. : Council of the

Rl European Union
Brussels, 20 March 2017
(OR. en)
7475/17
ADD 1
EF 54
ECOFIN 221
COVER NOTE
From: Secretary-General of the European Commission,
signed by Mr Jordi AYET PUIGARNAU, Director
date of receipt: 17 March 2017
To: Mr Jeppe TRANHOLM-MIKKELSEN, Secretary-General of the Council of
the European Union
Subiject: Summary Compliance Report - ESRB Recommendation on funding of

credit institutions (ESRB/2012/2)

Delegations will find attached document Delegations will find attached the Summary Compliance

Report - ESRB Recommendation on funding of credit institutions (ESRB/2012/2).

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



Summary Compliance
Report
March 2017

ESRB Recommendation on funding
of credit institutions ESRB/2012/2

,*** | ESRB
= * | European Systemic Risk Board
* ok Eurcpean System of Financlal Supendsian

7475/17 ADD 1

MI/mmf 1
DGG 1C EN



*
Ly

*

kR

+#r
***
b
*

Contents

Introduction
Section 1 Objectives of the ESRB Recommendation

Section 2 Method olo oy

21 Grading methodalogy
22 Weights

Section 3 Colour-shaded table: overall grades

Section 4 Level of implementation

41 Level of implementation of Recommendation A on the manitoring and
assessment of funding risks and funding risk management by supervisars

42 Level of implementation of Recommendation B on the risk management of
asset encumbrance by institutions

43 Level of implamentation of Recommendation C on the manitoring of asset
BncUmiarance by superisors

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

14 Level of implementation of Recommendation E on the covered bonds and
other instruments that generate encumbrance

Section 5 Main findings of the Assessment Teams
a1 Addressees’ interpretation ofthe Recommendation
5.2 The ECB assupervisary authority (ECB Banking Supervision)

5.3 Asgsessing the level of asset encumbrance: pre and pog-harmonisation
Conclusions

Annex | List of participants

Annex |l Implementation standards

Annex Il Tables of calculation

Abbreviations

Imprint and acknowlegements

Surmary Complisnce Report March 2017

Contents

11

12

13

14

15

16

17

19
19
21
22

24

26

27

37

39

40

7475/17 ADD 1

MI/mmf
DGG 1C

EN



Introduction

The European Systemic Risk Board’s (ESRB) Recommendations have no legally hinding
powers but are subject to an “act or explain” regime in accordance wath Article 17 of ESRB
Regulation ! This reans that the addressees of the recommendations are under an ohlination to
communicate to the ESRB and EU Council the actions they have taken to comply with a
recommendation orto provide adequate justification in the case of inaction.

This report provides an assessment of the implementation of the ESRB Recommendation on
funding of credit institutions (ESRB201 2232 (hereinafter the “Recommendation™. It is the
sixth summary compliance report on an 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. Recommendation 201202 was amended several times” to ensure the
effective implemantation by

Figure 1 the addressees. In this
Addressees’ compliance with Recommendation ESRB/2012/2  "@spect, it must be noted
onh funding of credit institutions that the utimate scope of

this assessment was 1o
foster concrete regulatony
and supervisory actions
and to harmanize the
manitaring of funding rizks.
A cantinuous dialogue with
the addressees, also prior
to the assessment, was
essential for achieving this
result. The different
deadlines for the
addressees to provide
infarmation on the level of
implementation of the
various parts of the
Recammendation ranged

from June 2014 to
The Tlgl B dboue £hows tie DUEEIIWI'HDIEIIGE gmde Treach addresree bared o tie rekuant September 201 E ThE -",-agt
mber Sk .
The EBS 3nd the ECA Banking Stpembeion 3 excided mom i I raton.

Fegulation (ELN No 10922010 0 fthe European Padiament and ofthe Council of 24 Howvember 2010 on Buropean Union
macra-prud ertial oversight of the finandal system and e stablizhing a Buropean Systemic Risk Board. OJ L 331,
15.12.2010,p. 1.

Fecommendation ofthe Buropean Systemic Risk Board of 20 December 2012 on funding of credit institution =
(ESRBZO1ZEY OJ C 119, 2542012, p. 1.

Recommendation ofthe Buropean Systemic Risk Board of 21 March 2016 amending Recommend ation ESRBZ01242 an
funding of credit institstions (Recommendation ESRBA2016/2% and Decision ofthe European Systemic Risk Board of

16 September 2014 on the estension of certain deadlines set by Recomme ndation ESRBA201242 on funding of credit
instittions (Decision ES RB 20 1454).
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majarity of addressees managed to implement the Recommendation by the relevant deadlines or
through adjustments performed during the assessment phase. Indeed, while most of the
infarmation was provided by each deadline, using the relevant templates filled-in and submitted by
the addressees, additional information was also obtained throughout the entire assessment
process via hilateral contact between 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 addressees were graded Fully (FC) aor Largel Compliant (L) with
the Recommendatian, a5 shown 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 wasthe
establishment of the Single Supervisary Mechanism (5503, which took place during the
aszessment phase and which could not be fully foreseen at the time that the Recommendation was
drafted. This report also pravides a basgis for the analyses and discussions of the issues identified,

This report presents: (i) the objectives ofthe ESRB Recammendation; (i the methodalagy used
by the Assessment Teams; (i colour-shaded tables showing the results of each addressee for
each recommendation; () a summary of the level of implementation far each sukr
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 been significanthy affected by the
financial crisis. Credit and interbank markets have remained impaired as a result ofthe strong
links between credit institutions and sovereign deht, aswell asthe unc ertainties over asset gquality
and the sustainability of same 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 ESREB issued the Recommendation on funding of credit
institutions (ESRB2012/2). This Recommendation seeks to improve funding conditions and
restore the resilience of credit instititions and confidence in them. The addressees of the
Recommendation are the superdisany autharities, authorities with & macroprudential mandate and
the European Banking A utharity (EBA).

Recommendation A addresses theneed for an effective supervisory framework for
monitoring and assessing funding risks, Sub-recommendations AT, A and A G are
addressed to the Mational Caompetent Authorities (NCAS). Under sub-recommendation AL,
supervisory authorities are recommended to intensify their assessments of the funding and liguidity
risks incurred by credit institutions, aswel astheir funding risk management. Sub-recammendation
A2 focuses an the monitoring of credit institutions' puklic funding and the assessment of funding
plans' viahility based on puhblic sour es, while sub-recommendation AC3) addresses the anakysis of
the macroeconomic impact of credt insttutions' funding plans, which regquires supervisony
autharities and macropruderntial autharities to assess the effects of funding plans on the Tlow of
credit to the real economy. Subrrecommendations A4 and A0 are addressed to the EBA. Sub-
recommendation A{d) recommends to the EBA to develop guidelines on harmonised termplates and
definitions, with the purpose of facilitating the establishment of harmanised framewarks in all
Memher States aswell as at Union level. Sub-recommendation A0) recommends to the EBA 1o
coordinate the assessment of funding plans at Union level. However, it should be noted that the
aszsessment for this part of the Recommendation will be conducted only after the publication of this
repart.

Recommendation B concerns the risk management of asset encumbrance by credit
institutions. In light of this, supervisory adthorities were recommended to require institutions to put
in place risk management palicies targeting asset encumbrance issues under sub-recammendation
B{1}. Futhermmore, under sub-recammendations B(2 and B{3) respectively, supervisory authorities
were also recommended to require ingitutions to put in place contingency plans for asset
encumbrance resufting from stress events, and to require institutions to put in place general
monitoring 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-
recommendations G and C{& recommend to supervisory authorities to closely monitor the level,
evolution and types of asset encumbrance as part of their supervisory process and to monitor and
As5ess risks associated with collateral management and asset encumbrance, as part of the
Supervisory Review and Evaluation Process (SREP). This assessment should take into account
other risks, such as credit and funding risks, aswell as mitigating factors, such as capital and
ligquidity buffers. Sub-recommendations C{3) and C{4) are addressed to the EBA, which is
recamimended to issue guidelings on harmaonised templates and definitions that would facilitate the

* Wk ESRB
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monitoring of asset encurmbrance aswel as closely monitor the level, evolution and types of asset
encumbrance and unencumbered but encumberable assets at Union level.

Recommendation D regquires the EBA to establish a market standard in tennms of
transparency and asset encumbrance. The aim of recommendation D is to address information
asymmetry issues by establishing standard market practice for disclosing information an asset
encumbrance in a clear, transparent and comparable way. [n arder to achieve harmanisation, the
EBA was required to establish standard requirements to be implemented by all supervisory

authorities.

