


Finalyse

A fresh take on
risk and valuation

Qur purpose

Our aim is to support our clients incorporating changes and
innovations in valuation, risk and compliance. We share the
ambition to contribute to a sustainable and resilient financial
system. Facing these extraordinary challenges is what drives
us every day.

Regulatory Brief

The RegBrief provides a catalogue of policy updates impacting
the financial industry. Emphasis is made on risk management,
reporting and disclosure. It further covers legislation on gov-
ernance, accounting and trading, as well as information on the
current business environment.

Note: The Cross-Sector chapter includes regulatory updates
that may affect multiple industries.
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Institutional Framework

GLOBAL BANK FOR INTERNATIONAL SETTLEMENT (BIS)

BaseL CoMMITTEE ON BANKING SupervisioN (BCBS) (IFRS)
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EBA SSM
ESMA SRB
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NATIONAL NATIONAL GOVERNMENT NATIONAL SUPERVISOR

\ \

FINANCIAL SERVICES INDUSTRY

The international organisations on the top row set global standards for their respective members. These
global norms are not binding, but have to be further translated in national (European) legislation.

European legislation is proposed by the Commission and, after political negotiations, voted in the Europe-
an Parliament and the Council of Ministers. Adopted regulations and decisions are directly applicable to EU
member states, while directives have to be translated into national law before they apply.
The technical details are fine-tuned by the supervisory authorities: EBA, ESMA and EIOPA.

Finally, where necessary, national governments and supervisors translate and supplement the international
and European policies for the domestic market.

2024 Q2

EMIR

RTS

Minimum Details of the Data to be
Reported - EMIR REFIT

Application date: 29 Apr 2024

EMIR

ITS

Formats, Frequency and Methods
and Arrangements for Reporting
Implementation date: 29 Apr 2024

CRR

ITS

Peer review on definition of
default

Document release: tbd

2024 Q3

MiCA

Regulation

Most of the provisions of MiCA
Application date: TBD

Stress Test

Guidelines

GL on institutions’ climate stress
test

Joint ESAs Guidelines on
methodologies for climate stress
testing

Document release: tbd

Solvency Il

RTS

Technical documents and GLs
following the review of Solvency Il
Document release: tbd

Solvency Il

Guidelines

On integrating ESG factors in risk
management

Document release: thd

Reqgulatory Calendar

2024 Q4

Sustainable Finance
Thematic review

To be aligned with supervisory
expectations, including
integration of C&E risks in stress
testing framework and ICAAP
Application date: 31 Dec 2024

Solvency Il

Draft RTS

Reassessment of the Natural
Catastrophe risk standard
formula capital

charges

Document release: tbd

ICS

International Standards
Planned adoption of ICS
Application date: 24 Dec 2024

2025 Q1

CRR

Regulation

Most of CRR 3 provisions are
intended to come into force
Application date: 01 Jan 2025

Basel

Standards

Prudential treatment
of banks’ exposures to
cryptoassets

Application date: 1 Jan 2025

2026 Q2

AIFMD 2

Directive

Application of the new Amending
Directive to the AIFMD.

Application date: 16 April 2026

2028 Q1

Basel

Standards

Basel IV capital floor
implementation end
postponed from 01 Jan 2027

Implementation deadline: 1 Jan 2028
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STATUS

Explanatory Note & Legend

Regulatory updates include EU legislation, international standards and other relevant pub-
lications from the European authorities. They are gathered from official publications and
institutions’ official communication channels.

Updates are labelled with a symbol which indicates the status of the regulation at the time

of publication:

OO
o—e——-O

o000
@

Click on these links
to open the original
documents

Consultation: The first circle is filled when an official draft is open for
public consultation.

Pending: The second circle is filled when a final proposal needs to be
adopted by a vote or non-objection.

Effective: The third circle is filled when a regulation is final and adopt-
ed. There might be a certain delay until it applies.

Informative: This symbol indicates purely informative documents, such
as briefings and reports.

Climate Risk
EIOPA (Consultation Paper)

Prudential treatment of Sustainability Risks

The EIOPA has initiated a consultation on the pru-
dential treatment of sustainability risks, marking
the second phase of its approach under the Sol-
vency |l Directive. This directive mandates EIOPA
to evaluate whether a specialized prudential treat-
ment for assets or activities linked to environmen-
tal or social objectives is justified. The consultation
aims to assess the potential for dedicated pruden-
tial treatment in response to risks associated with
environmental and social factors.

Release date: 2023-12-13
Consultation End:2024-03-24

eiopa.europa.eu ._< >_

L
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https://www.eiopa.europa.eu/system/files/2023-12/Consultation%20Paper%20on%20the%20Prudential%20Treatment%20of%20Sustainability%20Risks.pdf
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Banking Reqgulatory Timeline

2024 Q2

CRR

Guidelines

Phase-in requirements for
addressing data gaps in the
monitoring of already existing
credit facilities

Application date: 30 Jun 2024

ITS

Preparation of 2025
benchmarking portfolios — update
of ITS

Document release: tbd

Peer Review

Peer review on definition of
default

Document release: tbd

Report

On Funding plans and on Asset
encumbrance

Document release: tbd

Report

JC autumn risk report
Document release: tbd

Guidelines

GL specifying the methodology
institutions shall apply to estimate
IRB-CCF

Document release: thd

RTS

Update RTS on Own funds and
eligible liabilities and RTS on
methods of consolidation, where
needed, depending on CRR IlI
amendments

