RN
vl

P LT

T L L |
|

EUROPEAN BANKING AUTHORITY

EXECUTIVE SUMMARY
OF THE ANNUAL REPORT 2021

EUROPEAN
BANKING
AUTHORITY
)
i\
||I

l’:r‘

ek » !
il i Y P oY | (o1 [ 1%
N L T O Tl A N i Y e S | S




Photo credits: European Banking Authority on pages: 3, 20, 21.
Illustration credits: Getty Images on pages: 4, 6, 8, 12, 47,15, 16, 19.

PDF ISBN 978-92-9245-812-6 doi:10.2853/42447 DZ-05-22-349-EN-N
print ISBN 978-92-9245-775-4 doi:10.2853/74754 DZ7-05-22-349-EN-C
Luxembourg: Publications Office of the European Union, 2022

© European Banking Authority, 2022
Reproduction is authorised provided the source is acknowledged.



EXECUTIVE SUMMARY
OF THE ANNUAL REPORT 2021

'Ill EUROPEAN

A BANKING
AUTHORITY







EXECUTIVE SUMMARY OF THE ANNUAL REPORT 2021

Introduction by EBA Chairperson and
Executive Director

2021 marked our 10-year anniversary and we celebrated this special
and momentous milestone by reflecting on all the key achievements of
the past decade, the progress made so far as well as by setting the tone
for the challenges that lie in front of us.”

Since 2011, we have developed a harmonised and consistent set of rules
on prudential and resolution aspects with more than 230 technical
standards, which have helped establish a level playing field for financial
institutions across the European Union [EU). We have also provided ad-
ditional guidance with more than 120 Guidelines and answers to over
2000 Q&As on its supervisory implementation.

JOSE MANUEL CAMPA

Figure 1: Overview of main outputs delivered against the EBA work programm for 2021
M [elivered ™ Delayed M Additional M Cancelled

Stress test/Transparency exercise

Discussion paper/Call for input

Trainning to Competent Authorities

Published Reports

Opinion [Advice

Regulatory Technical Standards

Implementing Technical Standards

Guidelines

“The evolving multi-annual priorities and mandates called for a reor-
ganisation of the EBA working model aimed at increasing focus in key
areas, fostering internal synergies and creating new opportunities for
staff. We strengthened the Economic and Risk Analysis Department
with a new Unit dedicated to Environmental, Social and Governance
(ESG) risks and set up a new Department focusing on the entire data
value chain, from their definition to their acquisition, management and
dissemination. Finally, we created fully-fledged units focusing on Digital
Finance and on anti-money laundering and countering the financing of
terrorism (AML-CFT).”

FRANCOIS-LOUIS MICHAUD
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Achievements in 2021

Continuing the regulatory developments

7

Making progress in the development
of the new prudential framework for
investment firms

Under the new prudential regime, investment
firms will be subject to risk-sensitive and
proportionate prudential requirements based
on their size and range of performed activi-
ties or financial services provided. In order to
facilitate the preparation of market partici-
pants and the transition to the new prudential
framework, the EBA provided an overview of
the expected timeline, process and delivera-
bles related to the Investment Firms Directive
(IFD) and Investment Firms Regulation (IFR]in
the EBA investment firms roadmap. The road-
map envisages four phases, with 21 technical
standards and six Guidelines to be finalised by
the end of 2022.

Supplementing the regulatory
framework in the area of market risk
and markets infrastructure

In 2021, the EBA continued to deliver technical
standards in the area of market risk in accord-

ance with its roadmap for the new market and

counterparty credit risk approaches. The EBA
also published its final Guidelines clarifying
the requirements for the data inputs used to
compute the expected shortfall risk measure
under the alternative Internal Model Approach
(IMA). In particular, these requirements aim
to ensure that data inputs are calibrated to
historical data reflective of prices observed or
quoted in the market. Those regulatory deliv-
erables contribute to ensuring the smooth in-
troduction in the EU of the revised framework
to calculate capital requirements for market
risk.

Continuing the development of an all-
inclusive large exposures regime in the
European Union

In line with its new mandates in the risk reduc-
tion measures package adopted by European
legislators in 2019, the EBA developed Guide-
lines to harmonise the way in which compe-
tent authorities assess and manage breaches
of the large exposures limits by institutions.



https://www.eba.europa.eu/eba-starts-delivering-implementation-new-regulatory-framework-investments-firms
https://www.eba.europa.eu/eba-publishes-its-roadmap-for-the-new-market-and-counterparty-credit-risk-approaches-and-launches-consultation-on-technical-standards-on-the-ima-under
https://www.eba.europa.eu/eba-publishes-its-roadmap-for-the-new-market-and-counterparty-credit-risk-approaches-and-launches-consultation-on-technical-standards-on-the-ima-under
https://www.eba.europa.eu/regulation-and-policy/large-exposures/guidelines-large-exposures-breaches-and-time-and-measures-return-compliance
https://www.eba.europa.eu/regulation-and-policy/large-exposures/guidelines-large-exposures-breaches-and-time-and-measures-return-compliance
https://www.eba.europa.eu/regulation-and-policy/large-exposures/guidelines-large-exposures-breaches-and-time-and-measures-return-compliance
https://www.eba.europa.eu/regulation-and-policy/large-exposures/guidelines-large-exposures-breaches-and-time-and-measures-return-compliance