Recommendation E atdresses the need for high quality standards and hammonised rules
with regard to covered honds. |0 arder to achieve this goal, the national supervisory authorities
are recommended, under sub-recammendation E(1), to identify hest practices regarding covered
honds and to encourage harmonisation of their national frarmewaorks. Sub-recommendations EC2
and E{# of the Recommendation recommend to the EBA to coordinate actionstaken by national
supervisory authorities and toissue guidelines ar recomimendations endorsing best practices,
where deemed approphate. In addition, sub-recommendation E{4) assignsto the EBA the role of
assessing whether there are other instruments that generate encumbrance and that would henefit
from the idertification of best practices developed under sub-recommendation E{3).

ESRB
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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 ESREB Handhook).

In order to assess the addressees’ implementation of the Recommend ation, three
assessment teams were established by the A dvisory Technical Commnittee (hereinafter the
“Assessment Teams”). The Assessmernt Teamswere formed to correspond to the different
deadlines and topics of the various recommendations. More specifically, the three Assesament
Teams dealt with funding plans {recommendation A), asset encurmbrance {recommendations B, C,
[y, and covered bonds (recammendation E), respectively. Mone of the team mermbers was directhy
invalied in arading the performance of the addressees of their own country of arigin.

The Assessment Teams carried out their work from January 2015 to December 2016. In order
ta reflect the granularity of the sub-rec ommendations, the Assessment Teams agreed to adopt the
detailed compliance criteria liged inthe 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
Secretariat {i.e. responses to a set questionnaire covering each recommendation). The
assessment of compliance was therefore inttially hased on data provided by the addressees.
However, in most cases, the Assessment Teams also requested additional infarmation through
further communication and hilateral caorrespondence with the addressees.

For quality assurance purposes, a twofold approach was followed dunng the assessment.
Each Assessment Team was divided into two groups, with the first group conducting its analy sis of
implementation on a horizontal basis {.e. focusing on the assessment of the whole
recommendation for certain addressees), and the second group following a verical approach

{i.e. focusing on the assessment of a single sub-recommendation far all addressess).
Subsequently, the results of both groups were cross-checked inorder to prepare the final version of
each report. The principle of propaortionality was duly taken into account throoghoot the process.

241 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 overall
compliance grade and to allow far a high level of abjectivity throughout the assessment process. At
the same time, the process =till allows for a highelevel expert judgement which can easily be
identified and revieswed, 50 a5 to understand the rationale behind cettain overall grades.

Step | - When assessing compliance at the most granular level of each sub-recommendation, all
assessment criteria are graded as levels of action (FC, LC, PC, MM, MC) ar inaction (SE, IE).

Step Il - Each compliance grade is then converted into a numerical grade (see the table below) in
arder to be weighted and agaregated.

* Wk ESRB
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Complianes grads tumearzal grada

Action

Step Wl - The grades for the single sub-recommendations are calculated as the weighted averange
of the numerical grades assigned in Steps | and [ and in accordance with the weighting schemes
agreed by each Assessment Team.

Step IV - Once 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 VW - The final (overall) complianc e grade is determined using the conversion table below:
Compllance grade mMumsrcal grads
0a-1

oss0a
Oaaes

Oasa.4
H1.15

Grades and results are shown inthe colour-shaded tahles included in Annex 1.
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Principle of proportionality

In line with EU legislation, the ESRB Hand bhook recognises the prominent relevance of the
principle of proportionality. |0 fact, it explains that an assessment takes account of the specificity
of the risk targeted when assessing the adequacy of the national framewaork and the
implementation of an ESRAB recommendation.

In conjunction with the aim of achieving proportionality, the Assessment Teamn also took
into account the lega powers of the addressees and the intensity of the nisks targeted by
the Recommendation. In this respect, the Assessment Team considered the nesy legal framework
imposed an the countries paticipating in the Single Supervisory Mechanism (S2M), which, when
the ESRB adopted itz Recammendation, 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 heen developed when the Recommendation was
issued butwere only communicated at the bheginning of this assessment in the context of the final
reporting obligation. This assesament takes into account the absence of this information and draws
some conclusions on the basis 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 crtera, sub-recommendation and recommendation. This ensured a high
lewel of transparency and ohjectivity throughout the entire assessment process. With regard to the
recommendations addressed to the MNCAs, the Assessment Teams assigned a prominent weight to
recammendation A, while recommendation E was deemed less relevant (see the table helow).

NC:on

Razommendaton gt
A - A1 A2 )and AF) 040"

E 025
C- i 1]and (2] 023
E-E1] o.10*

The relevance of the four recomimendations addressed to the EBA were instead deermed maore

homogeneous, with only a small predominance of recommendations O 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
N.e. 205 = 0400

Fecommendation Eisnot addressed to the ECH. The relative weight is thers fine equally split between
Recommendations B and C ©orthe ECH azsessment.

W ESRE
: - Surmary Complisnce Report March 2017
F gk | Methodelogy g
7475/17 ADD 1 MI/mmf 9

DGG 1C EN



EEL

Rz ommendaton gt
B- A4 020
- 13 1and Cd) 020
o 030
E - E{2) B3 jand 4] 030

The relative weights of each sub-recormmendation are showen below, The specific weights of each
aszessment criteria are included inA nnex 1.

Recommendation A

The Assessment Team decided to assign 3 praminent weight (172 of recommendation A3 to sub-
recarmmendatiaon A1), thus meaning that the grading of subrrecommendation A1) has a strang
influegnce on the overall score of recammendation A.

Recommeandaion walght
a1 ] 050
AZ) o025
] 0as

The Assessment Team did not assign any weights to sub-recammendations Ad) and A(5), since
the latter will be assessed only inthe course of 20017,

Recommendation B

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

Razommendaton gt
E{1] 033
B2) 033
=] 033

Recommendation C

With regard to recommendation C, sub-recommendation C{1) is considerad to play a prominent
rale in ensuring the overall effic acy of the recommendation, leading to a higher assignment of
weight. The lower relevance assigned to sub-recommendation C{Z is justified in view of the fact
that the monitaring of liguidity risk arising from asset encumbrance was already captured through
the SREP. As a consequence, the difference hetween the addressees that were assessed as Fully
Compliant (FCY and those that received a lower grade for the averall grade of recommendation ©
was largely dependent an the degree of compliance with sub-recammendation C1).

I Racommeandaion walght
o o5t
o2) 033

Sub-recommendations C(3) and C(4), addressed to the EBA, were instead deermed to have an
equal weight.

W ESRE
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I Racommeandaion walght

o) oso
o) o=

Recommendation D

Sub-recommendation D01 requires 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. As a result, sub-recammendations D¢1), D02 and D{3) were assessed as one, with the
sole exception of subrrecammendatian DOEYD, 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 E(Z), E(3) and E{4), addressed to the EBA, were deermed to have anequal
weight.

Recommeandaion | “halght
E2) 033
BE) 033
B4] 033
W ESRE
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Section 3
Colour-shaded table: overall grades

Overall grade

Fully Compliant Inaction Sufficienthy E xplained
Largety Compliant naction Insufficiently E xplined
Partially Compliant

Materially Hon-compBant
Hon-complant

W ESRE
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Section 4
Level of implementation

On an aggred 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 MCAs, the results of the assessment show a high degree of complianc e, with 23 addressees
graded as Fully Compliant {F C) and the remaining six addressees regarded as Largely Compliant
(LCY A similar result can he observed for the recommendations addressed to the EBA, wihich was
assessed overall as Fully Compliant (F C.

