autharities.

Recommendation E addresses the need for high gquality standards and hanmonised rules
with regard to covered bonds. |n order to achieve this goal, the national supervisory authorities
are recommended, under sub-recommendation EQ1), to identify best practices regarding covered
haonds and to encourage harmonisation of their national framesvorks, Sub-recommendations E(2)
and E(3) of the Recommendation recommend to the EBA to coordinate actions taken by national
superdisory adthorities and toissue guidelines ar recomimendations endorsing best practices,
where deemed appropriate. In addition, sub-recommendation E(4) assignsto the EBA the role of
assessing whether there are other instruments that generate encumbrance and that would benefit
frarm the idertification of best practices developed under sub-recommendation E{3).
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Section 2
Methodology

The assessment followed the methodology provided in the Handbook on the assessment of
compliance with ESRB Recommendation s {herein after the ESRE Handbook).

In order to assess the addressees’ implementation of the Recommend ation, three
assessment teams were established by the Advisory Technical Comimittee (hereinafter the
“Assessment Teams”). The Assessment Teamswere farmed to carrespond to the different
deadlines and topics of the various recommendations. Mare specifically, the three Assesament
Tearns dealt with funding plans (recommendation A), asset encurmbrance {recommendations B, C,
03, and covered bonds {recommendation E), respectively. Mone of the team members was directhy
invalved in grading the petfarmance of the addressees of their own country of arigin.

The Assessment Teams carried out their work from January 2015 to December 2016. In order
tao reflect the grandlarity of the sub-rec ommendations, the Assessment Teams agreed to adopt the
detailed compliance criteria lised in the Annex of the Recommendation.

The compliance reports for each recommendation were prepared by the respective
Assessment Teams on the basis of the addressees’ own submissions to the ESRB
Secretaria {i.e. responses to a set questionnaire covering each recommendationk The
assessment of compliance was therefore intially based on data provided by the addressees.
Haowever, in most cases, the Assessment Teams also requested additional information thraugh
further communication and bilateral carrespondence swith the addressees.

For quality assurance purposes, a twofold approach was followed durnng the assessment.
Each Assessment Team was divided into two groups, with the first group conducting its analysis of
implermentation an & harizontal basis {i.e focusing on the assessment of the whaole
recommendation for certain addressees), and the second group following & vertical approach

{.e. facusing on the assessment of 3 single subrrecammendation for all addressees).
Subszequently, the results of both groups were cross-checked inarder to prepare the final version of
each report. The principle of propationality was duly taken into account throughout the process.

21 Grading methodology

In order to assign a single grade to each addressee, a five-step grading methodology was
employed. This methodology is necessary to ensure full transparency of the single averall
compliance grade and to allov for a high level of ohjectivity throughout the assessment process. At
the same time, the process =il allowes for a highelevel expett judgement which can easily be
identified and reviewed, 0 as to understand the rationale hehind certain overall grades.

Step |- 'When assessing compliance at the most granular level of each sub-recommendation, all
assessment criteria are araded as levels of action (FC, LC, PG, MR, MCY or inaction (SE, 1E).

Step Il - Each compliance grade is then converted into a numerical grade {see the table below in
arder to be weighted and aggregated.
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Compllangs grada Mumencal grads

action

Step Nl - The grades far the single sub-recommendations are calculated as the weighted average
of the numerical grades assigned in Steps | and Il and in accordance with the weighting schemes
agreed by each Assessment Team.

Step Y - COnce the compliance grade for each sub-recommendation is determined, a final {overall)
grade for the entire Recommendation {or, far the part of a Recommendation addressed to each
addressed) is calculated using the weights assigned to each recommendation (&, B, C, D and E).

Step ' - The final (overalll complianc e grade is determined using the conversion table below:

Compliangs grade Mumeral grada

os5-1
oA
Oi-aes
IRk 1K
015

Grades and results are shown inthe colour-shaded tables included in Annex 1.

ESRBE
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Principle of proportionality

In line with EU legislation, the ESRB Handhook recognises the prominent relevance of the
principle of proportionality. |n fact, it explains that an assessment takes accourt of the specificity
aof the risk targeted when assessing the adegquacy of the national framewaork and the
implermentation of an ESRB recammendation.

In conjunction with the aim of achieving proportionaity, the Assessment Team also took
into account the legal powers of the addressees and the intensity of the nsks targeted by
the Recommendation. In this respect, the Assessment Team considered the nes legal framewark
imposed on the countries participating in the Single Supervisory Mechanism (SEM), which, when
the ESRB adopted its Recarmmendation, had not yet entered into force. Therefare, certain reparting
guidelines have been issued in agreement with the European Central Bank (ECB) in its capacity as
supervisory authority. These guidelines had not been developed when the Recommendation was
iszued butwere only communicated at the beginning of this assessment in the context of the final
reporting ohligation. This assesament takes into account the absence of this information and draws
some conclusions on the hasis of direct contact with the addressees for additional data.

2.2 Weights

At an early stage of the assessment, the Assessment Teamnms assigned aspecific weight to
each assessment critera, sub-recommendation and recommendation. This ensured a high
leviel of transparency and ohjectivity throughout the entire assessment process. With regard to the
recommendations addressed to the MCAS, the Assessment Teams assigned a prominent weight to
recamimendation A, while recommendation E was deemed less relevant (see the table helow,

TN

Rezommeandaion I'-Mlght
0= 01 AR Jand 83 iftig
E ozs
C-Ci11and £2) 02s
E-E1) oio*

The relevance of the four recommendations addressed to the EBA were instead deemed more
homogeneous, with only 3 small predominance of recommendations D and E compared to
recommendations A and C.