Monitoring the implementation of Basel
[Il global standards

The EBA conducts a regular Basel Il moni-
toring exercise analysing [i] the impact of the
final Basel Il rules on European credit insti-
tutions’ capital and leverage ratios and [ii] the
associated shortfalls that would result from a
lack of convergence with the fully implement-
ed Basel Ill framework.

In September 2021, the EBA published a Re-
port on monitoring the impact of implement-
ing the final Basel Ill regulatory framework in
the EU using data as of December 2020. The
Report contains a breakdown of the impact
on the total minimum required capital arising
from credit risk, operational risk, leverage ra-
tio reforms and the output floor. The main fac-
tors driving the impact of Basel Ill framework
are the implementation of the output floor and

Figure 2:
reference date)

the credit risk reform, with 7.1% and 5.1% re-
spectively. The new leverage ratio is partially
counterbalancing the impact of the Basel IlI
risk-based reforms by 4.3%.

The EBA has also been active in providing the
Basel Committee on Banking Supervision
(BCBS) with input before the development of
supervisory standards by conducting new data
collection activities that allow the proposed
policies to be better assessed. In addition, the
EBA collaborates closely with the BCBS to
develop methodologies that more accurately
evaluate the impact of the proposed BCBS su-
pervisory standards.

New as of December 2021: the EBA decided
to make the Basel Ill exercise mandatory. This
will help the EBA to represent effectively the
interests of EU institutions in the BCBS and
to provide informed opinions and technical ad-
vice to the European Commission
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Basel Ill monitoring exercise - total minimum capital requirement impact by risk category (December 2020
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Source: snapshot of an EBA visualisation tool based on data published in September 2021

Implementing effective resolution tools

In 2021, the EBA finalised its resolvability
Guidelines, which represent a significant step
in complementing the EU legal framework in
the field of resolution based on international
standards and leveraging on EU best practices.
Taking stock of the best practices developed so

far by EU resolution authorities on resolvability
topics, the Guidelines set out requirements to
improve resolvability in the areas of operation-
al continuity in resolution, access to financial
market infrastructure, funding and liquidity in
resolution, bail-in execution, business reor-
ganisation and communication.


https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1020673/EBA Report on Basel III Monitoring %28data as of 31 December 2020%29.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1020673/EBA Report on Basel III Monitoring %28data as of 31 December 2020%29.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1020673/EBA Report on Basel III Monitoring %28data as of 31 December 2020%29.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1020673/EBA Report on Basel III Monitoring %28data as of 31 December 2020%29.pdf
https://www.eba.europa.eu/eba-will-make-its-basel-iii-monitoring-exercise-mandatory
https://www.eba.europa.eu/eba-will-make-its-basel-iii-monitoring-exercise-mandatory
https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/guidelines-institutions-and-resolution-authorities-improving-resolvability#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/guidelines-institutions-and-resolution-authorities-improving-resolvability#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
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Figure 3:

ldentifying, assessing and monitoring risks in the EU

banking sector

The 2021 Risk Assessment Report found that
banks had strengthened their capitalisation
and liquidity positions. They were helped by
the robust economic recovery and the pro-
gress achieved in tackling the COVID-19 pan-
demic.

The assessment also acknowledges that
banks have made some progress on ESG risk
considerations. The share of ESG bonds of
total bank issuances has increased in recent
years, reaching around 20% of banks’ total
placements this year.

Looking at the EU banking sector, which other sources of

risks or vulnerabilities are likely to increase further in the next 6 to 12

months?

Otent%gl

deévelopifg
6 et e

Source: open question to banks in the autumn 2021 RAQ

In 2021, the quarterly EBA risk dashboard

remained a leading element contributing to
the regular risk assessment and in parallel
fulfilling the EBA's role of disseminating data
to stakeholders. The EBA risk dashboard has
become a reference point for granular EU ag-
gregate and country-by-country supervisory
data. It provides comprehensive, easy-to-use
fundamental risk indicators for assessing the
well-being of the EU banking sector, as well as
comprehensive statistical tables for analysing
trends and running peer analyses.

The 2021 EU-wide stress test

In July 20217, the EBA published the results of
the 2021 EU-wide stress test, which involved
50 banks covering broadly 70% of total EU
banking sector assets. Given the unprece-
dented macroeconomic shock due to the pan-
demic in 2020, the baseline scenario provided
a useful yardstick for assessing and compar-
ing the situation of EU banks. The stress test
also helped provide a perspective on how the
banking system could develop after the pan-
demic.

