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'Results of the ECB’s Comprehensive
Assessment and lessons learned




| .
The results of the Comprehensive Assessment were
published on 26 October 2014

L0

Conducted on 130 largest banks in the Eurozone, consisting of an Asset Quality Review (AQR) and a
Stress Test. A further 20 non-Eurozone banks were subject to the stress test only

11 banks failed and need to raise €7bn additional capital

Another 14 banks “technically” failed but do not have to raise additional capital due to restructuring
efforts (2 banks) and sufficient capital raised since Jan 2014 (12 banks)

€40bn net capital raised during the period Jan — Sept 2014 due to capital actions undertaken by
participating banks

AQR resulted in aggregate adjustments of €48bn to participating banks' asset carrying values as of 31
December 2013;

O/

% Adjustmentsin accrual accounted assets, particularly to specific provisions on non-retail
exposures

% Non-performing exposure (NPE) stocks were increased by an aggregate €136bn

Aggregate capital impact of €263bn under the adverse scenario of the stress test

ECB's comprehensive assessment and SSM 11 November 2014
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Overall timeline of the Comprehensive Assessment
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RAS: Risk Assessment

>

QR: Asset Quality Review: Prudential exercise, Point-in-time assessment (31 Dec 2013), EBA definition of Non Performing Exposures and Forborn Loans
Stress Test: CET 1 minimum target of 5.5% after the adverse scenarioand 8% for the baseline scenario

ECB's comprehensive assessment and SSM
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The CA provided more transparency on the quality of the
banks, but there were some limitations

v Enhanced transparency of banks’ asset quality

across the Eurozone and basis for harmonisation of
bank supervision

Established AQR as the basis for a more consistent
view of non-performing exposures and
significant increase in NPE

More credible than previous stress test with a
more severe scenario and strong central quality
control resulting in a significantly higher impact

Enhanced insight for bank supervisorsin
portfolio-specific characteristics due to thorough
assessment of loan classifications and provisions

The exercise identified a number of data quality
issues, which should incentivise banks to
improve their data management capabilities

X

Only a test of solvency, no review of the viability
of the business models of banks

CA provides no guarantee for the performance
of the banking sector going forwards, as some
risks were not stress-tested (e.g. liquidity, strategic
and non-financial)

Impact on bank capital was lower than expected by
some market participants and only the banks that
failed can be forced to increase their capital

Results depend on the specific methodology
determined for the AQR, on national regulation (e.g.
treatment of tax credits) and by the assumptions in
the stress test

Source: Strategy& analysis: The ECB’s Comprehensive Assessment; What can we learn from the results
ECB's comprehensive assessment and SSM
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'SSM- the future supervisory landscape
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Distribution of supervisory tasks

ESFS

Microprudential supervision

Im plementation Macro-prudential supervision
Single Rule Book by the ECBand NCA’s

Single Supervisory Mechanism (SSM) (e.g.draft ITS/RTS)

direct indirect

Significant Banks Less-Significant Others*** EBA**
(SBs) Banks (LSBs) European Banking Authority

Direct
EIOPA ESRB

European Insurance & Occupational European Systemic Risk Board
Pensions Authority

National supervision

Support the ECB with oversight of national SBs in the context of SSM
Direct supervision of national LSBs and other institutions in

com pliance with ECB guidelines ESMA
Other primary responsibilities for all institutions (e.g. money

laundering) European Securities and Markets Authority

* ECBSupervisory Board: EBA observesifinvited

** EBA Board of Supervisors: ECBobserves
*** Forexample, smaller subsidiariesof directly supervised Significant Banks (by size and riskprofile) may in practice be supervised by NCAs

11 November 2014
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Planned organisation of SSM

ECB will be
accountable to both

ECB Governing Council

the European
Parliament & the EU
Council

SSM Supervisory Board
Chair: Daniele Nouy

Vice-Chair: Sabine Lautenschlager

Secretariatofthe SSM —|

DG I. Microprudential DG II. Microprudential
Supervision Supervision
Lead: Stefan Walter Lead: Ramén Quintana

DG III. Microprudential
Supervision
Lead: Jukka Vesala
Indirect Supervision of all
otherbanksin participating
30 banks (incl. subs.) >90 banks (incl. subs.) COUNIHIES
) ) Oversight & NCA Relations

7 divisions | | 8 divisions + 18sections | Institutional & Sectoral

DG IV. Microprudential
Supervision
Lead: KorbinianIbel

Quality Assurance
Policies

Methodology & Standards
Authorisation

SSM Risk Analysis

Direct Supervision of Direct Supervision of
significant bankinginstitutions significant bankinginstitutions

Oversight Enforcement & Sanctions
Analysis & Methodological Crisis Management
Support Planning & Coordination of
SEP
[ Centralised On-Site
Country desks | Inspections

Internal Models

| | |
~ 400 FTEs ~ 85 FTEs ~ 250 FTEs
ECB's comprehensive assessment and SSM 11 November 2014
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Composition and tasks of the Joint Supervisory Team

« Joint Supervisory Team (JST-) coordinator fully empowered with clear lines of accountability.
* Strong ECB/NCA teamsintegrated by major risks across groups.
»  JST-coordinator and Local Sub Coordinators into core JST structure.