The weightings provded in the tables hawve been rounded up tothe nearest decimal point based on calculated fractions
0.e. 28 = 0.400.

Recommendation E iz not addressed to the ECH. The relative weight is there fore equally split betweaean
Recommendations B and C ®orthe ECH assessment.
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EE&

Recommeandaion I'-Mlght
0- 4] 020
C-Ci3and 4] 020
] o3ao
E-E2]E3)and E4) k|

The relative weights of each subrrecammendation are shawn helow:. The specific weights of each
assessment criteria are included inA nnex 111,

Recommendation A

The Assessment Team decided to assion a praminent weight (172 of recommendation A) to sub-
recommendation A1), thus meaning that the grading of sub-recommendation A{1) has a strong
influernce on the overall score of recammendation A.

Recommeandaion whalght
At 050
na) o025
E] pas

The Assessment Team did not assign any weights to sub-recammendations AJ4) and A5, since
the latterwill be assessed anly inthe course of 2017

Recommendation B

The Assessment Team considered all sub-recommendations of recommendation B to be of equal
importance and of equal weight. This weighting was used to calculate the overall grade for
implermentation by each individual addresses.

Rezommeandaion Wi lght
B1] 033
i3] 033
B3] 033

Recommendation C

With regard to recommendation C, sub-recommendation C{1) is considered to play a prominent
role in ensuring the overall efficacy of the recommendation, leading to a higher assignment of
weeinht. The Iower relevance assigned to subrrecommendation G021 is justified in view of the fact
that the monitoring of liguidity risk arising from asset encumbrance was already captured through
the SREP. As a consequence, the difference hetwean the addressees that were assessed as Fully
Campliant (FC) and those that received a lower grade far the overall grade of recommendation ©
was largely dependent on the degree of compliance with sub-recommendation C{1).

Iﬁta-:-:-mman-:lai-:-n gt
o) os?
2] 033

Sub-recommendations C{3) and C(4), addressed to the EBA, were instead deemed to have an
equal weight.
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Iﬁta-:-:-mman-:lai-:-n gt

=E3 050
o) 0s0

Recommendation D

Sub-recammendation D1} reqguires the EBA to develop guidelines, whereas sub-recommendations
D2y and D{3) specify requirements related to the substance of the guidelines and the development
process. Asa result, sub-recommendations D013, D02 and D3 were assessed as one, with the
sole exception of sub-recommendation D1 (&30, which hadto be assessed at a later stage.

Recommendation E

Mo weight needed to be assigned to sub-recommendation E(1) since itisthe onl one addressed to
the MCAs.

Sub-recommendations EC2), E(Z) and E(4), addressed to the EBA, were deemed to have anegual
welght.

Recommeandaion I'-Mlght
E2] 033
B3] 033
E4] 033
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Section 3
Colour-shaded table: overall grades

Overall grade

[ | ST T |
[es |G [ o« [FCRITFEN] TR

Fully Compliant Inaction Sufciently E xplained
Largely C ompliant Inaction Insufficiently E xphined
Partially Complant

Materially Hon-complant
Hon-complant
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Section 4
Level of implementation

0On an aggreq ate level, the Assessment Team identified a high degree of compliance with
Recommendation ESRB/201212. With regard to the parts of the Recommendation addressed to
the MiCAS, the results of the assessment showe a high degree of complianc e, with 23 addressees
graded as Fully Compliant {F C) and the remaining six addressees regarded as Largely Compliant
(LC3. A similar result can be ohserved far the recommendations addressed to the EBA, which was
assessed overall as Fully Compliant (F ).

of BE BS HR €Y & DK EE F FR DE &R HU IE

€Y & DK EE F FR DE SR HU IE

CY & DK EE F FR RE &R HU IE

M Ly IT LU MY WL PL PT RO 5K 31 ES 3E UK EC

M Ly IF LU MY WL PL PT RJ 3K 31 E 3E LUK ECH

of HE BS HE €7 &L DK EE FR_DE GR HU IE WM L IT LU MmT ML FJ 3K 31 E3 3E LK
N of BE BS HR €Y & DK EE F FR DBE SR HUY IE M Lw IT LU MY MWL PL PFT RD 3K 31 EF 3E LUK
[ EB4A
A
A5) T be axvemmad allar Lhe and ol kdarch 2017
C
pEl]
CH|
u]
1]
E
El2|
El3l
Eld|
EERL

The aggregated results for each recommendation and sub-recommendation can he found
below, together with a description of the main reasons hbehind the assignment of the given

grade.
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41 Level of implementation of Recommendation A on the monitoring and
assessment of funding risks and funding risk management by supervisors

Owerall, the Assessment Team identified a high degree of compliance with recommendation
A among the HCAs, with 26 addressees graded as Fully Compliant (FC) and three as Largehy
Compliant (LC).

AlT)
1R 1|
411k 2]
&l 1o
Al 1k
21K
4l 1
2] 1

BE A5 ¢ DK DE EE |E SF EX FR HRE IT €7 LW LT LU HU MT MWL & PL PFT RO 5l 5K FI SE UK ECH

With regard to sub-recommendation A1), the Assessment Team found that there was a
large degree of comgpliance for most countries. All addressees have been found Fully (FC) or
Largely Caompliant {LC). Thiswas mainly due to the supervisary authorities' extensive assessments
of the funding and liquidity risks incurred by credit institutions, aswell as of their funding risk
managerment.