Overall, the results showed that banks contin-
ued to build up their capital base, with a Com-
mon Equity Tier 1 (CET1] ratio at the beginning
of the exercise of 15%, the highest since the
EBA has been performing stress tests, despite
the unprecedented decline in gross domestic
product (GDP) and the initial effects of the
COVID-19 pandemic in that year.


https://www.eba.europa.eu/sites/default/documents/files/document_library/Risk Analysis and Data/EU Wide Transparency Exercise/2021/1025102/Risk_Assessment_Report_December_2021.pdf
https://www.eba.europa.eu/risk-analysis-and-data/risk-dashboard
https://www.eba.europa.eu/risk-analysis-and-data/eu-wide-stress-testing/2021
https://www.eba.europa.eu/risk-analysis-and-data/eu-wide-stress-testing/2021
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Figure 4: The process behind the EU-wide stress test

E)

50 banks in sample

CENTRALISED FAQ PROCESS $
EBA and CA experts providing answers to banks” questions

ETL PROCESS

4 data exchange rounds, banks files,
36 templates, 855K datapoints
processed, 2.5K validation rules

DESCRIPTIVE STATISTICS
calculated over b0 indicators to identify
outliers and facilitate the Quality
Assurance process

EBA Risk Assessment

EBA Statistics

and Stress Test E

L A 4

TEMPLATES REVISIONS
oceurring in course of exercises, are included in the ETL process and managed by EBA

Publication of results
2 W Report M Bank by bank PDF documents €
M [nteractive tools M Full dataset
Increasing transparency in the EU across 25 countries of the EU and the Euro-
banking sector pean Economic Area (EEA).

The transparency exercise is a well-estab- The results showed that fiscal and regulatory
lished and consolidated data dissemination, support measures putin place during the pan-
which provides the public with an invaluable —demic have prevented asset quality deteriora-
source of individual banks’ data. tion but have also made it more difficult for
banks to assess borrower creditworthiness.
The EBA conducted its annual EU-wide trans-  The uncertainty on the economic outlook could
parency exercise in December 2021, disclos-  trigger repricing of risks.
ing detailed bank-by-bank data for 120 banks

Figure 5: The EU-wide transparency exercise over the years: the evolution of a well established
data collection
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https://www.eba.europa.eu/risk-analysis-and-data/eu-wide-transparency-exercise/2021
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Becoming an integrated EU data hub

In 2021, the EBA completed its work on the fea-
sibility study on a consistent and integrated sys-
tem for collecting statistical, resolution and pru-
dential data. The resulting Report puts forward a
long-term vision for what an integrated report-
ing system could look like. It also highlights how
reporting processes could be streamlined and

improved for both institutions and competent
authorities, and how cooperation among author-
ities could be enhanced in the areas of pruden-
tial, resolution and statistical reporting.

Figure 6: Integrated reporting system overview

CENTRAL DATA

DATA DICTIONARY COLLECTION POINT

GOVERNANCE

» Minimum requirements
» Data granularity
» Define once

» Data collection and
sharing

» Report once

» Joint Committee

» Coordination among
authorities

L1 L2 3

Streamline and increase  Increase coordination and Reduce the reporting  Facilitate data comparability,
the efficiency in the data sharing among costs for the reporting remove overlaps,
reporting processes authorities, following institutionss following the

the“report once” principle “define once” principle

_______________________________________________________________________________________


https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/Integrated reporting/1025496/EBA Final report on Feasibility study of the integrated reporting system.pdf
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Finalising the EUCLID project

Figure 7: EUCLID process explained

O Registers
O Bank-level properties to define
reporting obligations
DATA PREPARATION/
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g J O Tailored (e.g. Stress Testing, Call for

Advices, Impact Studies)

© Micro-prudential purposes
DATA EXPLORATION BY THE EBA © Impact assessment and proportionality
© Risk monitoring and financial stability

O Authorities

DATA DISSEMINATION O Financial institutions
O C(itizens and academia

With the implementation of the European transmissions to the EBA. Master data
Centralised Infrastructure of Data (EUCLID) flows steadily to the EBA, resulting in

the EBA was able to integrate most of seamlessly refreshed reporting obligations
its historical data and to start collecting being prepared overnight. The EBA can
information on the entire EU banking sector. thus address reporting issues more quickly
Thanks to EUCLID, the various authorities via EUCLID’s automatic feedback on data
liaising with the EBA have gained additional transmissions.

freedom and flexibility to manage data

Figure 8:
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Continuing the development of e disclosing exposure to interest rate risk
a comprehensive and enhanced on positions not held in the trading book
disclosure framework (IRRBB);

In 2021, the EBA continued to make progress ~ ®  disclosing ESG risks;
in implementing its roadmap and strategy on
Pillar 3 disclosures focusing on:

e disclosing investment funds by invest-
ment firms.

e disclosing indicators of global systemic
importance by global systemically impor-
tant institutions (G-SlIs);