AT BE BS HR Y & DK EE Fl FR DRE &R MU IE M LW LT LU MY ML PL PT RO 3K 51 E: SE LK ECE

Ei S5E LUK ECE

€Y & DBK EE Fl FR DE &F WU IE M Lv LT LU MT WL PL PFT R 3K 35| ES SE LK ECH
of BE BS HE €Y € DK EE Fl FR DE GE HWJ IE M LV T LU MT NL FJ 5K 5 B SE LK
=
oY BE BS MR €Y & Gk EE Fl FR DBE &R WJ IE M Lv LT LU MT WL PL PT RD 5K 5| E5 SE LK
ren
[ EBA
A
05| Ta b= axmaxzed all=r Lh= =nd g kianch 2017
C
CH|
CH|
u]
u]
E
El2|
El3|
Eld1
EEQ

The aggregated results for each recommendation and sub-recommendation can he found
bhelow, together with a description of the main reasons behind the assignment of the given
grade.
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11 Level of implementation of Recommendation A on the monitoring and
assessment of funding risks and funding risk management by supervisors

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

AlT]
Al1k]1]
LIETTH]
Allle
LIETS
A1k
al1p
A1

BE BS & DK DE EE IE SR ES FE HE IT €7 LW LT LU HU MT WL &X¥ PL PT RO 31 3K FI 3E UK ECH

With regard to sub-recommendation A1), the Assessment Team found that there was a
large degree of compliance for most countries. All addressees have been found Fully (FC) ar
Largely Compliant (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

rranagement.
AR

a2l
alzpiz)
LIEX™

HBE BS5 & DK DE EE IE SR ES FR HR IT €7 LW LT LU HU MT MWL ¥ PFL PT RO 31 5K Fl SE LK ECH

Similary, the Assessment Team 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 an the qualty of the infarmation made available to the Assessment Team. In accaordance
with the implementation standards prepared by the Assessment Team, a specific level of detail was
reguired in the follew-up correspondence with the addressees. This was particularly important
wwhiare the information was not made available in the repoding templates submitted by the
addressees beforehand. The high level of monitaring of credit institutions' public funding and their
wighility was the main reason behind the hioh degree of compliance.

AE) | BE_BE & DOF DE EE_IE &R B FR AR W €7 v T LU AD WT WL AT PL PT RO & Sk A 3E UK _EC
al24n

alan

The assessment of sub-recommendation A(3) required the addressees to evaluate, on an
aggregated basis, the impact of institutions’ funding plans and business strategies on the
flow of credit to the real economy. Two addresseeswere Paially Carmpliant (PCh with this sub-
recommendation, mainly an the basis of an incomplete analysis and lack of complete information
provided to the Assessment Team. Mevertheless, a vast degree of compliance with sub-
recarmimendation A{3) can he ohserved for all other addressees, which were assighed a Fully {FC)
ar Largely Campliant (LC grade. This was as a resuft of the analysis of the macroeconamic impact
of credit institutions' funding plans on the flowe of credit ta the real ecanony conducted by the
addressees,

With regard to the ECB in its capacity as supernvisony authorty (ECB Banking Supervision),
the case was slighthy different. \With regard to the ECB's compliance with sub-recammendation
AL it should be noted that the ECH is entrusted with limited macroprudential tasks, as set out by

W ESRE
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Atticle 5 of Regulation (ELY Mo 1024/2013% In particular, the ECB may apply higher capital
reguirements for capital buffers, including the CCyB (countercyclical capital buffer) rate. Howsevear,
natwithstanding Article 5i9 of this Regulation, the macroprudential analysis required under
recommendation A{3) seems to fall outside ofthe scope of the ECB's competencies. Specific ally,
the assessment cartied ot onan agoregated hasis, ofthe impact of funding plans an the Nowe of
credit to the real economy of each Member State, iz not included among the tasks and tools
mentioned in Article 5(5). As aresult, the inaction of the ECB was deemed Sufficiently Explained
(SE).

Ald) EBA
Content

Effect on All]ia)

Effect on Alllk]

Effert mn A1)

Effect on AlZ]
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 Compliant (F C). This
was mainly possible due to the appropriateness of the Guidelines issued by the EBA on 19 June
2014 (EBASGLI201 4504) and the related Template, which was deemed granular enough to cover
the infarmation necessary to assess the institutions' funding structures. The overall grade for the

EBA under recommendation A could, however, be affected by future changes, ance sub-
recammendation A5 is assessed.

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

Overall, the Assessment Team identified a high degree of compliance with
recommendation B. The vast majarity of addresseeswere assessed as Fully Compliant (FCh,
while only six were considered to be Largel Compliant (LC) and one was given the grade of
Inaction Sufficiently Explained (SE).

Council Regulation (ELY Mo 102452013 of 15 October 2013 confeming specifc @sks on the Boropean Central Bank
conceming polices relating to the prudential supervision of credit instittions. OJ L 227, 29102013, pp. 63-29.
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EE B3 CI OK OF EBE IE G B MT HT 11 OF LW LI LU HJ Ml ML & FL PI M1 351 5K M 3E UK ECE
(=] e = =
| o= |

E1)

Bl Janubaa e

L NERTE T TETT

 .c |
Bl N2may E E

EE IE dm ef MU OHT 11 S LW LI LU HJ NIl ML & FL FI M3 SN

B2 Sh M SE Uk ECE

B2k s
L TE W T IV T Y

ih_H __SE UK ECE

BE) BE B L Ok OF EE O IE T RS M HT 11 %Y LW LI L HJ Ml & PL PI M1 Sl
B{S]iubum e

BE]A mnm wmiEsEns

Ee B3 O Ok O EE 1B GBS MU OHT 11 SF LW LI LJ HJ Wl & FL FImd 351 3K M 3R UK BCE

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, inthese cases, pre-existing regulatory frameworks on liquidity also tackled
issues related to asset encumbrance. The Assessment Team also found that the ahsence of a
regulatory framework which explicitly targeted asset encumbrance issues had a negative impact on
achieving the ohjectives envisaged under recammendation B. Certain downgrades were made to
that effect. Moreover, the Assessment Team found that, in a nurmber of cases, regulatary
frameworks 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.

43 Level of implementation of Recommendation C on the monitoring of asset
encumbrance by supervis ors

Overall, the Assessment Team found a large degree of compliance with sub-
recommendations C{1) and C{2). All of the NCAs ta which these sub-rec ommendations were
addressed were graded as either Fully (FC) or Largely Compliant (LCY, with the justific ation for the
six Largely Compliant (L) grades basad predominantly on the lack of details pravided by the
addressees on their data anaksis.

[=}N] HE BS £r 0K DE EE IE & FE3 FR HR WM Cv Lw LT LU HI WT MWL of FL PT BRI 51 5K Fl 3E UK ECH
clczaen

= T ER I

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

2] HE BS ©Cf 0Kk DE EE IE & ES FR HR M ov Lw LT LU H! WT WL AT FL PT RJ 51 5K Fl SE LUK ECH
Cl2lcoazn =
CR|@atus

On an aggregate level, the results were slighthy lower for sub-recommendation C{2), with 20
addressees heing graded as Fully Compliant (FCh and nine as Largely Compliant (LCY. Howewer,
since this sub-recommendation was deamed to have a lowerweight compared to sub-
recommendation G013, asis also specified in the methodology section, the overall results for
recommendation Cwere not too dgnificantly affected.
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C(3) EBA
Content

Effect on Cl1]

Effert on (2]
Effert on Cld] LC

In the course of the assessment of sub-recommendation C(3), the Assessment Team
considered EBA’s deliverables (EBA’s Implemmenting Technical Standards (ITS) on Asset
Enc:urmrant:eT}. The Assessment Team cancluded that the ITS corresponded to a great extent
with the ohjectives of the sub-recommendation, with only same areas still requiring further
improvement. A5 a result, the EBA's implementation of subrrecommendation CC31vwas araded as
Largely Compliant {LC).

Cid) EBA
Cld4) Coentent
Cl4] Status LC

Finally, the level of compliance with sub-recommendation C{4) was deemed largely
satisfactory. Overall, anly minor shattcamings, namely, the lack of clear definitions ofthe
"encumbrance ratio” and "unencumbered bt encumberable assets” prevented the Aszsessment
Teamfrom giving the EBA a Fully Compliant (FC) grade.

Therefore, the EBA’s overall level of compliance with recommendation C was L argehy
Compliant {LC).

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

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

Di1), D{2), D(3) EBA
Content
Appropriateness

Minor discrepancies between the EBA Guidelines and the Recommendation were identified
by the Assessment Team However, these were not deemed to he material and therefore did not
affect assigned to the EBA. The disclosure templates developed through the Guidelines contain
infarmation on encumbered and unencumbered assets by asset type, collateral received by
ingtitution by asset type, carrying amount of financial liabilities associated with encumbered
assetsicaollateral received, as well as narrative infarmation relating to the impact of institutions'
husiness models on their level of encurmbrance and the importance of encumbrance in their funding
madels.