Document release: thd

RTS

On extraordinary circumstances
for being permitted to continue
using the IMA and on material
extensions and changes under the
IMA

Document release: tbd

Guidelines

On the meaning of exceptional
circumstances for the
reclassification

of a position

Document release: tbd

Report
JC Spring risk report

Document release: tbd

Report

2023 benchmarking report on
market risk models

Document release: tbd

Guidelines
On group capital test
Document release: tbd

2024 Q3

CRR

Report

Risk assessment report (RAR) of the
European banking system

Document release: thd

RTS

To specify the systemic importance
indicators

Document release: thd

Stress Test

Stress Test

GL on institutions’ climate stress
test

Document release: tbd

2024 Q4

CRR

RTS

Establishing a risk taxonomy
of OpRisk loss events and on
mapping Business Indicator
components (BIC) to FINREP

Document release: tbd

Stress Test

Preparatory Work

EBA Preparation and
methodological work for 2025
EU-wide stress test exercise
Document release: tbd

Analysis

EBA One-off fit-for-55 climate
scenario analysis

Document release: tbd

2025 Q1

CRR

Regulation

Most of CRR 3 provisions are
intended to come into force
Application date: 1 Jan 2025

Basel

Standards

Prudential treatment of banks'
exposures to cryptoassets
Application date: 1 Jan 2025

2028 Q1

BASEL

Standards

Basel IV capital floor
implementation end postponed
from 01 Jan 2027

Implementation deadline:

1 Jan 2028
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ARTICLE

CRR3 Output Floor impact on Securitisation efficiency

Written by Mael Kerbaul, Senior Consultant.

The regulatory treatment of securitisation has been the matter of intense discussions over the past months.
Participants worry that CRR3 implementation would reduce the attractiveness of securitisation and even
question its economic viability. Essential tool for funding, risk transfer and balance-sheet management, the
beneficial role of securitisation to the real economy is widely recognized and acknowledged, by the European
regulator itself!.

However, the European securitisation market severely declined since the 2008 financial crisis? and remains
underdeveloped compared to similar markets in other parts of the world. Among other reasons, a too restrictive
requlation is often pointed out as a main factor of these poor performance. In this context, while the EU
Securitisation Framework in force since 2019 will remain untouched by CRR3, the introduction of the Output
Floor will add another layer of conservatism to the securitisation treatment.

The Output Floor, that aims to limit the benefits of using internal models to measure capital requirements for
banks, will significantly reduce the securitisation efficiency to free up capital. Although the last amendments
adopted after the trialogue discussions in 2023 comprise transitional arrangements that will smoothen the
impact of the Output Floor on securitised positions, worries are persisting for the long-term efficiency of newly
issued programs that are typically planned to produce effects over several years. In this article we will explore
in detail the mechanisms affecting securitisation efficiency under CRR3.

1 See the 2022 Report from the Commission to the European Parliament and the Council on the

functioning of the Securitisation Regulation: “This tool, therefore, makes a significant contribution to
a well-functioning financial system that efficiently finances the real economy, as it frees up capacity on
banks' balance sheets, which enables them to provide new credit to businesses, including small and me-

dium-sized companies. It acts as an important tool for capital, liquidity and risk management in banks:
2 See 2023 article from ESMA ESMA provides overview of EU securitisation markets
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I = Minimum capital requirements for
securitised positions

The Capital Requirements Regulation ("“CRR"
— Reg. EU No 575/2013, Chapter 5, Title II, Part
Three), amended by the "New Securitisation
Framework” (Reg. EU 2017/2401), applicable
since 2019, defines three methods to calculate
the minimum capital requirements for securitised
positions:

1. The Securitisation Internal Ratings Based
Approach (SEC-IRBA)

2. The Securitisation Standardised Approach
(SEC-SA)

3. The Securitisation External Ratings Based
Approach (SEC-ERBA)

For each approach, the CRR employs different
methodologies for risk-weighted assets (RWA)
computation, with different parameter levels,
risk weight floors and treatments for STS (Simple,
Transparent and Standardised) securitisations.
More details about the EU Securitisation
Framework are discussed in our article Finalyse:
The EU Securitisation Framework from March
2022.

These three methods will remain applicable and
unchanged by CRR3 amendments. However, for
the purpose of the Output Floor computation,
CRR3 prescribes to use either the SEC-SA or,
when eligible, the SEC-ERBA approaches (Article
92(5)), which are much more penalizing than the
SEC-IRBA.

Il — Drivers of the risk weight functions
for securitisation

The risk weight functions for securitisation
exposures are defined in Articles 259 to 262 of
the CRR.

The main drivers for the risk weight of the

senior tranche are the capital charge of the
underlying pool (KIRB or KSA), the tranche
thickness (measured through the attachment
and detachment points) and the supervisory
parameter (p-factor).

The capital charge of the underlying pool KIRB
and KSA are defined in Article 255 as the ratio of
8% of the RWA on the exposure at default (EAD).
KIRB also includes the expected loss (EL).