Al

EIEIET
Al2kiz)|
LR

BE A5 & O[K DBE EE |E SR ES FR HR IT &7 LW LT LU HU MT WL ¥ PFL PFT RO 31 5K Fl SE LUK ECH

Similarly, the Assessment Teamn considered all addressees to be Fully (FC) or Largely
Compliant (L C) with sub-recommendation A(2). In most cases, largely compliant grades were
hased on the guality of the information made availahle to the Assessment Team. In accardance
with the implementation standards prepared by the Assessment Team, a specific level of detail was
required in the follow-up correspondence with the addressees. This was padicularly impartant
where the information was not made available in the reporing templates submitted by the
addressees beforehand. The high level of manitaring of credit institutions' public funding and their
wighility was the main reasan behind the high degree of compliance.

AF) | BE_BS & G GE EE IE GR E5 PR MR M €7 v T L0 AD WT WL A% FL _FT RO 515X A _SE LK _ECE
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The assessment of sub-recommendation &{3) required the addressees to evaluate, on an
aggregated hasis, the impact of institutions’ funding plans and business strategies on the
flow of credit to the real economy. Twio addresseeswere Partialy Compliant (P Chowith this sub-
recommendation, mainly anthe hasis of an incamplete analysis and lack of complete infarmation
provided to the Assessment Team. Mevertheless, a vast degree of compliance with sub-
recarmmendation AC3Y can be abserved for all other addressees, which were assigned a Fully (FCh
ar Largely Compliant (L) grade. This was as a result of the analy=is of the macroeconamic impact
of credit institutions' funding plans an the flow of credit ta the real ecanomy conducted by the
addressees.

With regard to the ECB in its capacity as supenvisory authority (ECB Banking Supervision),
the case was slighthy different. Yith regard to the ECB's compliance swith sub-recommendation
AL, it should he noted that the ECB is entrusted with limited macroprudential tasks, as set out by

%% | ESRE
: : Summary Compliance Report March 2017
*

oy ** Lewel of implementation 13

7475/17 ADD 1 MI/mmf 14
DGG 1C EN

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=137249&code1=RAT&code2=&gruppen=Link:7475/17;Nr:7475;Year:17&comp=7475%7C2017%7C

Atticle 5 of Regulation (EU) Mo 1024520135, In particular, the ECH may apply higher capital
requirements for capital buffers, including the CCyB (countercyclical capital buffen rate. However,
notwithstanding Adicle 5¢5) of this Requlation, the macroprudential analysis required under
recarmmendation A{3) seems to fall autside ofthe scope of the ECB's competencies. Specifically,
the assessment carried ot on an agaregated basis, of the impact of funding plans on the flow of
credit to the real econormy of each Member State, is not included among the tasks and tools

mentioned in Article 5053, A5 aresult, the inaction of the ECB was deemed Sufficiently Explained
(SE).

Ald) EBA
Content

Effect on All)la)

Effert on All)(k]

Effect on All](e]

Effert on Al2)
Effert on Al3)

With regard to recommendation A, in particular sub-recommendation A{1), whichis
addressed to the EBA, the assessment found the addressee to he Fully Caompliant (F C). This
was mainly possible due to the appropriateness of the Guidelines issued by the EBA on 19 June
2014 (EBASGL201 4/04) and the related Template, which was deemed granular enough to cover
the information necessary to assess the institutions' funding structures. The overall grade for the

EBA under recaommendation & could, however, be affected by future changes, ance sub-
recammendation AS) is assessed.

4.2 Level of implementation of Recommend ation B on the risk management of
asset encumbrance by institutions

Owverall, the Assessment Team identified a high degree of compliance with
recommendation B. The vast majority of addresseaswere assessed as Fully Compliant (FC),
while anly six were considered to be Largely Compliant (LC) and one was diven the grade of
Inaction Sufficiently Explained (SE).

Council Regulation (EUY Mo 102452013 of 15 October 2013 con®ming speciic t8sks on the Buropean Central Bank
conceming policdes relating to the prudential superision of credit instituions. OJ L 287, 29.10.2013, pp. 63-89.
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In the course of the assessment, the Assessment Team noted that some addressees had not
taken specific actions to implement recommendation B. However, the Assessment Team also
acknowledged that, in these cases, pre-existing regulatory frameworks an iquidity alsa tackled
issues related to asset encumbrance. The Assessment Team also found that the ahsence of &
regulatary frarmework which explicitly targeted asset encumbrance issues had a negative impact on
achieving the ohjectives envisaged under recommendation B. Certain downgrades were made to
that effect. Mareover, the Assessment Team found that, in a number of cases, requlatary
frarmeworks implementing recommendation B were still at the draft stage (orwere drafted but not
vet adopted) at the time of the assessment and therefore the respective addressees were graded
accordingly.

4.3 Level of implementation of Recommendation C on the monitoring of asset
encumbrance hy supervis ors

Owerall, the Assessment Team found a large degree of compliance with sub-
recommendations C{1) and C{2). All of the NCAs to which these sub-rec ommendations were
addressed were graded as either Fully (FCY ar Largely Campliant (LC), with the justific ation for the
six Largely Compliant (LY grades hased predaminantly on the lack of details provided by the
addressees on their data anakysis.

q‘l] BE BS €I K DE EE IE & E: FR HR M <7 Lw LT LU HJ MY WL AT PL PT RO 31 3K H 3E UK ECH
[1 o e =
C|1] 3t

While assessing the monitoring of asset encumbrance and collateral management required
under sub-recommendation C(1), the Assessment Team assigned a Fully Compliant (FC) grade
to 23 out of the 29 addressees and a Largely Compliant {LC) grade to the remaining six. In
paricular, the Assessment Team gave due regard ta the information provided by the addressees
on the data review reported under the new FIMEEP framenork.