EB Afinal dratt imple menting technical sandards of 24 July 20 14 on asset encumbrance reporting under Atice 100 o fthe
Capital Requirements Regqulation (CRR).
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4.5 Level of implementation of Recommendation E on the covered honds and
other instruments that generate encumbrance

Owerall, the Assessment Team observed significant progress in the harmonisation of
covered hond framewarks, 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 51 5K FI 5 UK
Cantent Li] Lt e
Status 13 13

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 anly one-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 harmaonised national framesork
for covered bonds, including best practices, which mostly or completely met the requirements of the
sub-recommendation. In ingdanceswhere the requirements of the sub-recammendation had heen
satisfied by past or recent actions, addressees were graded as Fully (FCh ar Largel Compliant
(LCy depending on the extent 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, for the most par, actively imiolved in identifying hest practices in coordination
with the EBA and planned to re-evaluate the implementation of best practices and the
harmonisation of their national laws hased on the findings of the 2014 EBA repart on EL covered
haond framewarks and capital treatment (herginafter the "EBA repart™). Since the EBA report anly
hecame availahle shartly hefore the deadline for reporting on the implementation of sub-
recammendatian E(1), the addressees indicated that they could not conclude the full
implementation in time. Inthese cases, where the addressees were duly justified, they were graded
as Inaction Sufficiently Explained (SE).

Owverall, 15 addressees were gradeil as Fully Compliant {FC), four as Largely Compliant {LC),
and the remaining nine were assessed as Inaction Sufficienthy Explained {SE). In the
assessment, particular importance was given to identifying practices in either an existing covered
hond framework, in another financial market or in the EBA report. In addition, the Assessment
Team considered harmonigation to have been fostered also where an existing framewark had
implemented such practices. While mare than two-thirds of addressees had either identified hest
practices or already had inplace a harmonised framework, several addressees had not taken any
clear action, thus calling for the establishment of @ hammonised EL framewark.

E(2) EBA
E(2] Content
E(2] Status

The EBA report addresses in detail sub-recommendation ECA. The report provides a
comprehensive averview of the EL national covered bond frameworks and identifies key features
and practices defining a prudentialy-=sound covered hond market. In particular, the report outlines
the principles of best practices in respect of the quality of cover poals, the segregation of cover
poals, the insokency remoteness of covered hands, the asset and liahility risks (affecting cover
pools) and the disclosure of the composition of cover pools. For these reasons, the EBA was
assessed as Fully Compliant (F C) with sub-recommendation ECZ).
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E(3) EBA
E(3] Content
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 best practices under national framework s, Based on this analysis, the EBA concluded that
further legislative actions could be needed in the future. Consequently, the December 2016 EBA
Report on Covered Bonds specifies addtional recommendations for further harmonisation across
covered bond framewarks in the ELL Given the granularity ofthe EBA manitaring in this field, which
warranted specific actions to be taken in the context of the revision of the current framework on
covered bonds, the Assessament Team considered the EBA as Fully Compliant (F C) with sub-
recammendation E{3).

E(4) EBA
El4] Content
El4) Status

The annual EBA Report on Asset Encumbrance illustrates the main sources of asset
encumbrance across the EU, as required under recomsmendation E(4). Atthe same time, the
report does not conclude, at this gage, that best practices are also required for repos or derivatives
fwhich are among the main sources of encurmbrance). 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
Market Infrastructure Regulation (EMIR) and are therefore regulated at Union level As for repa
trangactions, the EBA is awaiting the outcome of the ongoing processes at the FSB and the EU
levels hefare taking any further actions. Consequently, the inaction of the EBA was deemed 1o he
Sufficiently Explained (SE).

The resulting overall grade for the EBA under recommendation E is therefore Fully
Compliant {F C).
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Section
Main findings of the Assessment Teams

As mentioned in the previous sections, overall, the assessment revealed a high degree of
compliance among the addressees with Recommendation ESRBI2012r2. Mevertheless, the
Assessment Team identified some other unresoked issues related to the Recommendation albeit
nat entirely within its scope.

5.1 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), A2) and A{3))
noticed the ahsence of some clear and uniform definitions. This did not directly affectthe
specific assessment process or grade of amye given addressee, hut was rather seen as a source of
ambiguity for the entire group.

There are no clear or unifomm definitions of either (i) innovative/deposit-like instruments or
{1} public funding. The ambiguity arose fram the uncetainty as to whether definitions included in
the EBA template were prescriptive or indicative. As a result, the addressees' analysis diverged an
the instrurments taken into consideration and therefore ame uniform conclusions drawn could be
misleading.

The Assessment Team observed avaration in addressee interpretation of the terms. In
particular, it was unclear whether dieposi-fie instruments include "onl"* non-vanilla products or
"alsn" typical products for institutional investars which are now also sold to conservative retail
customers who may not he aware of their risk profile. Atthe same time, sources of public funding
might include anly central bank funds ar also deposits from Treasury cash management, depending
onthe addressee's intemretation.

Different interpretations of the definition could lead to different results. The MCAs which
primarily focused on the instructions provided read the definitions as prescrintive (sufficiently clear
and dogmatic), which resultsin a narrow interpretation of the two definttions. By contrast, those
MCAS which interpreted the definitions in the spirit of ESREB recommendations regarded them as
indicative, 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 MCASwhich provided
guantitative data to support the low relevance of deposit-like instruments.

Further, the ahsence of a commonly agreed threshold set prior to the exercise showed
different understandings on what is considered an “excessive” reliance on public funding.
This isillustrated in the takle helow that shows that similar results (around 1%) are gualified as
relevant by some MCAS whilst also considered as non-relevant by others
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Tahle 17

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

Coprtl Hik e ina nelal

nnoaive Inrfrumesnts I utruma Publlz funding
own ongaing "HT:rrL“‘;'t' ongoing Mm‘m! L oun 1:;?; !:'E ongang "formgt'
definiion | monitoring va tor monitorng 1 etor dafinltion rallane g monitarng 1o ctor
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The @ble shows whether each addreszes has its own definition of "Tnnowative instruments" and "public funding” (we sino;

whether it has =2t a clearthresholdto define owver-reliance on public funding (wesno; whetherit performs an ongaing
monitaring exercize onthe level of innovative instrument=", “deposit-like inancial instruments” and “public funding ™
(yeshio); and whether the corent level (reported as a percentage, or as an absolute numbeer, or not reported) of innowati w
instruments, deposit-like finandial instrument= and public funding is matenal (weshe). The dat was collected based on the
addressee 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 hut encumberable” asset in the
reporting templates, the reports rely on central bank eligibility as a proxy for the
marketahility of unencumbered assets. YWhile this can be considered to be a fair proxy for
marketahility under stressed market conditions, it could be too narrow & criterion under narmal
canditions. Maoreover, central bank eligikility may differ across jurisdictions. These limitations are
mentioned in the repaotts.

Finally, another shortcoming relates to the definition of the main metric in the report, the
asset encumbrance ratio. This definition does not allow for straightforward comparisons, hecause
it comhines different types of accounting values: for example, assets (encumbered as well as
unencumbered) are includedin the calculations by their carrying amounts, while collateral received
(re-encumbered or available for re-encumbrance) is included by its fair walue. The corrhination of
several types of accounting values is used to reduce the reparting hurden for the institutions, at the
expense, however, of the sub-recommendation which reguires 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 authornty. However, it should be noted that, atthetime when the
Recommendation was drafted and issued, the ECB Banking Supervision was not yet established.
In some cases, where NCAswere designated as addressees, this gave riseto issues at the
assessment stage, as explained below.

With specific regard to recommendation B, it should be noted that the HCAs responsible for
bhanking supervision, at the time of the ECB Banking Supervision’s establishment, already
refuired credit institutions to put in place measures relating to asset encumbrance. The
MCAzs had in place national legislations and supervisary acts, aswell as risk management policies
and general manitoring framewarks relating to asset encumbrance as recommended by the ESRB.
As aresult, the ECBE has been committed to applying these relevant provisions for asset
encumbrance insofar as the national lawtransposes EU directives. The ECH cansistently applies
the national framewarks already in place, which are deemed sufficient, and ensures compliance
with the relevant pravisions on asset encumhbrance. As a result, compliance with recammendation
B fell outside of the scope of its supervisory tasks, leading to the grade of Inaction Sufficiently
Explained (SE).