KIRB = (8%*RWA + EL) / EAD, where the RWA
are measured under IRB approach

KSA = (8%*RWA) / EAD, where the RWA are
measured under SA approach

The attachment point represents the level at
which losses start to be allocated to the senior
tranche, expressed as a decimal between 0 and 1.
It is identical in SEC-IRBA and SEC-SA.

The detachment point represents the level
at which the losses result in a total loss for the
tranche. It is deemed equal to 100% for the senior
tranche.

The p-factor is a supervisory parameter that
represents a premium capital charge aiming
to capture the agency risk and other specific
risks embedded in securitisations. In SEC-IRBA
the p-factor is modelized, based on different
components including the effective number of
exposures in the pool, the average LGD of the
pool and the maturity of the tranche, and floored
to 0.3. In SEC-SA, the p-factor is fixed to 1 or 0.5
for STS programs, considering that programs
respecting STS criteria present fewer risks.

SEC-IRBA SEC-SA
Capital charge of the under- [ KIRB (measured through KSA (measured under Stand-
lying pool internal models) ardised Approach)

Attachment Point

Level at which losses start to be allocated to the senior
tranche

Detachment Point

Deemed 100% for the senior tranche

p-factor Modelized, floored at 0.3 | for non-STS securitisations

0.5 for STS securitisations
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https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52022DC0517
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52022DC0517
https://www.esma.europa.eu/press-news/esma-news/esma-provides-overview-eu-securitisation-markets#:~:text=Main%20findings,repositories%2C%20amounting%20to%20EUR%20540bn.
https://www.linkedin.com/in/mkerbaul/
https://linkprotect.cudasvc.com/url?a=https%3a%2f%2fwww.finalyse.com%2fblog%2fthe-eu-securitisation-framework-a-bank-and-insurer-perspective&c=E,1,v6pe0CZlnx95YPbpAfY_xKdvogtd83FeaQGzzt5Xx6EhQnpTo3xDru86tZCFy2HRM3T8tRhMUxh2x5d-aaHSvGVqs-0Ej3umF_hKmGvbzPALI6hy1vRITZon8g,,&typo=1

11 — Transitional arrangement for the
p-factor level

The level of the p-factor in SEC-SA is often
criticized by the industry as exaggeratedly
increasing the capital requirement for securitised
positions on the ground of covering risks that
are empirically limited. Its level constitutes the
main reason of the impact of the Output Floor
on securitisation efficiency. Responding to
these critics, the European regulator reviewed
its position in the direction of smoothening the
impact of the Output Floor on securitisation.

The first draft of the Commission from October
2021 contained no specific provision regarding
securitisation. In the last outcomes of the
trialogue that concluded at the end of 2023, a
reduction of the p-factor was agreed upon. The
level of the p-factor to be applied in the SEC-
SA must be divided by 2 in the final text that is
expected to be published in April 2024 (that is
0.5 for non-STS and 0.25 for STS securitisation)
but solely for the calculation of the Output Floor
and as a transitional arrangement until December
31st, 2032 (Article 465-7).

Level of the p-factor in Until Beyond
SEC-SA 2032 2032

Non-STS Securitisaton 0,5 |

STS Securitisation 0,25 0,5

IV — Securitisation efficiency and impact
of the Output Floor

Most securitisation programs issued by European
banks are built to be efficient under the SEC-
IRBA. The capital relief is optimized when the risk
weight of the senior tranche retained by the bank
is as close as possible to the risk weight floor of
15% (or 10% for STS securitisations). The different
parameters of the securitisation program are
fine-tuned to reach this floor, in particular the
thickness of the different tranches.

In the chart below, the attachment point on the
x-axis represents the threshold at which losses
start to be allocated to the senior tranche. The
higher this level, the lower the risk left on the
senior tranche, and consequently the lower the
risk weight applied to this tranche. The optimal
level for the attachment point is the level at which
the risk weight floor is reached.
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If the attachment pointis lower than this optimum,
the risk transfer and the capital relief are not
maximized. On the opposite, if the attachment
point is too high, the marginal cost of transferring
risk is not compensated by a supplementary
capital relief, because of the risk weight floor
applicable to the senior tranche.

Capial

redief not Optirnal )
attachment point

rmaxim ised

However, when measured under the SEC-
SA approach, the risk weight of the retained
tranche will often exceed this floor and result in
a significantly higher capital charge for the bank.
This is explained by two cumulative adverse
factors: the total RWA of the reference portfolio
pre-securitisation is generally higher when
measured under SEC-SA than under SEC-IRBA
(depending on the nature of the assets composing
the portfolio***), and the risk weight function
under SEC-SA is more conservative than under
SEC-IRBA, in particular because of the higher
level of the p-factor. These two effects result in
a significantly higher risk weight for the senior
tranche for a same securitised portfolio, with an
attachment point and all other characteristics
being equal. An attachment point located in the
area of 8% to 12% is generally sufficient to reach
the risk weight floor on the senior tranche under
SEC-IRBA. However an 8% to 12% tranche might
well result in a risk weight around 60% or 70%
when measured under SEC-SA, which reduces
clearly the economic interest of the securitisation.
To remain economically efficient under SEC-SA,
securitisation structures would need to change
with thicker mezzanine tranches, which would
considerably increase the cost of the risk transfer.