02 BE BS I CK DE EE IE & EF FR HR M o©r LW LT LU HI WMT WL AT PL PT RJ 31 5K Fl 3E LUK ECH
Cl2| Comem =
o A FEIT

0On an aggregate level, the results were slighthy lower for sub-recommendation C{2}, with 20
addressees being graded as Fully Campliant (F C) and nine as Largely Compliant {LC). However,
gince this sub-recommendation was deemed to have a lowerweight compared to sub-
recommendation C{1), asis also specified in the methodology section, the averall results for
recommendation C were not too dgnificantly affected.

www.parlament.gv.at
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C(3) EBA
Content
Effect on C(1]
Effert on C(2)
Effert on Cl4) LC

In the course of the assessment of sub-recommend ation C(3), the Assessment Team
considered EBA’s deliverables (EBA’s Implementing Technical Standards (ITS) on Asset
Encumbrance’). The Assessrment Tearmn concluded that the ITS corresponded to 3 great extent
with the objectives of the sub-recommendation, with only same areas still requiring further
impravement. As a result, the EBA's implementation of subrrecommendation Cl3)vwas araded as
Largely Compliant {LC).

c4) EBA
Cld] Content
Cld] Status LC

Finally, the level of compliance with sub-recommendation C{4) was deemed largely
satisfactory. Overall, anly minor shontcomings, namely, the lack of clear definitions ofthe
"encumbrance ratio” and "unencumbered bat encumberahle assets” prevented the Assessment
Teamfram giving the EBA a Fully Compliant (FCh grade.

Therefore, the EBA’s overall level of compliance with recommendation C was Largely
Compliant (LC).

44 Level of implementation of Recommendation D on the market
transparency on asset encumbrance

The Assessment Team considered the 2014 EBA’s G uidelines on disclosure of encumbered
and unencumbered assets (also as updated in 2016) to be Fully Compliant (FC) with
recommendation D.

D(1), D2}, D(3) EBA
Content
AppropHateness

Minor discrepancies hetween the EBA Guidelines and the Recommen dation were identified
by the Assessment Team However, these were not deemed to be material and therefore did not
affect assigned to the EBA. The disclosure templates developed through the Guidelines contain
information on encumbered and unencumbered assets by asset type, collateral received by
institution by asset type, carnving amount of financial liahilities associated with encumbered
assetsfcollateral received, as well as narrative irforrmation relating to the impact of institdtions'
husiness models an their level of encumbrance and the impartance of encumbrance in their funding
models,

r

EB Adfinal draft imple me rting technical standards of 24 July 2014 on asset encumbrance reporting under Aticle 100 ofthe
Capital Requirements Regulat on (CRR).
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4.5 Level of implementation of Recommendation E on the covered bonds and
other instruments that generate encumbrance

Owerall, the Assessment Team observed sighificant progress in the harmonisation of
coverad hond frameworks, significantly supported by the work of the EBA.

E({) |BEBG €Z DK DE EE IE GRES FR HR IT €¥ LW LT LU HUMT NL AT PL PT RO 5| 5K FI SE LK
Cantent L
Status 13 [T

The broad wording of sub-recommendation E{1} did not allow for a strict review of
compliance and the level of implementation of the different NC A s was therefore graded via
proxies. As a result, the Assessment Team found that only ane-third of addressees took clear
action to identify best practices and foster harmonisation at the national level. A further nine
addressees, atthe time of the assessment, already had in place a harmonised national framework
for cavered bonds, including best practices, which mostly ar completely met the reguirements of the
sub-recommendation. Iningances where the reguirements of the sub-recammendation had been
satisfied by past or recent actions, addressees were graded as Fully (FC) ar Largel Compliant
(LC) depending an the extert to which they had identified best practices and fostered
harmonisation.

The majority of the addressees argued that they preferred a harmonised approach at the
European level to unilateral national action, thus involving representatives from different
Member States at the level of the EBA in accordance with sub-recommendation E{2). These
addressees were, Tar the mast part, actively invalved in identifying best practices in coardination
with the EBA and planned to re-evaluate the implementation of best practices and the
harmonisation oftheir national laws based on the findings of the 2014 EBA report on EU covered
hond framewnarks and capital treatment (hereinafter the "EBA report™. Since the EBA report only
hecame availakle shortly before the deadline for reporting on the implermentation of sub-
recarmmendation E(1), the addressees indicated that they could not conclude the full
implermentation in time. Inthese cases, where the addressees were duly justified, they were graded
asInaction Sufficiently Explained (SE).