Once Council Regulation {(EUY No 1024/2013 conferring specific tasks on the Europ ean
Central Bank concerning policies relating to the prudential supervision of credit institutions
came into force, the supervisory competencies of the addressees changed significantly.
This also affected the responsibilities for compliance with sub-recommendations G0 and G2,
therefore, the Assessment Team took nate of the changes that had occurred in the interval. In
partic ular, the following compliance criterion, set aut in the Annex of the Recommendation, was
considered: "the monitoring and assessment referred toin recommendation C01) refers, asa
minimum, to each jurisdiction's largest institutions, in terms of volume of assets, and amounts to at
least ¥4% of the banking systerm's total consolidated assets”. The Assessment Team
acknowledged that the T9% compliance criterion did not apply to sub-recommendation CE2). For
some addressees, the responsihility for banking supervision had indeed been transferred to the
ECB Banking Supervision for mare than 9% aof their banking system's total assets. More
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specifically, the following inteniretation was endorsed, which better reflects the new institutional
ervironment: at least 75% of each country's banking system'stotal assets should be monitored by
the relevant autharity the ECH, arthe ECB + the MCA)Y. For macroprudential purposes, the
analysis of risks under sub-recommendation C(2) should he country-based and conducted by the
MCAz, in addition to the ECB Banking Supervision's responsibility 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 supervisor(s) in terms of data; and (i that a proper analysis of risks is conducted at
the national level This isin line with the need to strengthen the assessment of financial stability
rigks and to inform national macroprudential authorities of the asset encurmbrance 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 genera note, the information provided by the NC As participating in the S5M was
highly heterogeneous. This was due to the lack of clear guidance in the Recommendation itzelf
astothe separation of tazks between the ECB and the MCAs, As a result, some MCAS did not
provide infarmation 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 established 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 respansihility for the supervision of significant institutions.

Finally, the ECB was not assessed under sub-recommendation E(1). Inthe EU, covered honds
frameworks remain structured along national ines since the covered bond frameworks governing
the izsuance of cavered honds are defined under national law. As a consequence, the ECH as
supervisor is only responsible for overseeing compliance with the requirements applicable to
covered bonds in which the entities under it direct supervision retain or invest in (see also the ECH
contribution to the European Commission's public consultation on covered t:u:nndsgj. The
supervision of cavered bond issuersis conducted by the NCAS. On a general note, the ECB was
nat invalved in the assessment conducted by the EBA inthe follow-up to the 2014 report on best
practices.

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

With regard to asset encumbrance, the main data source was the harmonised supenvisorny
reporting on liguidity {LCR and H5FR) and asset encumbrance. Before harmonised
superdisony reporting came into force, data sources were highly heterogeneous and for marm
respondents asset encumbrance was not subject to any specific data collection exercise. Asto the
data analysis performed onthe basis of available data, three different situations could be
distinguished. In the first group of Member States, the asset encumbrance level was very low
overall, patticularly as a result of rather traditional banking activities which do not entail a very high
lewel of encumbrance. In these cases, the level of encumbrance was monitored less frequently. [n
the second group of Member States, the asset encumbrance level was significant but rather
heterogeneous acrss banks; these countries generally had the most elaborated maontaring and

*  Cowered bondsin the European Union — ECB contribution tothe Buropean Commission's public consubtation of 20 Januany

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, mastly as a result of local peculiarities. In particular, the high level of
asset encumbrance might have been associated with specfic funding models used by lacal hanks
arwith structural stress in the banking sectar where secured wholesale funding represerted the
largest share ofthe total funding. Farthese countries, asset encumbrance was not maonitared that
closely given that it was structurally high.

The vast majority of addressees refermred to EU-wide requiretnents or standards for
monitoring practices. In particular, the addressees took into account the harmonised Superdisary
Reporing templates on liquidity {LCR and MEFR) and asset encumbrance, as developed by the
EBA under sub-recammendation C{3 and Aricle 86(E) afthe CRD, aswell asthe EBA Guidelines
an SREP far liguidity and capital requirements. Differences arose depending an whether asset
encumbrance was significant in a given Member State and also on the way inwhich the EBA
Guidelines on SREP had been implemented {also depending on the level of details provided by
each addressee).

The assessment reveaed a number of areas for improvement in relation tothe EBA’s ITS
and the related templates. The EBA has sugnested 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 £ only consists of values
which the institutions repart elzewhere. Indeed, the EBA chose this approach in order to reduce the
reporting burden for institutions and to ensure consistency in the reporing of the individual values
that formthe measure. Howeyer, the development of a measure based on only one type of
accounting value could improve the templates and allow the institutions to better comply with the
objectives ofthe recommendation. The Assessment Team, aware of the difficulty in implementing
such a framework, invited the EBA to further anahise the use of different types of accounting values
and to propose harmonised templates in line with the Recommendation and far the purpose of
hetter analysing the bank funding situation.
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Conclusions

The overall results of the compliance assessment of Recommendation ESRB/201272 on
funding of credit institutions reveal that a high degree of compliance has been achieved.
Fourvears after the adoption of this Recommendation, the ESRB is ahle to conclude that the
addressees have taken extensive actionsto implement a wide range of proposals, therehy
underpinning the sound and sustainahle funding of credit institutions. As the rmain aim of this
Recommendation was ta reinfarce the monitaring of risks stemming from recent developments in
hanks' funding sourc es and structures within the Union, the results of the assessments show 3
clear commitment an the part ofthe MNCAs, EBA and ECH.

A new regulatory framework, with the introduction of the CRR/CRD IV package, significanthy
modified the rules in force when this Recommend ation was adopted. |0 padicular, Article 100
of the CRR intraduced, in linewith Rec ammendation 201252, reparting requirements far credit
institutions on asset encumbrance. Atthe same time, the EBA was given the task of develop
Implementing Technical Standards (T3), including guidance on asset encumbrance repaotting. The
Cammission Implementing Regulation (ELDY 201 579" also contributed to enhance and further
clarify the reporing requiremerts 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's ITS on asset encumbrance paved the
weay toweards & mare transparent and granular representation of encumbered and encumberahle
aszzets, albeit some reservations regarding the chosen accounting values could patentially hinder
the effectiveness of this reporting. In addition, actions taken to identify best practices for coverad
hands fostered a revision of the pre-existing national framewarks and the adaption of new
practices, where these were nat already in place. At the same time, the assessment with regard to
funding plans revealed the need for possible future work in the area of definitions of deposit-like
instruments and public funding, albeit the efforts made by addresseesto achieve a high degree of
compliance were also acknowledged. Ultimately, the shartcomings highlighted should naot he
interpreted as a failure of compliance hut rather as a need for further revision and improvement of
the EBA templates.

Originally, the Recommendation did not consider the ECE (ECE Banking Supervision)
among its addressees, However, the entry inta force of Council Regulation (ELY Mo 102452013,
canfarting specific tasks onthe ECB concerning banking supervision, implied a substantial
modification of responsihilities for the implementation of cedain parts of this Recommendation. As
mentioned above, the new responsihilities were seriously taken into account by the ECH,
whereupon the ECB proactively collaborated in the implemertation of thase parts of the
Recommendation farwhich its action was required. Hence, the Recommendation was interpreted
g0 astoinclude the ECB among the addressees, while also considering the allocation of
competencies established under the new framesvork. A5 a result, the ECB positively supplemented

Commission mplemerting Regulation (ELY Mo 20 15/79 of 18 December 2014 amending mple menting Regulation (ELY
Mo 628042014 laying down implementing technical stand ards with regard to supeniso ry reporting o finsttutions acsording to
Fegulation (ELN Mo §75/2013 of the Buropean Padiament and ofthe Council 3= regards asset encumbrance, single data
point model and walidation rules. OJ L 14,21 January 2015,
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the supervisory actions taken atthe national level, paricularly when implementing sub-
recammendations C{1 and (&) on the monitoring of asset encumbrance.