V — Example

Through this example we can more concretely observe the impact of the Output Floor on a securitisation
program efficiency, and in particular the impact of the p-factor level. The characteristic chosen are typical
of a corporate loans portfolio. As mentioned previously, not all securitisation programs will present such an
extreme behavior depending on the composition of the portfolio. For the sake of simplicity, we assume that
the portfolio has no currency mismatch.

EAD = 1bn€

RWA CRR2 = 45%

RWA CRR3 IRB = 45%

RWA CRR3 SA = 90%

Attachment point A = 8%
Detachment point D = 100%

Ratio of delinquent exposure W = 2%

STS (under
Parameters Formula Non-STS STS transitional
arrangement)
p-factor Fixed value 1 0.5 0.25
Ksa Ksa - (B%*RWA CRR3 SA) 7.2% 7.2% 1.2%
/ EAD
Ka Ka = (1-W)*Kss + W*0.5 8.1% 8.1% 8.1%
a a=-(1/(p*Ky) -12.41 -24.83 -49.65
u u=D-Kq 0.919 0.919 0.919
| | =max (A-Ka:0) 0 0 0
K&;Fg[mj KSSEMKSA,‘-: {ea” —Qﬂj f' EI{LI— 0.0876 0.0438 0.0219
1)
RW SEC-5A See below 110% 55% 28%
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Risk weight formula for SEC-SA is defined as below:

D-K e
T;) 12.5 I'\ssmm)]

Considering the EAD of the senior tranche is 1bn€*92% = 920m« (i.e. deduction of the 80m<€ of the mezzanine
tranche sold), we can measure the RWA pre- and post-securitisation under the three hypothesis. We can then
deduct the securitisation efficiency as the ratio of the RWA relief on the pre-securitisation RWA.

STS under
transitional
arrangeme nt
(p-factor =

. Pre- MNon-5TS §TS
RV securitisation (p-factor = 1) (p-factor = 0.5)

RWA remaining after
securitisation (IRBA)

RWA remaining after
securitisation (SA)

80% /71%

Eﬁ'c'g"; Ei‘ﬁ;g{aﬂ"* oo /1205 | 80w/

We can see that the securitisation efficiency improves drastically as the p-factor diminishes. However, even
under the most favorable hypothesis of a p-factor of 0,25 (that will apply to STS securitisation until 2032), the

efficiency after Output Floor is lower than it was in IRBA.

Conclusion

While the Chapter 5 of the CRR defining the RWA calculation for securitised positions is not touched by
the upcoming revision, we have seen that the introduction of the Output Floor will have a major impact
on securitisation efficiency to release capital. This impact will be variable depending on the nature of the

programs. The corporate loans portfolio will be particularly penalized

The European regulator acknowledged this negative impact and proposed temporary measures that will soften
this impact until 2032, even though it will remain material for many actors.

Banks will have to adapt to this new deal. Obtaining the STS label is more than ever a necessity to keep
the Output Floor impact within acceptable limits. Beyond 2032, unless the regulator agrees to soften the
securitisation treatment under the SEC-SA or to entrench the temporary levels of the p-factor, banks would
have to rethink the structure of their programs. A way to improve the efficiency would be to increase the
thickness of the mezzanine tranches, which will result in an increase of the price of the risk transfer and also

depend of the market appetite for riskier tranches.

[
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Supervision

Supervision
EBA (Validation Rules)

List of ITS Validation Rules

The EBA has issued a revised list of validation rules
in its ITS on supervisory reporting, highlighting
those, which have been deactivated either for in-
correctness or for triggering IT problems. Compe-
tent Authorities throughout the EU are informed
that data submitted in accordance with these ITS
should not be formally validated against the set of
deactivated rules.

Release date: 2024-03-22
eba.europa.eu Q

Supervision
EBA (Press Release)

Institutions Involved in the 2024 Supervisory
Benchmarking Exercise

The EBA has published an updated list of insti-
tutions which have a reporting obligation for

the purpose of the 2024 EU supervisory bench-
marking exercise. The EBA will be conducting the
2024 benchmarking exercise on a sample of 110
institutions from 16 countries across the EU and
the European Economic Area.

Release date: 2024-03-20

Eba.europa.eu Q

20

MiFIR
ESMA (Press Release)

Transition to the revised MiFIR Rulebook

The ESMA has issued a press release in light of the
changes introduced by the MiFIR review, which
enter into force on 28 March 2024. ESMA has re-
ceived numerous questions from stakeholders on
the provisions applicable on the date of entry into
force of the revised MiFIR. It acknowledges that
guidance is particularly necessary on the applica-
tion of Article 54(3) MiFIR which foresees the con-
tinued application of the delegated acts in place
beyond 28 March 2024, until these delegated acts
have been revised.

Release date: 2024-03-21

Esma.europa.eu Q

BRRD
SRB (Consultation)

Minimum Bail-in Data Template

The Single Resolution Board has initiated a public
consultation on the Minimum Bail-in Data Tem-
plate (MBDT). This template is designed to gather
bail-in data in case of bank failures or for testing
purposes, while also accommodating national law
requirements. The consultation aims to gather in-
put from industry and stakeholders to refine the
template, focusing on aspects such as documen-
tation content, data point model and format, and
data collection process.