Overall, 15 addressees were graded as Fully Compliant (FC), four as Largely Compliant (LC),
anil the remaining nine were assessed as Inaction Sufficienthy Explained {SE). In the
assessment, particular importance was given 1o identifying practices in either an existing covered
hond framewark, in another financial market or in the EBA report. [n addition, the Assessment
Team considered harmonisation to have heen fostered alsa where an existing framework had
implemented such practices, YWhile more than two-thirds of addressees had either identified best
practices ar already had inplace a harmonised framewark, several addressees had not taken any
clear action, thus calling far the estahblishment of a hammonised EU framewark,

Ei2) EBA
El2) Content
E(2] Status

The EBA repont addresses in detail sub-recommendation E{2). The report provides a
camprehensive overview of the EU national covered bond framewarks and identifies key features
and practices defining & prudentially-sound covered hond market. In particular, the report outlines
the principles of best practicesin respect of the quality of caver pools, the segregation of cover
pools, the insalkvency remoteness of covered hands, the asset and liahility risks (affecting cover
pools) and the disclosure of the compaosition of cover pools. For these reasons, the EBA was
assessed as Fully Compliant (F C) with sub-rec ommendation E(Z).
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Ei3) EBA
E(3] Centent
E(3] Status

In compliance with sub-recommendation E{3), the EBA had conducted a comprehensive
analysis, assessing main market trends and latest regulatory developments since the 2014
EBA& report. This analysis also included an assessment of the legal and regulatory covered bond
frameworks in individual Member States, and in particular of the level of implementation of the 2014
EBA hest practices under national framewarks. Based on this analysis, the EBA caoncluded that
further legislative actions could he needed in the future. Consequently, the December 2016 EBA
Repart on Covered Bonds specifies additional recommendations far further harmonisation across
covered bond frameworks in the ELL Given the granularity of the EBA monitaring in this field, which
warranted specific actions to he taken in the context of the revision of the current framework on
covered bands, the Assessment Teamn considered the EBA as Fully Carmpliant (F C) with sub-
recammendation E{3).

Eid) EBA
El4] Centent
El4) Status

The annual EBA Report on Asset Encumbrance illustrates the main sources of asset
encumbrance across the EU, as required under recommendation E{4). Atthe same time, the
repart does not conclude, at this gage, that hest practices are also required for repos or derivatives
fwhich are amang the main sources of encumbrance). Furthermore, the EBA did not see the need
for developing hest practices for OTC derivatives sinc e these fall within the scope of the European
M arket Infrastructure Regulation (EMIR) and are therefore regulated at Linion level Asfor repo
transactions, the EBA is awaiting the outcome ofthe ongoing processes at the FEB and the EU
levels before taking any further actions. Consequently, the inaction of the EBA was deemed to be
Sufficienth Explained (SE).

The resulting overall grade for the EBA under recommendation E is therefore F ully
Compliant (FC).
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Section 5
Main findings of the Assessment Teams

As mentioned in the previous sections, overall, the assessment revealed a high degree of
campliance amaong the addressees with Recommendation ESRBI201 202, Mevertheless, the
Assessment Team identified some other unresobved issues related to the Recommendation albeit
not entirely within its scope.

51 Addressees’ interpretation of the Recommend ation

In the course of its work, the Assessment Team responsible for the parts of the
Recommendation dedicated to funding plans {i.e. sub-recommendations A1), A{2) and A{3))
noticed the ahsence of some clear and uniform definitions. This did not directly affectthe
speciic assessment process or grade of amy given addressee, but was rather seen as a source of
ambiguity far the entire group.

There are no clear or uniform definiions of either (i) innovative/deposit-like instruments or
{il} public funding. The ambiguity arose fromthe uncertainty as to whether definitions included in
the EBA template were prescriptive ar indicative. As a result, the addressees' analysis diverged on
the instruments taken into consideration and therefare amy uniform conclusions drawn could be
misleading.

The Assessment Team observed a varation in addressee interpretation of the terms. In
padicular, it was unclear whether deposi-ike instruments include "only" non-vanilla products ar
"als0" typical products for institutional investars which are now also sold to conservative retail
custarmerswho may not be aware aftheir risk profile. Atthe same time, sources of public funding
might include onby central bank funds ar also deposits from Treasury cash management, depending
on the addressee's intemretation.

Different interpretations of the definition could lead to different results. The MNCAS which
primarily focused on the instructions provided read the definitions as prescriptie (sufficiently clear
and dogmaticd, which results in a narrow interpretation of the twa defintions. By contrast, those
MCAs which interpreted the definitions in the spirit of ESRB recommendations regarded them as
Incdicative, resulting in awider interpretation of the two concepts in gquestion.

The lack of homogeneous statistics presented another element of ambiguity. The feasibility of
making comparisons across countries was constrained by the low number of NCAswhich provided
nuantitative data to support the 0w relevance of deposit-like instrurments.

Further, the absence of a commonly agreed threshold set prior to the exercise showed
different understandings on what is considered an “excessive” reliance on public funding.
This is illustrated in the takle below that shows that similar results around 1%) are qualified as
relevant by same MCAS whilst also considered as non-relevant by athers
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* *

Table 17

Addressees’ own assessment of compliance with Recommendation ESRB/201272 on funding
of credit institutions: definitions, monitoring and materiality of funding sources

Copol Hike inanalal

nnove dve Inrtrumsnts Inument Pubil iz funding
onn ongoing “‘T:r"}f‘yt' ongoing ”m‘m! ¥ oun Threiiold 1 ongaing "“f;’:_"mt'
definiion | monitoring Yo tor monitarng 1actor dafiniion rallanc s maonitarng Tactor
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1 No

The @ble shows whether each addresses has its own definition of "Tnnowvative instrument=" and “public funding” (we sino’;

whether it has set a clearthreshald to define ower-reliance on public funding fwesine; whetherit performs an ongoing
monitonng exencize onthe lewel of innovative instruoments", “dep ogt-ike fnancial instruments" and "public funding *
(washo’); and whether the curent lewel (reported as 3 percentage, or as an abaolute number, or not reported ) of innowati w
instruments, d eposit- like finan dal instruments and public funding is materal (e sino). The data was collected based on the
addressze s’ oWn assessments.
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A further issue was the unclear and incomplete definitions noticed by the Assessment
Teams for recommendations B, C and D.