«  Local Sub Coordinators manage JST locally and operationally under responsibility of ECB.

JST Coordinator

Y ¢

¢

ECB ECB Risk ECB ECB
Governance Coordinator Capital Liquidity
coordinator MR, CR OR Coordinator Coordinator
ECB
NCA — $ $ $ $
T eams
NCA . NCA
Governance . DYCEL R Liquidity
Risk Team Team
Team Team
members members
members members

Local Supervisory coordinators

ECB's comprehensive assessment and SSM 11 November 2014
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| Which banks are directly supervised by the ECB/SSM?

criteria:

_ ,@ Balance sheet total > €30 bn.

Balance sheet total > 20% of member

Supervisory jurisdiction of ECB / SSM ) o
According to significance

|
|
I Significant ,
: I Banks(120) state’s GDP
|
v -
' Significance of cross-border activities
|
Classification | . . .
a;; E((:;alt;l M Requested/received public financial
‘ @ assistance (EFSF / ESM)
Less —Significant If one of 3 most significant banks in
Banks (~6.000) Country
(| SSM counties

The list of Significant Banks (SBs) and Less-Significant Banks (LSBs (specifying responsible NCAs) published on 4 Sept
L If SBs does not meet significance criteria in 3 consecutive calendar years - direct supervision handed to responsible NCA
L If LSBs meets any of the significance criteria - direct supervision by SSM

ECB's comprehensive assessment and SSM 11 November 2014
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Powers of SSM in supervision of Significant Banks

ECB

Continuous
supervision

Direct supervision

I1. Stress Testing

I. Continuous supervision I1I. Measures article 16

Significant
Banks

+ Monitoring of compliance with capital requirements, large exposures, liquidity, leverage, disclosure and reporting
obligations

 Monitoring of compliance with risk management process requirements, remuneration scheme, governance, etc.

m « Conduct stress test(s)in collaboration with EBA

Measures under 1. Higher capital requirements 7. Limitation of variable remuneration
211{1"tlclle 16 sl 2. Adjustment of procedures, regulation, mechanisms 8. Use of net profit to strengthen equity capital
cguiation and strategies

9. Prohibition/limitation of profit distributions

3. Establishplans to comply with requirements 10. Specialliquidity requirementsincluding

4. Specific provisioning policy or treatment of assets restriction of maturity transformation

Limitation or disposal of business 11. Submission of supplementary information

areas/activities/network of institutions .
/ / 12. Dismissal of members of management board

6. Riskreduction

ECB's comprehensive assessment and SSM 11 November 2014
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SSMs Supervisory Review and Evaluation Process (SREP)

There is a paradigm shift in the supervision of banks; from a static analysis of
risks to a dynamic assessment of risks and their impact on solvency

1. Risk Assessment Key objectives of SREP:
System (RAS)

« toprovide a coherent assessment of the risk
profile of an institution

* todesign the supervision plan and

« if, necessary, to propose corrective measures...

2. Quantification of capital
and liquidity buffers

ECB's comprehensive assessment and SSM 11 November 2014
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Expected short term supervisory priorities of the ECB

2013-2014 Q4-Q1 2015

Comprehensive
Assessment

Build
organisation and Implement
staffing outcomes of
Comprehensive
Design Assessment

supervisory
methodology

ECB's comprehensive assessment and SSM
PwC

Q1 - End 2015

Execute

supervisory
plan 2015

Supervisory plan 2015
Execute RAS-2015
Execute SREP 2015
Capital planning and top-down stress testing
Funding profiles and liquidity stress testing
Supervision reporting broadened and deepened
Revalidation of internal models for RWA calculations

Remediation of AQR lessons learned wrt data quality
and availability

Data quality and IT/reporting capabilities
Risk strategy (risk appetite framework)

Governance structure

11 November 2014
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' General principles for the functioning of the SSM

Accordingtothe SSM Manual:

| » Use of best practices

I » Integrity and decentralisation

I * Homogeneity within the SSM
» Consistency within the single market

. Soﬁ » Independence and accountability

ok
5\)?6 \)‘b.\ « Arisk-based approach
— A
L & * Proportionality

B » Adequate level of supervisory activity for all
institutions

Contains 1200 pages
» Effective and timely corrective measures

+ Guide published
with 47 pages

ECB's comprehensive assessment and SSM 11 November 2014
PwC 14



| Achieving SSM readiness

Implement CA outcomes (capital/provisioning)

ECB's comprehensive assessment and SSM 11 November 2014
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Thank you

Burkhard Eckes

Partner, Banking & Capital Markets Leader, Germany
REcCE Banking & Regulatory Leader

direct: +49 30 2636-2222
mobile: +49 1707 862674
burkhard.eckes@de.pwc.com
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