Finally, it can be concluded that the objectives of the ESRB Recommendation have been
successfully achieved. Athough the heterageneity of information gathered during the assessment
process does not allow for cross-country comparisons and definitive conclusions, an averall
rermarkahle level of compliance with the content of the Recommendation has been found. In this
respect, the Recommendation largely contributed, without the need for enforcerment, towards the
adoption of new framewarks, camman manitoring procedures and best practices for addressing
rizks arizing from secured and unsecured funding sources adopted by credit institutions.
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Racommeandafan &

Bub-rsezom mendzton 4[1]

Grade

ESRB

standards

3 The NCAS haue ue e d the completeyess 3ud ool @0y oTdatE q@the dvg throngh the b lowiig meais:
~the MudlvgpEn prouided by the ba sk passe s 31 Dmatic che cks dege oped g e NCAs toessn e that o
mavd3owy Gl i ktemply;
-the Mudlvgp Bl prouided by the bak passe £ 30 DMatk che ok deueoped by e NCAZ toessn e the degre of
1amon EFion oTthe repore ddEw the o SO0 e DMIto s M3vagem e tSstem (025;3d
-the MCAs baue 3tollw-Ap proce di e plBce tate iy ks hatbsres deteck dby the avDmatc checks gat
coPEcEdwitho 0t de By 3ud 3re B conded Tor acoo L bty propose s,
T2 The NCA haue asafgedtie R bliy otthe fiadhg pE s poukded by credit st tons trongh the Toliow g
medis:
-@ntom Jtc checks deueloped Dy MCAT 0 ensn e the mbnsess oTthe piok ctio s by measarhg:
o coRg iR oy W obse ned pastdeuslopments;

CONE RNy W profectons cided I bmer toud g plEis 3id
o CORE RN Oy W projections pow ok d by Othe rDENES BE g b 3cC00 KEhoag e modets
~the wecessa N Snakrl o the A3 D deuslop oW oplikaw o1 the cedblily oftie Madhg pEIF 3taN 3gR @Ed
Bue Wit vathon 3l macnoe: conom i £k arks .
th The HCAL bae caicnBed the distbaton orcrd it et o' Bolitks by mate miy avd by Lo v lorhy clees.
@ The MOAS 3re aware orthe amonst ke Hby g@lcliests v g post-ke prodect sot cous e d by the deposit
qQuaranes sChemes and of the reafons be hvd S0 ) I A0TEGE NCEME V.
) The NCAL haue pe momedthe weceszan Snaksk on the d3tE b developasophilo oy whetier mdg and
iy ek 3R propo o3,
T The MCEE b3Ue £ how b el ke ce B a3t they dieca £8ed te CoMoMFED re A ME 0T e Wadlg pEsF b colkges of
£apa kTS,
o The NCAs haue assy edtiatmadhg pEes nnde re Irsco g couer atkast? $% otthe bankhg sysem's ©al
cokgo dated acse .

af The NCA: kae ue i d tie compkteyess 3ud acct @cy otdats gate Mg throngh te blowlig meais:

~the Wadlvgp B prouided by the ba ik passe s aVOmati che cks dede oped by e HCAE toe gk B3t o
mavdoy cell s kitem piy;

~The T udlly QP EN prou ided Dy the DE ik passe s 30 0MILG che oks deue opedby Be NCAS e IR e degRe of
iamon kation oTthe reporkddatawith te oke £ored v te lbmatos Maragem e tSyetem NAS: aid

-the NCAZ haue epomed tatthey Blow-1p o Eres dekcked by e avomatke chechs,

32 The NGO bae 3natsed the R DI oTte 0o 6] pE e p 0w ked b credrt it o tiongs te ol g
medis:

- ntom Ftc checks ok e oped Dy WCAS D eran e the Obnstess oTthe p ol oo ks by me a8 rhg consksteacy with
otier aualEbk data

- the wecessans avaksk of e dal D deuskop owe op ke the crdblily oTtie Madig plEis atar aggegakd
B W fH 30 @M BCI0E CONOM IC FoR NarE .

th The HCAx baue calci@ed the distbation otcrd it ety ions’ Bblitks by mate my or cew orhy e,

i The MCAS 3 awar: ofthe anon vl be U by kol I g posh-ke prod et votcous e d by depostt
[ELEY TR TEN

W1 The NCAZ haue 3n op vion on wie the rveding ad Gk by ieks ane propo rionak .

B The NCAE haue repored tattey discissed the consolkda®d resatts of e toading plEws I ook ges of

£Ape EaTE.

i The NCAS baue 3ty edtiatnoadhg plEes vk rike irsom g couer chde © 75% oTthe bank kg syeem's ol
CONSO WAt Rese T,

afy The MCAs baue ue e d the completeyess 3ud acon @y ofdad gatke dvg throngh te o lowlig meaus:

~the Toadlvgp Ee prouided by the bk pasde £ 30DMItG che oig dege oped by the NCAL toe gk B3t i

maw oy cx Il b kttem ply; or

-the Toadlvgp Es prouided by the bawk passe £ 30DmIt che o dee opedby e NCAL toe 2 ke e degre of
ham o ktion oTthe reporkddIE W te o fored I e omatos Maragem e tsertem Q0oes;ad

3B The NCAL ke aairedtie kasbllty otthe foedlng pE s pouided by credit ezt bows tirovgh maeal
ooz bt sy checks, perbmed on 3 bestethrtbark. The BSOS baue v oplion o te credb Iy ofthe Tndlig
plENs 3t ar agqregated ke lw i b3 ton31macroecon om i 2o iarks.

b The MCAE baue e poed thatmon Horleg e com passes atleart tiree oftie Toarareas bigh lgied by the
GOMp I8k CIHETE b too otprou ke reasonlig Tor it

o Fuudieg pEis neder NC2s' sorntley coue r Bz than TO% ottie banklig syrem's D8l cosolidgted Ssse .

31:1 The HCA: haus ve ke dtie WTIFIET.&IESS aid 3o HWDTGE oh 3 bestetoribar ke, Mo aviomatc checks anr
¥ phce

3 The NCAL ke awoplion or e credb Iy oftie odligp s ataw aggregaed kuelbrtdo ot prouide
earoulgbrk

b-f MCAZ hactho on at kast Woontor e 1o armonRorig 3reas bighiighed by e complErce ciie i3,
@ Fondiig pBE veder NSO soratlvy cole r k22 than 60°% oTthe fank g SyEEm's DBl corgolidated e

3ty The MCAL bae ve iled the completeyers oTdam on 3 beste tort bask. Noavbmatc che chz ag hpBo:.
3l The NCA2 ke ot penbmed 3 & arblify 3sseszme iton e Modligpln.

b= The MCAE baue yotrepored thatmos o deg @ scompaszes te 3@ a b ighlig ik dby e compla e criers.
o Faudied pEiE 0eder NGRS orntley coue T B2 than SO% oTte bank g syrem's DBl conso lidgted 2o T

a0 The HCAs baue proukded setick atexpoiations of te haction and core ctue actons Gker.

by The WAL hale we Mhe rprouided expEations of the reasoss tor h@ctons worof 3y corectie acion
eplraged.
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Sub-radom mendation 472

Grade

Implementation standards

gtandards

dfy The NCAs kae clany £hown Bt te Fmos Horieg of prblic toedieg relEace b based on ckar o ta ard
metrice, 3nd re s i, whene e e d, v oo mecte 3cton, eidivg g BIE o

-the gpecirim of IBbiltter thatak considere dar pablic tad kg by tie MCAS 3vd (fand e dierescer fey make
Detwe ey them I the conkxtor e lr moniodeg (romalope @Ho e, odesiab g elEnce, o)

-the dE3tors and omatos on te batk otwhich the rlBnce ofthe banks & measired @uastiate 4 esiokd,
wipe rtauakes b, ik oTt E Mading v the busess mode |, macho £ ation, ete) 35 we | a5 tieekokds wed D

e bty baAvks 36 b lvg ™ w0t e 1B NTo s pioic madi g

~the cormectue 3ctoas they con ke igage themreues v fang and the correctiue 3ctoss By conH raqrine fom
the bawke (rang,as well3s 3 descrpth ofw ke thers vk 3ctions we e beeded 1D D) Eke

o2 The NCAs h@e rporedtee mal Medings of thelr mo o g darieg the Betpe fodotbaiks' e B on prbi:
Midieg, qukg vimerkaldataged some Wbmatoson te meads Qbrtorkalpe rpe e on an

B0J req=E E0Nymo Az bar ks

o The NCAZ baue 3ty gdtiattie cous@ge otmon Horikg 3vd @eeessme s totTondieg plEes 2ed ettt tor s plaws
anont toatkart T5% of te bawk g system's tota | coszolidak d asset .

dfy The NCAs kae chkary £hown B3t te Fmo Horieg of prblic oedivg relace b based or ckar cte ta ad
metncs, and re st where beeded, I oo mectie acton, ivdiig g BIE o

~the spectrim of IBDIfes thatak consideredas pablc kg by e HCAZ End qrang te difererces ey made
between them I the conkxtor tielrmoxho deg (romalope @o s, wwdesiab k relEnce, o). Howeuer, the

Indgem ext reqgandin g app oprige e ss b aotue ) cear,

-the WdE31ors 3nd omaton on e baske orwhich the rlEnce ofthe banks & measired @uatiate 4 esiokdr,
wipe rtanakes b, ik oTt E Mudieg v the brsess made |, macno £ tation, ety

-~The COMMecte 3000 0E Thiny CON K& 10308 them Fele s v (3N and the cormectie 3000 kf ey con H reqrin Tom
the b@wke qrang as wellzs adescripto s otwhe tarsack 3ctons we re (e eded 10 be) thes