Figure 9: ESG disclosure in the EU

| FSB-TCFD RECOMMENDATIONS |

EU Taxonomy and transparency:
Key pillars to support the European Green Deal

O O 0 O

TAXONOMY DISCLOSURES NON-FINANCIAL EBA PRUDENTIAL DISCLOSURE
DISCLOSURES (CRR/IFR)

(TAXONOMY REGULATION)

STATEMENT (NFRD)

REGULATION (SFDR)

Defines environmentally
sustainable activities
(Paris aligned)

Corporates” ESG and
diversity information

Investment products and
financial advice

WHO

Financial firms selling
investment products and
financial advisers

Public-interest companies
(more than 500 employees)

NFRD undertakings

_______________________________________________________________________________________

E TAXONOMY REGULATION CRR SFDR E
: Advice to Commission on KPIs ITS Pillar 3 disclosures on ESG risks ESAs’ Joint Committee RTS :
NFRD: Non-Financial Reporting Directive IFR: Investment Firms Regulation

CRR: Capital Requirements Regulation SFDR: Sustainable Finance Disclosure Regulation


https://www.eba.europa.eu/regulation-and-policy/transparency-and-pillar-3/implementing-technical-standards-disclosure-indicators-global-systemic-importance-g-siis#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/regulation-and-policy/transparency-and-pillar-3/implementing-technical-standards-disclosure-indicators-global-systemic-importance-g-siis#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/regulation-and-policy/transparency-and-pillar-3/implementing-technical-standards-disclosure-indicators-global-systemic-importance-g-siis#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/regulation-and-policy/transparency-and-pillar-3/implementing-technical-standards-disclosure-information-exposures-interest-rate-risk-positions-not#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/regulation-and-policy/transparency-and-pillar-3/implementing-technical-standards-disclosure-information-exposures-interest-rate-risk-positions-not#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/eba-publishes-binding-standards-pillar-3-disclosures-esg-risks
https://www.eba.europa.eu/regulation-and-policy/supervisory-reporting/technical-standards-reporting-and-disclosures-requirements-investment-firms#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/regulation-and-policy/supervisory-reporting/technical-standards-reporting-and-disclosures-requirements-investment-firms#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783

Assessing fraud levels in retail
payments

The EBA carried out an analysis of the pay-
ment fraud data reported by the industry to
assess how effective are the payment security
requirements developed by the EBA in the past

years. One of the key observations is that fraud
is substantially higher in cross-border trans-
actions with counterparts located outside the
(EEAJ, where no strong customer authentica-
tion (SCA) requirements apply, than in those
conducted inside the EEA (where SCA does

applyl.

EXECUTIVE SUMMARY OF THE ANNUAL REPORT 2021

Figure 10: Share of fraudulent transactions (in terms of the volume of total transactions] when payments are executed
domestically, inside and outside the EEA

Card payments reported by acquirers

Card payments reported by issuers

0.048 %

0.0049 %
0.0017 %

Cash withdrawals

0.2375 %
0.0707 %
0.0028 %

0.2565 %

0.0769 %

0.0036 %

0.0201 %
0.0158 %
0.0008 %

M Fraud share for payments outside EEA (% - volume of transactions )
I Fraud share for payments inside EEA (% - volume of transactions |
W Fraud share for domestic payments (% - volume of transactions |

Credit transfers

Source: Discussion paper on the EBA's preliminary observations on payment fraud data under PSD2, as reported by
the payment service providers of the countries considered

Other observations suggested that overall the
regulatory requirements developed in relation
to payment security are having the desired ef-
fect. For example, the share of fraudulent pay-

ments in the total payment volume and value
is significantly lower for transactions that are
authenticated with SCA than those that are
not.

Figure 11: Share of fraudulent transactions (in terms of the volume and value of total transactions) for remote card
payments reported by issuers and acquirers, with and without SCA

Remote card
payments reported
by acquirers

Remote card
payments reported
by issuers

0
Valte 0.1752 %

0.0421 %

0
Volume 0.1209 %

0.0238 %

0
Value 0.1448 %

0.0641 %

0.094%  m Fraud share when NOT authenticating with SCA (%)

Volume
I Fraud share when authenticating with SCA (%)

0.0188 %

Source: Discussion paper on the EBA's preliminary observations on payment fraud data under PSDZ, as reported by
the payment service providers of the countries considered


https://www.eba.europa.eu/regulation-and-policy/payment-services-and-electronic-money/discussion-paper-payment-fraud-data-received-under-psd2#pane-new-3b8719c7-91d7-4481-9a98-901c0064c857
https://www.eba.europa.eu/regulation-and-policy/payment-services-and-electronic-money/discussion-paper-payment-fraud-data-received-under-psd2#pane-new-3b8719c7-91d7-4481-9a98-901c0064c857
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Contributing to the sound development of financial
Innovation in the financial sector

In 2021, the EBA continued to monitor how fi-
nancial innovations emerge and evolve in the
financial market. Crypto-assets, decentral-
ised finance and the application of artificial in-
telligence (Al), as well as digital platforms and
solutions to facilitate AML/CFT compliance,
are just a few examples of innovations that are
currently on the EBA's innovation monitoring
radar.