Release date: 2024-03-13
Consultation End: 2024-05-08

Srb.europa.eu

OO

Supervision

Supervision
BCBS (Consultation Paper)

Window-Dressing behaviour in the Context of
G-SIB

The BCBS has published a consultation on potential
measures to address "window-dressing” behavior
in the context of the global systemically important
banks (G-SIB) framework. Window-dressing in-
volves temporarily reducing banks' perceived sys-
temic footprint around reporting dates for G-SIB
scores. Proposed revisions would require banks to
report G-SIB indicators based on average values
over the reporting year, rather than year-end val-
ues, aiming to prevent manipulation.

Release date: 2024-03-07
Consultation End: 2024-01-31

bcbs.org .—O—O

Insurance Deposit Scheme
ECON (Report)

Report on the Insurance Deposit Scheme

The European Parliament's Economic and Mone-
tary Affairs Committee (ECON) released a draft re-
port addressing the legislative proposal for a Euro-
pean Deposit Insurance Scheme (EDIS Regulation).
The report includes suggested changes to the pro-
posed regulation and follows the European Com-
mission’s initial adoption of the legislative proposal
in November 2015. Notably, in December 2022,
key Members of the European Parliament urged a
renewed focus on the proposed Regulation, which
had been on hold while the EU concentrated on
completing the Banking Union.

Release date: 2024-03-05
2015/0270(COD) Q
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Basel
BCBS (Report)

Basel Ill Monitoring Report

The BCBS has published its latest monitoring exer-
cise report, indicating that the initial Basel lll capital
ratios for major global banks remained stable and
above pre-pandemic levels in the first half of 2023.
The report covers the impact of the Basel lll frame-
work, including the December 2017 and January
2019 finalisations. The average impact on Tier 1
minimum required capital of Group 1 banks was
+4.9%, and profits after tax for large internation-
ally active banks reached a record €279 billion. Li-
quidity coverage ratios increased, with the Weight-
ed Average Liquidity Coverage Ratio for Group 1
banks surpassing pre-pandemic levels at 138.6%.

Release date: 2024-03-06

bis.org Q

Market Trends
BCBS (Press Release)

Policy and Supervisory Initiatives

The BCBS published a press release in which it an-
nounced that it has approved revisions to the Core
Principles for Effective Banking Supervision, aiming
to enhance global financial stability. The commit-
tee also announced potential measures to address
"window-dressing” behavior by certain banks in
the context of the framework for G-SIBs, seeking
to reduce regulatory arbitrage. Additionally, the
committee emphasised the importance of imple-
menting Basel Il reforms fully and consistently,
addressing risks and vulnerabilities in the global
banking system.

Release date: 2024-03-01

Bis.org Q



https://www.eba.europa.eu/sites/default/files/2024-03/32cbe9a7-60e9-4a0f-82a6-33781563eb48/EBA%20Validation%20Rules%202024-03-22.xlsx
https://www.srb.europa.eu/en/content/public-consultation-minimum-bail-data-template-mbdt
https://www.bis.org/bcbs/publ/d571.pdf
https://www.bis.org/bcbs/publ/d570.pdf
https://www.esma.europa.eu/press-news/esma-news/transition-revised-mifir-rulebook
https://www.eba.europa.eu/sites/default/files/2024-03/9ba24dcd-9ce5-47e9-9058-9792daf41302/EBA%20List%20of%20institutions%20for%20the%20purpose%20of%20supervisory%20benchmarking%20%282024%20Update%29.xlsx
https://www.europarl.europa.eu/doceo/document/ECON-PR-758704_EN.pdf
https://www.bis.org/press/p240229.htm

Supervision

Market Trends
|IOSCO (Report)

Streamlining variation margin in centrally cleared
markets — examples of effective practices

The CPMI and the IOSCO published a report titled
‘Streamlining variation margin in centrally cleared
markets — examples of effective practices.' The
report follows up on a previous review of mar-
gining practices published in September 2022,
focusing on variation margin (VM) processes in
centrally cleared markets. It presents eight exam-
ples of effective practices for central counterpar-
ties and their clearing members, aiming to guide
them in designing VM call and collection process-
es in accordance with established principles and
guidance.

Release date: 2024-02-13
|IOSCOPD762 Q

CRR
EBA (Technical Document)

Technical package for 3.4 reporting framework

The EBA has released a technical package for ver-
sion 3.4 of its reporting framework. This package
includes standard specifications such as validation
rules, the Data Point Model (DPM), and XBRL tax-
onomies. The purpose is to support amendments
to the reporting and disclosure technical stand-
ards related to minimum requirements for own
funds and eligible liabilities, total loss-absorbing
capacity (MREL/TLAC), and minor corrections to
the technical package on IRRBB. The update also
involves the DPM Query Tool to align with the
current release.

Release date: 2024-02-06

eba.europa.eu Q

AML/CRR

EBA (Report)

On the Peer Review on the Joint ESAs Guidelines
on the prudential assessment

The EBA has published a follow-up report on the
Peer Review conducted in 2021 regarding the
implementation of the Joint ESAs GL on the pru-
dential assessment of the acquisition of qualify-
ing holdings. The follow-up assesses the actions
taken by 17 competent authorities identified with
deficiencies in the initial review. The report high-
lights positive progress in addressing the issues,
especially in evaluating the financial soundness of
potential acquirers and addressing concerns relat-
ed to money laundering and terrorist financing.