Given the absence of a clear definition of “unencumbered but encumberahle” asset in the
reporting templates, the reports rely on central bank eligibility as a pro=y for the
marketahility of unencumbered assets. \While this can be considered to be a fair proey Tor
marketahilty under stressed market conditions, t could be too narrow a criterion under normal
conditions. Moreowver, central bank eligikility may differ across jurisdictions. These limitations are
mentioned in the reparts.

Finally, another shortcoming relates to the definition of the main metric in the report, the
asset encumbrance ratio. This definition does not allow for straightforsard comparisans, hecause
it combines different types of accounting values: for example, assets (encumbered as well as
unencumbered) are included in the calc ulations by their carying amounts, while collateral received
{re-encumbered or available for re-encumbrance) is included by its fairvalue. The corbination of
several types of accounting valuesis used to reduce the reparting hurden for the institutions, at the
expense, however, of the sub-recommendation which requires the EBA to "facilitate the monitaring
of asset encumbrance”,

5.2 The ECB as supervis ory authority (ECB Banking Supervision)

For the purpose of this Recommendation, the Assessment Team also assessed the ECB in
its capacity as supervisory authority. Howewver, it should be noted that, atthetime when the
Recommendation was drafted and issued, the ECB Banking Supervision was nat vet established.
In some cases, where NCAswere designated as addressees, this gave riseto issues at the
assessment staoe, as explained belo.

With specific regard to recommendation B, it should be noted that the HCAs responsible for
hanking supervision, at the time of the ECBE Banking Superision’s estahlishment, already
required credit institutions to put in place measures relating to asset encumbrance. The
MCAs had in place national legislations and supervisory acts, aswell as risk management policies
and general monitaring frameworks relating to asset encumbrance as recammended by the ESRB.
A5 aresult, the ECB has heen committed to applying these relevant provisions for asset
encumbrance insafar as the national lawtransposes EU directives. The ECBE consistently applies
the national framewarks already in place, which are deemed sufficient, and ensures compliance
with the relevant pravisions on asset encumbrance. As a result, compliance with recommendation
B fell outside of the scope of its supervisory tasks, leading to the grade of Inaction Sufficiently
Explained (SE).

Once Council Regulation {(EU) Ho 102472013 conferring specific tasks on the European
Central Bank concerning policies relating to the prudential supervision of credit institutions
came into force, the supervisory competencies of the addressees changed significantly.
Thizs also affected the responsbiities for compliance with subrrecommendations G0 and G5,
therefore, the Assessment Team took note of the changes that had occurred inthe interval. In
particular, the follawing compliance criterion, set aut in the Annex of the Recommendation, was
considered: "the manitoring and assessment referred to in recommendation C{1) refers, asa
rminimum, to each jurisdiction's largest institutions, in terms of volume of assets, and amounts to at
least ¥8% of the banking system's total consolidated assets”. The Assessment Team
acknowledned that the 75% compliance criterion did not apply to sub-recommendation 2. For
some addressees, the responsibility for banking supervision had indeed been transferred to the
ECB Banking Supervision for maore than ¥5% of their hanking systerm's total assets. More
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specifically, the following intemretation was endarsed, which hetter reflects the newy institutional
ernvironment: at least T5% of each country's banking systerm's total assets should be maonitored by
the relevant authority {the ECB, orthe ECB + the NCA). For macroprudential purposes, the
analysis of risks under sub-recommendation C(2) should be country-based and conducted by the
MCAS, in addition to the ECB Banking Superision's respansibility to carry out the same analysis at
the euro area level. This interpretation ensures: (i) that each jurisdiction's largest institutions are
covered by the supervisoris) in terms of data; and (i) that a proper analvsis of risks is conducted at
the national level Thisis in line with the need to strengthen the assessment of financial stahility
risks and to inform national macroprudential authorities of the asset encumbrance trends inthe
hanking system. This approach has heen consistently taken in both the interim and final
assessments and, as a result, there was no fundamental difference in the substance ofthe
reSpOnSes.

0On a more general note, the information provided by the NC As participating in the S5k was
highly heterogeneous. This was due to the lack of clear guidance in the Recommendation itzelf
astothe separation of tasks hetween the ECB and the MCAS. Asa result, some MCAS did not
provide information or provided very limited information on their data analysis. Onthe other hand,
some MCAs provided a great deal of information; however this only covered the less significant
institutions or all of the institutions estahlished in these Member States. There were also cases
where the information provided by the addressees only referred to the period priarto 4 Movember
2014 when the ECB assumed responsibility for the supervision of significant institutions.

Finally, the ECB was not assessed under sub-recommendation E{1). Inthe EU, covered bands
frameworks remain structured along national lines since the covered hond frameworks governing
the issuance of c avered bonds are defined under national law. As a consequence, the ECB as
superisor is only responsible for overseeing compliance with the requirements applicable to
covered bonds inwhich the entities under its direct supervision retain arinvest in {see also the ECB
contribution to the European Commission's public consultation on covered bonds®. The
supervision of cavered bond issuers is conducted by the BCAS. On a general nate, the ECB was
notinvalved in the assessment conducted by the EBA in the fallowwup to the 2014 report on hest
practices.