The EBA contributed to a wide range of top-
ics under the European Commission’s digital
finance strategy and beyond, including:

Figure 12: Main drivers of operational risk as seen by banks
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counter terrorism measures
financing [financial
obligations sanctions)
Source: Figure 97 from the EBA RAR 2021.

legislative proposals for the Regulation on
Markets in Crypto-assets (MiCAJ;

legislative proposals for the Digital Op-
erational Resilience Act (DORAJ;

use of digital platforms in the EU’s bank-
ing and payments sector;

requirements for crowdfunding service
providers;

proposals for non-bank lending.




Analysing the RegTech market in the EU
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fective and efficient.

In 2021, the EBA assessed the benefits, chal-

lenges and risks of Regulatory technology
(RegTech] use in the EU and analysed the ap-

plication of technology to facilitate compliance
with regulatory requirements and make cer-

tain financial institutions’ processes more ef-

The top five segments identified in which
RegTech is used most widely are AML/CFT,
fraud prevention, prudential reporting, ICT se-
curity and creditworthiness assessments.

Figure 13: Benefits, challenges and risks of Regulatory technology (RegTech) use in the EU

BENEFITS

Financial institutions
» enhanced risk management
» better monitoring and sampling
capabilities
» reduced human errors

C’@b
RegTech providers

» increase efficiency

» manage the impact of ongoing regulatory
change

» boost effectiveness
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Financial institutions
» data-related challenges and cybersecurity
threats
» interoperability and the integration of new
solutions with the existing legacy systems
» Changes to regulation

C’@b
RegTech providers

» lack of technological capabilities of
financial institutions
» security, data privacy and protection issues

RISKS

Financial institutions
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) concentration
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» specific technology-related risks
» personal data protection
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Competent authorities

b difficulties in the assessment of the
effectiveness and reliability of the
technological solutions

b lack of the skillset and toolset needed to

» changes of national and international

regulation supervise the use of technologyenabled

RegTech solutions

Figure 14: Continued monitoring of RegTech development
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https://www.eba.europa.eu/eba-assesses-benefits-challenges-and-risks-regtech-use-eu-and-puts-forward-steps-be-taken-support
https://www.eba.europa.eu/eba-assesses-benefits-challenges-and-risks-regtech-use-eu-and-puts-forward-steps-be-taken-support
https://www.eba.europa.eu/eba-assesses-benefits-challenges-and-risks-regtech-use-eu-and-puts-forward-steps-be-taken-support
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Identifying the benefits and challenges
of machine learning models used in the
context of IRB models for credit risk

In 2021 the EBA consulted with the industry
on how new, sophisticated machine learning
models can coexist with and adhere to the reg-
ulatory requirements when used in the context
of internal ratings-based (IRB) models. The
discussion paper investigated a set of prin-
ciples-based recommendations that would
ensure the prudent use of machine learning
models in the context of the IRB framework.

Strengthening depositor protection

In the context of depositor protection, the EBA
has carried out work in three areas:

Enhancing the resilience of the national de-
posit guarantee schemes: the revised Guide-
lines on the stress tests conducted by the
national Deposit Guarantee Scheme (DGS)
extend the scope of the DGS stress tests by

Figure 15: Steps of the stress testing cycles conducted by the DGS

DGS identify areas
of improvement
and report results

EBA drafts a peer
review and DGSs

implement lessons
learnt 0 1

requiring more tests compared to the original
guidelines. Deposit insurers now have to test
their ability to perform all the interventions in-
cluded in their legal mandate.

Strengthening the protection of client funds
by deposit insurers: the Opinion on the treat-
ment of client funds under the Deposit Guar-
antee Schemes Directive [DGSD] assessed the
current approaches to the protection of funds
deposited with credit institutions on behalf of
clients by entities that are themselves exclud-
ed from DGS protection

Contributing to the harmonised and trans-
parent funding of deposit insurers: the
Guidelines on the delineation and reporting
of available financial means (AFMs] of deposit
guarantee schemes that aim to improve con-
fidence in financial stability across the EU by
establishing a more harmonised application
of the DGSD with regard to reaching the tar-
get level in the and by enhancing transparency
and the comparability of DGS’ financial posi-
tions.