Release date: 2023-02-12

eba.europa.eu Q

Climate Risk
ECB (Policy Agenda)

ECB to step-up focus on climate and nature-re-
lated Risk

The ECB has announced an expansion of its ef-
forts to address climate change, outlining three
focus areas for 2024 and 2025. These areas in-
clude the impact of transitioning to a green econ-
omy, the physical effects of climate change, and
risks related to nature loss and degradation. The
ECB will intensify its work on transition funding,
green investment needs, and adaptation to climate
change. Concrete measures include analyzing ex-
treme weather events' impact on inflation, explor-
ing changes to monetary policy instruments, and
launching an Environmental Management Pro-
gramme.

Release date: 2024-01-30

ecb.europa.eu Q
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Supervision

CRR

Commission (Report)

Macroprudential review for credit institutions

The European Commission has published a report
on the macroprudential review for credit institu-
tions, focusing on systemic risks associated with
Non-Bank Financial Intermediaries (NBFIs) and
their connections with credit institutions. This
report, evaluates the EU macroprudential frame-
work outlined in the CRR and the CRD IV and
draws on various studies, including those by EU
and international bodies, as well as input from a
public consultation and bilateral discussions with
stakeholders.

Release date: 2024-01-24
COM(2024)21 Q

Supervision
BCBS/IOSCO (Consultation)

Streamlining VM processes and IM responsiveness
of margin models in noncentrally cleared markets

The BCBS and the IOSCO have jointly released a
report on streamlining variation margin process-
es and improving the responsiveness of initial
margin models in non-centrally cleared markets.
The report provides eight recommendations to
encourage the adoption of good market practic-
es, addressing challenges in margin and collateral
calls during stress periods. The recommenda-
tions focus on making the Standard Initial Margin
Model (SIMM) more responsive to extreme market
shocks. The report does not propose policy
changes but seeks input from interested parties.

Release date: 2024-04-17
Consultation End: 2024-04-17

bcbs/publ/d569

OO
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Bechmarks Regulation
EBA (Consultation)

Amendments of the data collection for the 2025
benchmarking exercise

The EBA has published a consultation paper
proposing amendments to the data collection
process for the benchmarking exercise in 2025.
The key change focuses on the market risk frame-
work, introducing new templates for collecting
risk measures related to the FRTB. This includes
updates to market portfolio structure and ex-
panded validation portfolios for the Alternative SA.
For credit risk, only minor changes are suggested
to clarify reporting requirements for certain risk
parameters.

Release date: 2024-01-18
Consultation End: 2024-03-27

EBA/CP/2024/03

OO

Market Trends
BIS (Consultation)

Transparency and Responsiveness of initial margin
in centrally cleared markets

The BCBS, the CPMI and the International IOSCO,
have published a consultative report on the trans-
parency and responsiveness of initial margin in
centrally cleared markets. The report includes ten
policy proposals aimed at improving participants'’
understanding of initial margin calculations and
future margin requirements in centrally cleared
ecosystems. The proposals cover areas such as
margin simulation tools, disclosures by CCPs,
measurement of initial margin responsiveness,
governance frameworks, and clearing member
transparency.

Release date: 2024-01-16
Consultation End: 2024-04-17

bcbs/publ/d568

OO


https://www.eba.europa.eu/publications-and-media/press-releases/eba-releases-technical-package-its-34-reporting-framework
https://www.ecb.europa.eu/press/pr/date/2024/html/ecb.pr240130_ann,ex~b239ad1c2e.en.pdf
https://ec.europa.eu/transparency/documents-register/detail?ref=COM(2024)21&lang=en
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD762.pdf
https://www.eba.europa.eu/sites/default/files/2024-01/4d84e643-b6d7-49cf-875f-0eaddbaaa4a9/Consultation%20Paper%20on%20draft%20ITS%20on%20Benchmarking%20Internal%20Models.pdf
https://www.bis.org/bcbs/publ/d569.pdf
https://www.bis.org/bcbs/publ/d568.pdf

Supervision

CRDV/CRR
EBA (RTS)

Updated Technical Standards on Supervisory
Colleges

The EBA has released updated RTS and ITS on
supervisory colleges, aligning them with the CRD
V and CRR 2. The revisions focus on improving
information exchange within the supervisory
college, identifying emerging risks during ad-
verse events, and facilitating efficient supervision
of cross-border banking groups. The goal is to
establish a common EU framework for supervi-
sory colleges and enhance the effectiveness of
cross-border banking group supervision.

Release date: 2024-01-10

EBA/RTS/2024/01 Q

Risk Management

BRRD/SRMR

Council (Press Release)
Daisy Chains Directive Adopted by Council

The Council of the EU has announced it had
adopted the so-called Daisy Chain Directive which
makes amendments to the BRRD and the SRMR as
regards certain aspects of the minimum require-
ment for own funds and eligible liabilities.The Eu-
ropean Parliament adopted the draft Directive on
27 February 2024.