53 Assessing the level of asset encumbrance: pre and p ost-harmonisation

With regard to asset encumbrance, the main data source was the hammonised superisory
reporting on liguidity (LCR and NSFR) and asset encumbrance. Before harmaonised
supervisory reparting came into force, data sources were highly heterogeneaus and far mary
respondents asset encumbrance was not subject to any specific data collection exercise. Asto the
data analysis performed onthe hasis of available data, three different situations could be
distinguished. In the first group of Mermber States, the asset encumbrance level was very ow
overall, particularly as a result of rather traditional banking activities which do nat entail a very high
level of encumbrance. In these cases, the level of encumbrance was maonitared less frequently. In
the second group of Member States, the asset encumbrance level was significant but rather
heterogeneous acmoss hanks; these countries generally had the most elabaorated monitaring and

?  Cowered bonds in the European Union — ECB contribition tothe Buropean Commizsion's public consubtation of 29 anuany

2016, p. 4.
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data analysis systemsin place. Finally, the third group included Member States with a high overall
level of asset encumbrance, mostly as a result of local peculiarities. In particular, the high level of
asset encumbrance might have heen assaciated with specific funding models used by local banks
arwith structural stress in the banking sectarwhere secured whaolesale funding represented the
largest share ofthe tatal funding. Far these countries, asset encumbrance was nat maonitared that
closely given that it was structurally high.

The vast majority of addressees refemed to EU-wide requirements or standards for
monitoring practices. In particular, the addressees toak into account the harmonised Supenisony
Reporing templates on liguidity {LCR and MSFR) and asset encumbrance, as developed by the
EBA under sub-recommendation S and Aricle 86(E) of the CRD, aswell asthe EBA Guidelines
on SREP for ligquidity and capital requirements. Differences arose depending on whether asset
encumbrance was significant in a given Member State and also on the way inwhich the EBS
Guidelines on SREP had been implemented {also depending on the level of details provided by
each addressee).

The assessment revealed a number of areas for improvement in relation tothe EBA’s ITS
and the related templates. The EBA has suonested a measure to calculate the asset
encumbrance level using a combination of several types of accounting valueswhich may make the
manitaring by the EBA less effective. The benefit of the measure isthat t only consists of values
wehich the institutions repart elsewhere. Indeed, the EBA chose this approach in order to reduce the
reporting hurden for institutions and to ensure consistency in the reparing of the individual values
that formthe measure. However, the development of a measure hased on anly one type of
accounting value could improve the templates and allow the institutions to hetter comply with the
ohjectives of the recammendation. The Assessment Team, aware of the difficutty in implementing
such a framewaork, invited the EBA to further anakise the use of different types of accounting values
and to propose harmonised templates in line with the Recommendation and for the purpose of
hetter analysing the bank funding situation.
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Conclusions

The overall results of the compliance assessment of Recommendation ESRB201272 on
funding of credit institutions reveal that a high degree of compliance has heen achieved.
Fourvears after the adoption of this Recommendation, the ESREB is ahle to conclude that the
addressees have taken extensive actions to implement a wide range of proposals, therehy
underpinning the sound and sustainahble funding of credit institutions. A= the main aim of this
Recommendation was to reinforce the monitaring of risks stemming fram recent developments in
hanks' funding sources and structures within the Unian, the results of the assessments show a
clear commitment on the part ofthe HCAsS, EBA and ECH.

A new regulatory framework, with the introduction of the CRR/CRD IV package, significanthy
muodified the rules in force when this Recommend ation was adopted. In particular, Article 100
of the CRR introduced, in linewith Recommendation 20122, reparting requirements for credit
institutions on asset encumbrance. Atthe same time, the EBA was given the task of develop
Implementing Technical Standards (TS}, including guidance on asset encumbrance reparting. The
Commission mplementing Regulation (ELD 201 579" also contributed to enhance and further
clarify the reporing reguiremerts required an a quarterly, semi-annual and annual basis.

These legislative initiatives contributed to the effective implementation of this
Recommendation, notwithstanding the fact that the addressees henefited from the policy
inputs proposed by the ESRB. In this respect, the EBA'SITS on asset encumbrance paved the
weay towards a more transparent and granular representation of encumbered and encumberahle
assets, albeit some resendations regarding the chosen accaounting values could potentially hinder
the effectiveness of this reparting. 1n addition, actions taken to identify hest practices for covered
honds fostered a revision of the pre-existing national framewarks and the adoption of new
practices, where these were not already in place. At the same time, the assessment with regard to
funding plans revealed the need for possible future waork in the area of definitions of depositk-like
instruments and public funding, akeit the efforts made by addressees to achieve a high degree of
compliance were also acknowledged. Ultimately, the shortcomings highlighted should nat be
interpreted as a failure of compliance but rather as a need for further revision and improvement of
the EBA templates.