DGS appoint a team

in charge of

designing the tests

The revised guidelines require a
steady improvement in DGS’
preparedness

DGS develop a
programme to specify
03 the areas tested
DGS execute the tests over time
with possible external
stakeholders



https://www.eba.europa.eu/regulation-and-policy/model-validation/discussion-paper-machine-learning-irb-models
https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/guidelines-stress-tests-deposit-guarantee-schemes-first-revision#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/guidelines-stress-tests-deposit-guarantee-schemes-first-revision#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/guidelines-stress-tests-deposit-guarantee-schemes-first-revision#pane-new-ed8f3c99-9589-454a-a87e-37f2578a1783
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2021/1022906/EBA Opinion on the treatment of client funds under DGSD.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2021/1022906/EBA Opinion on the treatment of client funds under DGSD.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2021/1022906/EBA Opinion on the treatment of client funds under DGSD.pdf
https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/guidelines-delineation-and-reporting-available-financial-means-deposit-guarantee-schemes
https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/guidelines-delineation-and-reporting-available-financial-means-deposit-guarantee-schemes
https://www.eba.europa.eu/regulation-and-policy/recovery-and-resolution/guidelines-delineation-and-reporting-available-financial-means-deposit-guarantee-schemes

Building the infrastructure in the EU to lead,
coordinate and monitor AML/CFT supervision

The main areas of focus remained AML/CFT-
related policy development, fostering coop-
eration across Member States” competent au-
thorities in the fight against money laundering
and terrorist financing and supporting the ef-
fective implementation of the overall EU AML/
CFT framework through training and capacity-
building.

Putting in place a data-driven approach
to monitoring ML/TF risks

The EBA carried out preparatory work that led
to the launch in January 2022 of EuReCA, the
European reporting system for material CFT/
AML weaknesses. The EBA aims to use Eu-
ReCA to gather, structure and share informa-
tion on financial institutions” AML/CFT mate-
rial weaknesses, as identified by competent

authorities, and the measures that such au-
thorities have taken to rectify these material
weaknesses.

In addition, the EBA continued monitoring new
money laundering (ML) and terrorist financ-
ing (TF) risks and alerted competent authori-
ties and the public at large where necessary.
The EBA issued an Opinion on the risks of ML
and TF affecting the EU’s financial sector. It
identified risks related to virtual currencies
and innovative financial services, de-risking,
tax-related risks and risks associated with
the COVID-19 pandemic. The Opinion included
targeted recommendations to competent au-
thorities to close the gaps identified.

EXECUTIVE SUMMARY OF THE ANNUAL REPORT 2021
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Integrating and managing ESG risks

There is a broad acknowledgement that ESG
factors may translate into financial risks and
that the financial sector should play a key role
both in terms of managing risks and facilitat-
ing the transition towards a more sustainable
economy. Clear definitions and effective risk
assessment methodologies are necessary to
achieve progress in this regard.

In 2021, the EBA published a Report on the
management and supervision of ESG risks
for credit institutions and investment firms
which harmonises definitions and describes
available methodologies, as well as sets out
the EBA's proposals and recommendations on
how institutions should address ESG risks and
how supervisors should assess institutions’
ESG risk management practices.

Figure 16: Main content EBA assessed the benefits, challenges and risks of Regulatory technology (RegTech] use

in the EU of EBA report on ESG risk management and supervision

ESG factors and risks

Risk drivers

ESG COMMON
DEFINITIONS

Transmission channels

INDICATORS,

METRICS AND

METHODS TO
EVALUATE ESG RISKS

E, S and G indicators and metrics

Tools and methods to evaluate,
estimate and incorporate ESG risks

MANAGEMENT

Recommendations to Industries

> | Business strategies and

ESG factors as financial risks” drivers

l

ESG RISK IN

: 1
business processes |
Governance and risk management | |

i

supervisory assessment

Longer time horizon for

SUPERVISION

Lmmm e e e o =


https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1015656/EBA Report on ESG risks management and supervision.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1015656/EBA Report on ESG risks management and supervision.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1015656/EBA Report on ESG risks management and supervision.pdf

Defining disclosure standards on
sustainability

The EBA aims to support institutions in their
disclosure obligations, facilitating stake-
holders’ access to comparable information
on lending and investment activities that are
subject to ESG-related risks, while enabling

them to compare institutions’ sustainability
performance. To this end, the EBA contribut-
ed towards defining sustainability disclosure
standards with its technical standards for Pil-
lar 3 disclosures of ESG risks.

Figure 17: Summary of ESG disclosures - Pillar 3

EBA summary of
ESG disclosures-Pillar 3
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» Exposures to fossil fuel companies excluded from
sustainable climate benchmarks, and to other
carbon-related sectors

» For real estate exposures, distribution of the
exposures by energy performance of the collateral

CLIMATE CHANGE PHYSICAL RISK
Risk exposures subject to extreme weather
events (sector/geography)

» Assets subject to impact from chronic climate
change events by sector and geagraphy

» Assets subject to impact from acute climate
change events by sector and geagraphy
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Actions that support counterparties in the
transition to a carbon neutral economy but
that do not meet taxonomy criteria

» Building renovation loans that improve the energy
efficiency of the building but do not meet the
taxonomy screening criteria

Actions that support counterparties in the
adaptation to climate change but that do
not meet taxonomy criteria

» Loans to build barriers against flooding, or water
management mechanisms against draughts but to
not meet the taxonomy screening criteria
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Information on exposures towards NFRD
Corporates and Retail financing
taxonomy-aligned activities consistent with
Paris Agreement goals that contribute
substantially to climate change mitigation (CCM)
and adaptation (CCA), including information on
transitional and enabling activities.