Release date: 2024-03-27

consilium.europa.eu Q
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Securitisation Framework
Parliament (RTS)

Performance-related Triggers and the Criteria for
the Calibration of Those Triggers

The Official Journal of the EU has published a
Commission Delegated Regulation supplementing
the Securitisation Regulation with regard to RTS
specifying the performance-related triggers and
the criteria for the calibration of those triggers. The
RTS specify the two mandatory triggers: the addi-
tional mandatory backward-looking trigger under
point and the mandatory forward-looking trigger
under point. The RTS also set out criteria to be ful-
filled by the parties to the securitisation in order to
set the level of the mandatory triggers.

Release date: 2024-03-22
Application Date: 2024-04-11

(EU) 2024/920

o000

Risk Management

CRR
Commission (RTS)

Supervisory Reporting of IRRBB

The European Commission published a new regu-
lation updating the technical standards for super-
visory reporting of IRRBB. This regulation revises
the standards laid out in Implementing Regulation
2021/451, which specifies reporting formats, in-
structions, frequency, and IT solutions under the
CRR.

Release date: 2024-03-15
C(2024)1620

O—e-O0

CRR

Commission (RTS)

Compliance with the IM Approach for Market Risk

The European Comission has published RTS
concerning the assessment methodology used
by competent authorities to ensure institutions
comply with internal model approach regulations
outlined in the CRR. These standards, developed
under Article 325az(8)(b) of the CRR, provide
guidance for competent authorities to assess an
institution's compliance with internal model re-
quirements, which are crucial for determining own
funds requirements for market risk computation.
The RTS consist of three main chapters covering
governance requirements, internal risk-measure-
ment models, and internal default risk models.

Release date: 2024-03-13
C(2024)1678

O0—e——-O
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CRR

Commission (RTS)

Specification of the conditions to calculate KIRB
in relation of a securitisation transaction

The European Commission has published a Del-
egated Regulation which specifies conditions for
institutions to calculate KIRB concerning the un-
derlying exposures of securitisations under the
CRR. It covers requirements for risk differentiation,
eligibility criteria, data usage, and definition con-
sistency concerning default. The regulation aims
to provide a framework for accurately assessing
credit risk in securitised exposures, ensuring com-
pliance and consistency across institutions within
the European Union.

Release date: 2024-03-13
C(2024)1677

O0—eoO

CRR
EBA (Consultation Paper)

Off-balance sheet items under the standardised
approach

The EBA has initiated a public consultation on draft
RTS under CRR concerning off-balance sheet
items within the standardised approach of credit
risk. These standards aim to establish criteria for
classifying off-balance sheet items and outline
factors restricting institutions’ ability to cancel un-
conditional commitments. The draft RTS is part of
the first phase of the EBA roadmap for implement-
ing the EU Banking Package. The proposed stand-
ards are expected to contribute to a more robust
regulatory framework, efficient supervision, and
enhanced risk control for credit institutions.

Release date: 2024-03-04
Consultation End: 2024-06-04

EBA/CP/2024/08

OO


https://www.eba.europa.eu/sites/default/files/2024-01/8b7b932d-3c25-4c82-9913-72eee2cbbcdf/Final%20Report%20on%20RTS%20and%20ITS%20on%20supervisory%20colleges.pdf
https://www.consilium.europa.eu/en/press/press-releases/2024/03/26/council-adopts-directive-on-indirect-subscription-chains/
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202400920
https://ec.europa.eu/transparency/documents-register/detail?ref=C(2024)1620&lang=en
https://ec.europa.eu/transparency/documents-register/detail?ref=C(2024)1677&lang=en
https://ec.europa.eu/transparency/documents-register/detail?ref=C(2024)1678&lang=en
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Consultations/2024/Consultation%20on%20draft%20RTS%20on%20the%20materiality%20of%20extensions%20and%20changes%20to%20the%20use%20of%20FRTB%20IMA%20and%20changes%20to%20the%20subset%20of%20MRF/1064009/CP%20on%20draft%20RTS%20on%20model%20extensions%20and%20changes.pdf

Risk Management

CRR
EBA (Consultation)

On ITS on Pillar 3 Operational Risk disclosures

The EBA has initiated a public consultation on pro-
posed amendments to operational risk Pillar 3 and
supervisory reporting requirements to implement
Basel Il reforms in the EU. The changes are driven
by the revised operational risk framework and aim
to enhance monitoring of institutions compliance
with Basel lll for operational risk. The proposed
amendments align disclosure requirements with
Basel I, promoting consistency and comparability.
The consultation includes two draft ITS covering
Pillar 3 disclosures and supervisory reporting for
operational risk.

Release date: 2024-02-20
Consultation End: 2024-05-30

OO

EBA/CP/2024/06

Supervision
ECB (Technical Guide)

ECB Guide to Internal Models

The ECB has published the final revised Guide to
internal models after a public consultation. The
guide provides clarity on rules for banks using in-
ternal models to calculate risk-weighted assets.
The revisions cover general topics, credit risk, mar-
ket risk, and counterparty credit risk. The update
includes considerations for climate-related risks
and requirements for common definitions of de-
fault. The guide aims to assist banks in incorporat-
ing environmental risks, moving towards a com-
mon definition of default, and addressing issues
related to market and counterparty credit risks.

