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16 January 2023

Subject: MREL quantitative monitoring mandates under BRRD Articles 45 | (1) and [2).

Dear Mr Berrigan,

The EBA is mandated to submit, under Article 451(1) of Directive (EU) 2019/875 (BRRD), an annual
report to the Commission including an assessment of the requirement for own funds and eligible
liabilities, the aggregate level and composition of own funds and eligible liabilities of institutions and
entities, and the amounts of instruments issued in the peried. In addition, this year, this report also
responds to the mandate set in Article 451{2) of BRRD for EBA to submit an impact assessment of
MREL.

It is thus my pleasure to submit to you today the requested analysis incduding the results of both
parts of the request.

As of December 2021, a total of 245 banks were subject to extermal MREL and 133 non-resolution
entities subject to imternal MREL (typically material subsidiaries of resolution group). The MREL
requirement for the 245 banks subject to an external MREL requirement was on average 22 6% of
Total Risk Exposure Amount {TREA) with a combined buffer requirement of 3.3% of TREA. The MREL
requirement for the 133 non-resolution entities subject to an internal MREL was on average 20.2%
of TREA with a combined buffer of 2.5%.
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The shortfall against external MREL was 33bn (0.44% of TREA), attributed to 70 banks {34 0-5lls and
36 other banks). For a year-on-year comparable sample, the shortfall declined by 42% compared to
the previous year, but at a lower rate for smaller banks (100% for G-5lis, 50% for O-5lls and only
27% for other banks).

The report shows that resolution entities have closed their MREL shortfalls by increasing the stock
of eligible instruments rather than from deleveraging. Resolution entities have increased eligible
instruments in both absolute amounts and in percentage points of TREA.

On average, EU resolution banks reported total MREL resources of 31% of TREA. Own funds were
the main component of MREL at 19.8% of TREA (19 4% for G-Slis, 20.6% for O-Slis and 18.1% for
other banks), while eligible debt represents 11.6% of TREA (11.2% for G-5lis, 12.7% for O-5lls and
7.4% for other banks). Wheolesale deposits remain limited apart for banks below EUR10bn for which
they reach up to 5% of TREA.

The way of meeting MREL is not symmetrical across banks and reflects subordination requirement.
G-SlIs rely on subordinated instruments (mainly senior non-preferred), 0-5lis rely on both senior
non-preferred and senior debt and other banks rely almost entirely on senior debt. On an
ageregated basis, senior non-preferred has become the most important type of eligible debt,
representing 5.5% of TREA (6% for G-Slls, 5.8% for O-Slls and 1.2% for other banks), while senior
preferred debt represents 4.5% TREA (3% for G-Slis, 5.8% for O0-5lls and 5.6% for other banks).

The report also finds that the impact of deosing the shortfall on banks' profitability is limited overall,
but that some banks face difficulties. The cost of closing the shortfall for the sector owerall
represents a limited 0.125% of NIl {nil for G-5lis, 0.08% for 0-31ls and 1.28% for other banks). The
cost of dosing the shortfall, calculated only considering the 23 banks within this sample with a
shortfall as of December 2021, would be 2% of NIl (nothing for G-Slls, 1.5% for 0-5lls and 2.34% for
other banks). The 23 banks with a shortfall as of 2021 included in these calculations represent 4%
of EU banking sector assets. Among these banks, 2 are loss making, and 2 exhibited an estimated
cost of closing the shortfall above their net eamings. The cost of existing amount of eligible debt,
obtained for the 97 banks of the sample, is estimated at 1.22% of NIl (0.96% for G-Slis, 1.44% for
0-5lls and 1.70% for other banks). 5till, the impact tends to be heterogeneous between types of
bank and member states reflecting different funding condition in different member states. Funding
conditions are tightening but overall, this is not expected to represent major difficulties for any
specific types of banks. However, weaker banks may face greater difficulties.

At aggregated level, banks facing difficulties to issue remain limited in terms of total assets, but they
can represent a significant share of total assets in some member states. Banks funding conditions
vary by member state and types of banks. But banks appearing effectively limited in their capacity
to issue - those still reporting a shortfall as of December 2021 and that have not increased their
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