Originally, the Recommend ation did not consider the ECB (ECB Banking Supervision)
amonyg its addressees. However, the entry into farce of Council Regulation (ELY Mo 102452013,
conferring specific tasks onthe ECH concerning banking supervision, implied a substantial
modification of responsihilties for the implementation of cedain pats of this Recommendation. As
mentioned above, the new responsibilities were seriousky taken into account by the ECA,
whereupon the ECH proactively collaborated in the implementation of those parts of the
Recommendation forwhich its action was required. Hence, the Recommendation was interpreted
g0 astoinclude the ECH amang the addressees, while also considering the allocation of
competencies estahlished under the new framework. As a result, the ECB positively supplemented

Commission Implementing Fegulation (ELY Mo 20 15/79 of 18 December 2014 amending mple me nting Regulation (ELD
Mo 68002014 laying down implementing technical stand ards with regard to sup eriso ny reporting o finstitotions 3cconding to
Regulation (ELD Ho S75/2013 of the Buropean Pardiament and ofthe Council as regards asset encumbrance, single data
point madel and walidation nules. OJ L 14, 21 January 2015
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the supervisory actions taken atthe national level, padicularky when implementing sub-
recommendations C(1) and C(2 on the monitaring of asset encumbranc e

Finally, it can be concluded that the objectives of the ESRB Recommendation have heen
successfully achieved. Athough the heterogeneity of information gathered during the assessment
process does not allow for cross-country comparisons and definitive conclusions, an overall
remarkahle level of compliance with the content of the Recommendation has heen found. In this
respect, the Recommendation largely contributed, without the need for enforcement, towards the
adoption of nesw framewarks, comman maonitaring procedures and hest practices for addressing
risks arising from secured and unsecured funding sources adopted by credit institutions.
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tamewomk, Iy avctierfharchimaketor v the EBS eport/ drat eporh, 3nd bamankation of té vataial
Tamework has the s pBoe.

The watonal framewark on coue Rdbods mpkeme iig the bestpaEctces & kgalky i e,

The Hentication ofbestpactces (Bese conld te based on best praccz £ ide ithled I an exbeting coue red boad
Tamework, b avcther aycBimaketor v the EBA g ports dat kporh k@ue bee s it ed or party mpemesed,
and hame kkraton of the K3H0N3I TEME WO K I 1de Wy Dt comp ke,

The vatowa | Tamenon ob coue kdbods mpkme vtiig the bestpEcces & actyetiegaly I Hck .

Bestpracttz s hame beey paaty Hewthled batife fvoatempt o map tese © e exietog covered bod kgal
rC Tame work har bee s made.

HopE ECA TR Y b pBCcE D hamonkse be stpEClcEs B amerdmelto the 310031 Tram ewon,

WA,

Bestpractbes potidentied and the & & w0 fthe ractions & wisaged.
N piEi Tar mp km e @th.

NS

WA,

Bub-rezommendation E2 )

standards

NS

WA,

WA,

NS

L5

NS

NS,

Sub-recommendation EF )

Etandards

NS

NS

WA,

WA,

WA,

NS

NS

Bub-recommendation Ej4 )

Grada Standards

L5

L5

PC NS,

NS

WA,

WA,

NS

The ahmwe standards have been used to ensure consistent and equal treatment of countries. As a
consequence, implementation standards have not heen developed for subrrecommendations with
onky one addresses. Please note that they merely provide guidance.
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Annex 1l
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Recommendations addressed to the NC As
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[“asn] @ @6 CI Dk DL O I GA Df PR KA IT o L LT L) B MT ML AT A PT R il s N sC

CTH LT T T T I T T - B T IR T P TR - B T R TR TR TR T T TR B R - IR TR I TR TR T

i SR UMM T U LU AL WLEE AW ML CLUAL UMW ME LU L MEE UM LW LWL UM Y LU ML U LU WA LU L M LU LA
Er-ECLTY
spprapar
5m no

Hide B L et T Y L I o O b T e Lt e | VLVt ¥ VI T e VIVt TRV N VLTI i T Y Tt T[T}

O
a7 o

C: P KR IT o L T LU kU MT M AT A PT Rl sk N sC
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Recommendations addressed to the EBA

DGG 1C

www.parlament.gv.at

[Weihr: | e6a | [Weight= | e6A |
Afd) ) 087
Corntent Content 0.20
Effect onAf1)(a) Effect on Ci1) 027 075
Effect on A(L)(b) Effect on C(2) 027
Effect on A[1)c) Effect on Cl4) 027 0.75
Effect on AZ)
Effect on Af3) Ci4) 088
Ci4) Content
C[4) 5tatus
A
Ajd)
C 087
C3) 0.500  D.87
Cl4) 0500 {.BE
| weights | EBA | | weights | EBA |
D{1}, D(2), D{3) 1.00 E2)
Content .50 Cortent
Approprigteness .50 Status
E(3)
D Content
D{1), Di2), 0O(3 Status
Eid)
Cortent
Status 0.50
E 1.00
Ei2) 0.440
Ei3) 0.30
Ej4) 0.30
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Abbreviations

Compliance grades

FC Fuliy Complnt

Lo Large by Complant

o Partialy Compliant

MH Wate rially How-compExt

NC: Nos-complEnt

Other

EBA  Ewmpear Bavkhg Anthorty
ECE  Etmpear Ceniral Bak

ESRE  Ewmpeas Syriem i Rk Boand
FEE Fhaiz 1 Sabliby Board

HCA Hatiowa | Com pe &t vt orites

SE hiacton Stk ty Bl lied S5M  Shgk StpEuEon Meckan Em
IE hacton s ek ity ExpEled
Countries

BE Belghm

B Auigare

cZ Crech Repablic

oK Dewmark

CE Gemany

EE Ermi B

IE Ie Bnd

GR G Rec

EE Spah

FR Frawe

HR Cmata

m ay

oy CypnE

L Latub

LT Lithvar B

Lu Luxembong

HU Huagany

MT Mana

HL Hethe lands
AT aatra

PL Pobwd

FT Portvgal
RO Romasl

3l Shue
3k SFkuakd

Fl Flvand

5E =Y

Uk Unted Klvgdom

*x%* & | ESRE
: Surnmary Compliznoce Report
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