A2 The SR b@e rporedtee mal Medings of thelr mo o deg darieg the Betpe fodotbaiks' re Bic: on prblc
Miding, QUG b mercalatE 3ed Some I matowon e mewds (eoricalpe rps e on 3n

397 req Tk N oNymons bark . Howeue r, the re b oube bigi-kue leukde vce on real action ke sue b when riBnce of
bl secormdig e pesent

i The NCAZ baue atsvedtiatnoadhg plErs vk rike irsor tivg couer cide © 75% oTthe bank kg sysem's ol
conso kated aese t.

df) Thie MCA ke hown Biattie Irmoutorkg of pabIE Toedlng relBnce b broadly I e ik the
E GO me |dam|.bltmllgdeﬁlk ar cokcrel acton h sewe @laras:

-the £peciram OF IBDIIMES TiAtak conskk e d 32 pablc Madkg Dy e NSAS 3 1ot ckany descrbsd

-the IdEa1ors 3nd b miation ob the bask otwhich e relBcs ofthe bawks & measied Kol RERd D a
SIQE ora kw diegtors withont ckareudes e thatt b coue & E||Fllb|bﬂ Id|lg relE@uce "rieck® b telrariedicton
-tie R b 0N HIgk-RUg] Dm0k ok the 3cH04s The NCAS con K ke

43 The MCA8 ke feporedobk §i-kue hdbgs ofthelrm on Horig dn g the Brtperiod of ba ks’ 2 lE1ce ob
pablictdivg,gubg #ome yamerkalda@and some omaton on te reads §borialp: rspe ctue) on 31
aggregat .rEIlJI'IlﬂTIDIS bazk. Therm BUEI{ im bed realacta s Bken ever whe i@ DIPID'ﬁSEC“JrTIId"g 4
prese it

@ Fondiig pBE veder NGO goratly coder k2 than TO% oTthe bank g SVEEM's DBl congolidgted arze k.

df) Thee MCA ke §obade quateky £ how s that e Irmo o e g oTp ablic T dieg relEnce I broadyy i e wits te
ECOmme Wd3tow, byt Bk Ingdeta e o concrel acton I feue @laeas:

—the spectram of IBbIfes thatak considered 32 pablc e by e MCAS are wotoe sombed

-the lwdbators awd Ibmaton o e baske ofwhich e relBac: ofthe bawks & meazined BDIF{I’I‘IHIQ"E“{
dercrbed

~the R BoON b Figh-kuel lobmaton o the 3ctoes the MOAE con K take

d2) The HCA5 bae mporedobly §Gi-kue | hdbgs of thelrmon forig oy deg the Betperiod of baiks' e lEice on
pab i tdivg,withortguivgany s imerkaldaE or lebmation o the ey ds (D ca | pe spectue) o 21
aggregat.ﬂmn,-mols bask. Tie g I a0 realactor Bkes cue s whey relEice oy FIINbSEG‘tIrTIIﬂ"g -3 prese it
@ Fondiig pBE neder NGO e tiny couer k£ 1ha 60 ofthe t@ukhg e m's DA 0@ Ed 35t

dTy The HCA: haue votshows thatthe rmos iorhg ot pablicoadbg e Bce & I llee with the ecomme wdatbn:
-the specirim of 1BDIIMes thata e considemed 3s pablic madhg Dy the NZAz are sotde sorbed

-the Wdbators and omatios on tebark ofwhich the relEnce ofthe banks £ measired b yotdesombed excapt
Wilth we By Qe ne @] EE mE v

~the B b bo (fomation on the 3ctons e NGO co N ke

A2 The HCAs kae rporedoil kb kuelMidiigs ottiermostodgdurieg tie Betpe todothanks' & B o
Pl Tl g, WO TQUING 3 0 4 WM e 3l a8 o Dmato s ob the e ds (GEDna| pe specte) o 3

a9 ek AVokymons back. The ® b 1o realacton Bkey eue s when felErce o pablic e cr foding & ckany
prese it

1 Fruding pEES | uder NCAE' Sortny Gole T kS thay SO% oTte bavking Syrem's Dl congoigted are e,

OR:The actioss ke do wotreEte totie contentorthe recommerdaton.

=0 The HCAx baue proukded satick atexpEiations on hactos ardcome ctie actions Bk,

o The MCAL hale we Mhe T prodide d expEations of the rEasoks 10r IECH0RE 00T OF 30y correctie 3cion
eplbraged.
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Sub-raom mendation 4[3)

Grada gtandards

i) The NCos bae clark hows thiattey baue pe oome da comp ke 3id de Blkd 2rse 2me 1t o0 30 390k BE
barks, of the Mpact of cedit et o’ odihg pEez 3vd besliess SFe gles on e towotcreditn the e al
ecohomy, ncidikg Telide @ik ow, bateotimied o

- e wecessan i mationdEE colkced topenbm the azsesement,

~the meen e BRen D oens e te ualdbyorech essdeq ke of lamo s katon of the repore ddaE,

-0 b R WOy Check £ P Mome dtoe iEn R the robnstee £ of the pook cons srbmited by bawks g, oasbee iy of
foeha e vaed, 3nd COnEEE Koy D We e Pk SR e N0 B0 OF DA b £ he et hems.

-the way the mpactor etimtbns' Tidleg pErs 30d bag liess Sigegles on the fowotcrdittotie Baleconomy
har beer capiined g, hdicgtors weed, 2ot e soiption of the modé b evukaged avdaszim pho s ized).

- BEnlE and copciEioes tat baue bee s drwn 3d iped Rrdik e teEedpiposes @00 bbm e Boad ad
Dbe wwedy te SREM

i The NCos bae arzi edtiatte coueage otmon ioreg 3ad asseseme s totTanding plE s 3ed et ton s’ pae:
anonet toatkart TS% of the bawk g system's ol | conzolida ke d arset

i) The HCAs h@e pported tiatthey iaue penbmed 3 aszessme i, 00 31 3ggreqde bazk, of the impactor credit
Wzttt tions' Tondleg plEeE 3ed ez lee 22 ot qle £ o the oW oTere dittathe ®ale cowomy, prouHig aim ot all
detalk on:

- the wecessan b matiodaE colkced topenbm the assermert,

~the me ey o BKer T ersre e uSIMborect ersideq R e of kama s katon of the epore ddat,

-CONE b NGy ChEck # P oM dboe iE 0k the robesive 55 OF the pook cons sabmited by baw ks .0, oSk iy of
foea e vaed 3nd oo b R by Detwe e prok ced euolibo e oTbabe e shee tems.

~tie way the mpactat stitbes' Todleg pEis 3ud brsliess sirTegles on te fowotordittothe Balecovomy
I3 Deer cEpMed (&g, Ao W86 d, £ 0 M0k SCAPToN OF the Mode & & iU E30ed 30D 3520 pO0 KF KFed).

- B2t and copcEiaes tat baue bee s drawe 3vd ased Brdik ey trEe dppores &9 10 kbm tie Boad aid
Dbe wredly He SREFM

) The NCAS B 320 R Tiate Coue@ge oTMor iOreg 3 id Zrse£2me | ToTTandlng PRI 300 Et Bor s peEr:
amo 'k tockre 0TS ofthe bawkhg syrem's DAl folkEed 3wk,

i) The NCAS haue Bpomed BATThey kaue pentmed 3n 5sessme it, 08 31 3Jgegae bask, of the M pactar credit
ettt tions' Tondig plaes 3nd ez lee 22 sTe gk £ of the fowoTeredittothe ®ale conomy, prouting some detall
o

- the vecessalny b matonida s colkok d toperbm the assessment,

~the me e fes Bk 10 ensane e ualktyorect essddegr e of lamoikaton of tie repore ddat,

-CO RS BB WOy CHECK S P MOMe dTo e KENE the 1ODN St ££ 0T the pIDK G0N S S1DMIted by DENKS @.0. CONE BR boy OF
seharbe nsed and ooes ek iy betie e prok cid euolions oTbalnce heetme).

-the way the mpactoristitbs’ tading pEas and bz liess straegqks on te fow otore ditto e Balecoomy
i@ beed capmred @.g. AKFOE Wed, Sh0 MG SCAPTON O the MOk | ¢ hU Eaged 303550 PO RS VEed).
-t and corchEkes Bat kiaue bee s drawn 3id ased Brdik e tete dpiposes £9. 0 kbm the Bcad aid
obe wsed h tie SREF).

o Fradiig pB s @ ider NCo2' omtiy coue r kg than TN otte bavkhg sysem's Dl consolidated asse .