Information on exposures towards
non-NFRD corporates not assessed in the
GAR financing taxonomy-aligned activities
consistent with Paris Agreement goals,
contributing substantially to CCM and CCA.
Simplified assessment, based on bilateral
information and estimates.

» Contributing to CCM:
Generation of renewable energy

» Enabling CCM:
Manufacture of renewable energy technologies

» Contributing to CCA: Afforestation

» Enabling CCA: Engineering activities for adaptation
to climate change
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Qualitative information on environmental,
social and governance risks

» Governance arrangements
» Business model and strategy
» Risk management
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Laying the foundations for embedding
climate risk into the stress testing
framework

The EBA addressed the climate-related risks
in its climate stress test and scenario analysis.
The EBA pilot exercise conducted in May 2021,
was the first EU-wide initiative on climate risk
and was run with 29 volunteer banks from 10
EU countries representing around 50% of the
banking sector assets in the EU (47% of its
risk-weighted assets). It focused on transition
risk, and its main objective was to explore data
and methodological challenges to categorise
exposures that could potentially be vulnerable
to climate risks and to assess banks’ readi-
ness to apply the EU green taxonomy. The ex-
perience gained by both the EBA and partici-
pating banks was positive. It helped give an
understanding of where banks stand in terms
of data capabilities to assess climate risk.
Banks are making significant efforts to expand
their data and modelling infrastructures, but
a substantial amount of work still remains to
be done, especially concerning client-specific
information at the activity level and incorpo-
rating forward-looking components (such as
transition strategies) into climate risk assess-
ment tools.

Figure 18: EMAS team pyramid

Day-to-day operation of EMS,
reports on performance

Raise awareness,
contribute to checks

Providing guidance on own funds and
eligible liabilities that include ESG
features

In light of the recent market trend of issuing
own funds or eligible liabilities instruments
with ESG features linked to ESG labels, the
EBA included a dedicated guidance in the Ad-
ditional Tier 1 (AT1] Report published in June
2021. The purpose of this guidance was to (i)
provide an overview of the risks identified,
(il comment on the differences identified in
clauses and [iii) provide policy observations
and guidance on how the clauses used for
ESG issuance and the eligibility criteria for
own funds and eligible liabilities instruments
interact. The ultimate aim was to indicate best
practices or practices/clauses that should be
avoided from an own funds and eligible liabili-
ties perspective.

Making progress towards obtaining Eco-
Management and Audit Scheme (EMAS)
registration

In 2021, the EBA successfully completed all
the preparatory phases to be registered with
the EU Eco-Management and Audit Scheme
(EMAS) and obtained the registration in Au-
gust 2022. In its environmental policy, the EBA
set out its intentions and direction in relation
to its environmental perforce and committed
to its continuous improvement.

Leads and takes strategic decisions: environmental policy, objectives,
effectiveness, new orientations, environmental statement, chairs
Steering Committee

Oversees development of Environmental
Management System (EMS) and action plan;
provides data and recommendations to ED

Ensure their teams know, understand, contribute
and comply with the EMS and its objectives

Follow rules, take part in
continuous improvement


https://www.eba.europa.eu/risk-analysis-and-data/eu-wide-pilot-exercise-climate-risk
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1015682/Report on the monitoring of Additional Tier 1 instruments of EU institutions.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1015682/Report on the monitoring of Additional Tier 1 instruments of EU institutions.pdf

Addressing the aftermath of COVID-19

In 2021 the EBA continued to mitigate the
short-term effects of the pandemic, in order to
maintain banks’ ability to provide lending and
address short-term liquidity shortages faced
by many businesses, through the reactivation
of the Guidelines on legislative and non-legis-

lative moratoria. However, after more than a
year of crisis conditions, the focus was shifted
to managing the transition to its full extent in
order to ensure a smooth return to normality.

In April 2021, the EBA also followed up on a
survey it had conducted in April 2020 on the
potential impact of the pandemic on deposi-
tor protection provided by national DGSs. The

updated survey confirmed that the pandemic
itself did not have any adverse effects on de-
positor protection and confirmed the contin-
ued resilience of DGSs.

The EBA also monitored the evolution and as-
sessed the asset quality of moratoria on loan
repayments and public guaranteed schemes
which authorities put in place to support busi-
nesses and households during the pandemic.
The volume of loans with active EBA-eligible
moratoria was residual at the end of 2021,
(around EUR 10 bn), while banks still report
around EUR 700 bn of loans with expired EBA-
eligible moratoria.
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https://www.eba.europa.eu/regulation-and-policy/credit-risk/guidelines-legislative-and-non-legislative-moratoria-loan-repayments-applied-light-covid-19-crisis
https://www.eba.europa.eu/regulation-and-policy/credit-risk/guidelines-legislative-and-non-legislative-moratoria-loan-repayments-applied-light-covid-19-crisis
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Celebrating 10 years of EBA achievements

EUROPEAN
BANKING
AUTHORITY

The year 2021 marked an important milestone for the EBA, which celebrated its 10 years of activ-
ity. For this special anniversary, the EBA organised several internal and external initiatives.