) The NCAs haue gported tatthey b3ue pentmed an assessme ot, 00 3y 3ggreqae task, of e mpactor credit
k2t tons' Tondig plEas and bag e sz strge gl s o te ow ot ditto the B 3le onomy, proutieg im hed
WRmaton oy some 3spe ol eEEd D the way te 31kl was pe fomed 3ud 10 Iifomation on othe room plEsce
cie .

o Fuadivg pHis nader NCA sorntiy coue 1 b2s thas 509 otte bavkhg sysem's DBl corsolidated a5zt

i) The NCAS haue Bpomed BAtThey kaue pentmed 3n 5sessme it, 08 31 3Jgegae bask, of the mpactar credit
Wzttt s’ Tonding plaes and baglee 22 sTe gk on the fowoTcredittothe ®ale coromy. Howeus rtkey dH sot
proukde Wfomation on mestof te complEece e r@ orthe Wbmatos proukd was ioth e Wit the papose of
the Tecomm ey dation .

o Fradieg pBEs nider HCA2' somtiy ooue ks than SO% ottie bavkhg sysem's Tl consolidated asse .

i) The NCAS e potpenfmed 3 3Ffessme it, 00 31 300k 08 LAsk, OF e MPaCTOTCR A WS TOED s Toad g
plis and bazliess stEeg ks on the o otcred o the 3l ecowony bt they bikg£toeg argme v tr

expla b hg winy this arzeszme stwas wot possbk, dezple allethrs.

o The HCAZ ke otazzired tatthe coue @ge of the mowtoriig ard aszesemen tatt id g pErs 3ud

bt tions' pEvs anont DIt bartTS% oTthe bakhg sysem's TElcowso aed asse ¥, bt lad stroang
argUme v 107 e XG0 hg Wiy the e TEEE 0N O e FAMPE W3S 1oL pOFs Dk,

0 The NCAs baue wotpenbmed 3 afsessme it 00 30 3agJe g3k bask, of e mpactof cedit sttt oes’ fandleg
pEE and oag ez stEeg ks O e MW OTCRdRD e realecowmy 3vd yoagimert were que s rexpBig
Wiy th b arreseme tvas witpoesbk, orwiy poetotewe e made b the rpact

& The NCAs baue wotassired thatthe coue @ge of the mowttorhg avdassessmentotading pErs 3ud
WU UONE pENE anonE DI ERTTIF oThe DAKND Sy Em's TEICIE0 KHIed 38 B

ESRB
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Sub-radom mendation A[4)

Grade

gtandards

WA

Hro,

L0

WA

Hro,

WA

Hro,

Bub-razom mendaton L[5]

gtandards

Hro,

L0

Hn

Hro,

WA

Hro,

L0

W ESRE
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Rezommeandaion B

Bub-rezom mendaton E1]

Grade

gtandards

The proukions Exvedbog satoealzipe ukas artiontes challexplicty evz e tatcrdthetton s’ procadie s
and confroke o) asget encimb@ece are adequate by ke atiied, mos e dawd masaged.

Proukeions exp bty e scompaes the privcipk £ et v the £1b Recommesdation .

The s@tiona | fram ewark reqe rikg credrt st iors o com ply wit il sab-recommesdaton & kagalk b force @
whackd.

The proukclons bseed by i@tonalsipe uka atiotes shallsabetantady ensare thatoredit et tons
procedn ks andcortol on 3ffet e iCAmMbEiC: 3 e vt d, mow o dasd masaged.
Froutsions Brge i encompass e prvcp ks et e £ab-gcomme wd3ton.

The stowa | fram ewark fe qu rieg credt et ton s 0 com ply Wi e sab-recommesdation b yobye thegally I tonc:
bt I thal#tage z otapproual.

The proutrions besve dboy s@tonalzvpe ubon anthontes i3l partily e o tat o dit hetbo s’ pocdes
and confrab o AE are ke rtre d, moHored 3ed masaged.

Rroutsions patBly epcompass e prvcp ks zeth e sab-gcomme wdgtos.

The s3tionalram ework reqe rleg credit stintons © comphywith ke sab-recommesdation kol v datbm.

The meaFVEL BKer Dy iFtDvalspenbeon anvthories £ Ighty evs e Batcred hatmton:’ procedies 3
contol on e e wcimb@uc: 3k ke rtked, mo fore dawd masaged.

Rroutsions £ 1ty & scompaes e privcpk s set the £ b comme s dation .

Thee s Howa | Tram ewark T qn rieg credit et ton s o com ply Wit £ab-recommendaton b g T i@ @0 s of
delte kopme it

Abe pc OF 20y meds Ares by v o3l vpe pkoy avtionte s © mpkme it the b-Rcomme w3t orthe
meagares do potaddress the conkntote 21b-recomme sdathon .

Alm oTthe £ab-fecomme pd3to s kot 3ch kued dre © e abgercs: oTaw requiemert Droedit bsthitons ©
COmp by Wit the GOrE RTOTThe £aD-e COom me d3ion.

e xktencs oTappoOprEe mearres,

WA

Hn

Bub-rezom mendaton B2

Grade

Standards

The adoptbos E 3partot s @towal kgal w=me wark 3ed beoeytbowe d by 1 Jtonal 3t orfter .
Arouts o s exp bty Brge tAE I both covtlgen oy p IS ardstess erts

The s@tona | Tram ework redqn Fivg credit st ton s 1 com phy with Bl #ab-recomm e ydation b kgally v forc: @1
sracked).

The 3doptbn B embodied In v3tDal B of regnEton, batowly partoTitl & imorsd by k@to a3 i3yttt s,
Frouts ko s BErgeta B e xplcity e e oo tge voy pErE or ste soterts, 30d mplcHy v otie r.

The s towa | fram ewark requ rleg credt et ton s 0 ocom ply Wit i sab-recommendaton b sotye thegally It
bt s Thalstage s oTapproual.

The meact k2 BEey by idtbaalzapenians anthortes & iy e address ouky part of te Lib-recomm e yd3ton .

Aroute oz EngetsEouky mplcty v both oot ge sy pEiE 3nd stess-e .

The s3tiona | ram ewark redqn rleg credit et tons © comphy it ke zab-recommesdaton kol v datbm.
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The B COMMe idaton b wot kgaly bivding e .k ol efomah.

Orkygene@loortge iy TAmewok & a3 Ehk

The s3tionalramewark redqn rleg credt etivtor s © comphywith tike sab-recommesdaton & soth pEce aed
megdsares on AE haue beey enbrced ok as aowe -0nexercle,
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The ahove standards have been used to ensure consistent and equal treatment of countries. Asa
consequence, implementation standards have not heen developed for subrrecommendations with
anly one addresses. Flease note that they merely provide guidance.
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Recommendations addressed to the EBA

[ieigh= | E6A | A
Aid) c 087
Content Cortent
Effect onAllla) Effect on CI1)
Effect on AllXh) Effect on CI2)
Effect on AllNc) Effect on Cid4)
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A
Ald)
C 087
C(3) 0500 DE7
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D(1),D{2), D3) 1.00 E@) 1.00
Content 0.50 Cortent
Appropriateness 0.50 Status
E(3)
D Content
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Ed)
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Status 0.0
E 100
Ei2) 0.440
Ei3) 0.30
Eid) 0.30
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Abbreviations

Compliance grades

o Fally CompliEat
Lo Largely Complant

PC Partially Complart
MH ate rially How-comp lEwt

NG Now-complian t

5E Ihaction Sk ty ErpE hed
E Ihacton lizvmck sty Explied
Countries

BE Belgim
BS igara
cz Crech Reprblic
oK De imark

DE Gemary

EE Ertul
IE Ik End
GR GRece
ES Spah

FR Frams

HR Crata

m Ik

oy cypne

L Lawe

LT IET:
Lu Luembong

HU Huwgany
MT Mata

HL Hethe fawds
aT At

PL pobd
FT porg@l
RO Romaila
H] Shuerl
5K Shuaka
FI Finbnd
5E Swe e

UK Us Hed Kligdom

* g ESRE
*
r
- +* -
* gk Abbreviations

Other

EEBA,  Ewmopean Bankhg Anthorty
ECE  Etmpean Ceniral Bak
ESRE  Ewrmopeas Sysiem i Rk Boand
FEE FhaizE1Sabliby Board
HC Hationa | Compe Eata vt orites
SEM Shgk Stpenukons Meckas km
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