\ o
Image 1: 15 interviews in 13 EU countries: Belgium, Cyprus, the Czech Republic, Denmark, France, Finland, Germany, Greece, Italy, the Netherlands, Portugal, Slovenia, Spain.
Reaching out locally helped to build synergies with domestic media, which in turn lead to increased visibility of the EBA and its work.
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The EBA also organised its high-level conference EBA@10, which took place in a hybrid format on 26
October. The event brought together stakeholders from all over the European Union and beyond to
reflect together on the progress made over the last 10 years on EU banking and financial integration,
as well as to look at the EBA challenges and opportunities that lie ahead. Recordings of the conference
are available on the EBA website.

Keynote speech by Mairead McGuinness on the work done in the past  Franca Rosa Congiu, EBA press officer and master of ceremony
ten years to address the flaws brought to light by the financial crisis. presents second panel discussion.

Participants in the EBA @ 10 conference during Mairead McGuinness
keynote speech

The second panel discussion looks at “10 years
from now - where should we be?” and the up-
coming challenges for financial services to adapt
to a changing and demanding environment while
offering solutions and support to EU citizens.

In his keynate speech José Manuel Campa spoke about the work
ahead to foster an integrated EU Single Market in the banking sector.

From left: Hannah Brenton, finance reporter at Politico, moderated the panel

discussion
The panellist of the first panel discussion on “10 [hg[égg]ue[}oyens, Director General of the European Consumer Organisation
- ?” inan-
years after 'whgre are we" reflect on the finan Remotely, from left: Irene Tinagli, MEP and Chair of the ECON Committee
cial integration in the EU over the past 10 years of he P

in the context of the rebuilding of the financial
regulatory framework globally.

)y

John Berrigan, Director General of the European Commissions DG FISMA
Agustin Carstens, General Manager of the Bank of International Settlements

Franois-Louis Michaud thanked the speakers and attendees for
participating in the event and for the fruitful discussion.

EBA@10

From left: Martin Amold, Frankfurt bureau chief of the Financial Times, mod-
erated the panel discussion

Wim Mis, CEQ of the European Banking Federation

Andrea Enria, Chair of the European Central Bank's Supervisory Board

Elke Kanig, Chair of the Single Resolution Board

Remotely: Claudia Buch, Vice-President of the Deutsche Bundesbank



https://www.eba.europa.eu/calendar/eba-10#:~:text=Watch%20the%20recording%20of%20the%20conference
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Priorities for 2022

Five strategic areas for 2022:

e Monitor and update the prudential framework for supervision and resolution

* Revisit and strengthen the EU-wide stress-testing framework

e Banking and financial data: leverage the EUCLID

e Digital Resilience, Fintech and Innovation: deepen analysis and information-sharing

e Fight AML/CFT and contribute to a new EU infrastructure

Two horizontal priorities for policy work:

e ESG: provide tools to measure and manage risks

e COVID-19: monitor and mitigate the impact



GETTING IN TOUCH WITH THE EU

In person
All over the European Union there are hundreds of Europe Direct Information Centres.
You can find the address of the centre nearest you at: http://europa.eu/contact

On the phone or by e-mail

Europe Direct is a service that answers your questions about the European Union.
You can contact this service

- by freephone: 008006 78 9 10 11 (certain operators may charge for these calls),
- at the following standard number: +32 22999696 or

- by electronic mail via: http://europa.eu/contact

FINDING INFORMATION ABOUT THE EU

Online
Information about the European Union in all the official languages of the EU is available on the
Europa website at: http://europa.eu

EU Publications

You can download or order free and priced EU publications from EU Bookshop at:
http://bookshop.europa.eu. Multiple copies of free publications may be obtained by contacting
Europe Direct or your local information centre [see http://europa.eu/contact)

EU law and related documents
For access to legal information from the EU, including all EU law since 1951 in all the official
language versions, go to EUR-Lex at: http://eur-lex.europa.eu

Open data from the EU

The EU Open Data Portal (http://data.europa.eu/euodp/en/datal) provides access to datasets
from the EU. Data can be downloaded and reused for free, both for commercial and non-
commercial purposes.


http://europa.eu/contact
http://europa.eu/contact
http://europa.eu
http://bookshop.europa.eu
http://europa.eu/contact
http://eur-lex.europa.eu
http://data.europa.eu/euodp/en/data
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Floor 24-27, Europlaza, 20 avenue André Prothin,
LLa Défense 4, 92400 Courbevoie, France

Tel. +33 186 52 7000
E-mail:

http://www.eba.europa.eu
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