Release date: 2024-02-19

supervisory_qguides202402

®

Supervision
EBA (Consultation)

On Bl-related mandates in the CRR3

The EBA has initiated a consultation on RTS and
ITS related to the business indicator (Bl) for oper-
ational risk, as part of the implementation of the
EU Banking Package. The consultation covers the
clarification of Bl composition, mapping Bl items
to financial reporting (FINREP) items, and address-
ing adjustments to the Bl for specific operations.
The draft standards provide lists of typical items,
map Bl items to FINREP reporting cells, and speci-
fy conditions for Bl adjustments during operations
such as disposals.

Release date: 2024-02-20
Consultation End: 2024-05-24

EBA/CP/2024/05

Securitisation Framework
Commission (RTS)

Homogeneity of the underlying exposures in sim-
ple, transparent and standardised securitisations

The Official Journal of the EU has published a
delagated regulation with RTS concerning the ho-
mogeneity of underlying exposuresin simple, trans-
parent, and standardized (STS) securitisation. The
RTS extends its scope to include on-balance-sheet
securitisations and establishes uniform conditions
for homogeneity across all securitisation types. The
provisions aim to ensure consistency with the new
mandate and offer clarity on specific requirements.

Release date: 2024-02-14
Application Date: 2024-03-05

(EU) 2024/584

o009
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OO

Risk Management

BRRD/SRMR
SRB (Report)

MREL dashboard Q3.2023

The SRB, has published its MREL dashboard
for Q3 2023. The dashboard provides insights
into the evolution of MREL targets and short-
falls for both resolution and non-resolution en-
tities, along with the level and composition of
resources of resolution entities. Key findings in-
clude progress in building MREL levels by banks,
a decrease in the total MREL shortfall, and infor-
mation on MREL-eligible instruments. The report
also highlights funding costs, recent develop-
ments, and the issuance of MREL-eligible bonds.

Release date: 2024-02-12

srb.europa.eu Q

CRR

Commission (RTS)

Calculation of Stress Scenario Risk Measure

The Official Journal of the EU has published a Del-
egated Regulation supplementing the CRR with
regard RTS on the Calculation of the stress scenar-
io risk measure. The RTS outline two methods for
developing extreme scenarios for non-modellable
risk factors: the direct method, involving calculat-
ing expected shortfall based on historical levels
during stress periods, and the stepwise method,
involving expected shortfall on observed returns.
It also specifies criteria for determining the regu-
latory extreme scenario and allows institutions to
calculate a single stress scenario risk measure for
multiple non-modellable risk factors within the
same standardised bucket.

Release date: 2023-01-29
Application Date: 2024-02-18

(EU) 2024/397
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CRR
EBA (Consultation Paper)

Exemption from the RRAO hedges under the
FRTB

The EBA has initiated a public consultation on draft
RTS regarding conditions for determining wheth-
er an instrument attracting residual risk acts as a
hedge. The focus is on the residual risk add-on
(RRAQO) within the new FRTB framework. The CRR3
introduces a provision allowing exemption from
the RRAO charge for instruments hedging residual
risks. The EBA is seeking input on RTS specifying
criteria for qualifying instruments as hedges for ex-
emption purposes.

Release date: 2024-02-01
Consultation End: 2024-05-03

EBA/CP/2024/04

OO

CRR
EBA (Report)

Heatmap on the Implementation of IRRBB Stand-
ards in the EU

The EBA has published a heatmap as part of its
scrutiny of the implementation of IRRBB standards
in the European Union. This follows the regulatory
package on IRRBB published in October 2022. The
heatmap highlights areas subject to further scruti-
ny, including aspects of EBA guidelines, manage-
ment of interest rate risk, and the impact of inter-
est rate increases on capital instruments and other
financial aspects.

Release date: 2024-01-24
EBA/REP/2024/02 Q



https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisory_guides202402_internalmodels.en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202400397
https://www.srb.europa.eu/system/files/media/document/2024-02-12_MREL-dashboard-Q3-2023.pdf
https://www.eba.europa.eu/sites/default/files/2024-02/2c4c97b7-99bc-4034-b096-4bb5fd115ecc/Consultation%20paper%20on%20draft%20RTS%20on%20RRAO%20exemption.pdf
https://www.eba.europa.eu/sites/default/files/2024-01/4eff856e-650f-4080-9dcb-7e03fbb6f1d1/Heatmap%20following%20the%20EBA%20scrutiny%20on%20the%20IRRBB%20Standards%20implementation%20in%20the%20EU.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202400584
https://www.eba.europa.eu/sites/default/files/2024-02/d5a1fe85-505e-4daf-a407-085fec80dfbc/consultation_paper_on_its_on_pillar_3_operational_risk_disclosures.pdf
https://www.eba.europa.eu/sites/default/files/2024-02/722c49f4-2501-47be-ad2a-e1857e8e5965/Consultation%20paper%20on%20BI-related%20mandates%20in%20the%20CRR3.pdf

Risk Management

CRR
EBA (Consultation)

Draft RTS on Prudent Valuation

The EBA has published a consultation paper pro-
posing targeted amendments to the RTS on pru-
dent valuation. The aim is to enhance a more
consistent application of the RTS, reduce var-
iability in additional value adjustments (AVAs)
under the core approach, and establish rules
for the application of the prudent valuation
framework during extraordinary circumstanc-
es. The proposed amendments also aim to es-
tablish rules for applying the prudent valuation
framework during extraordinary circumstances.

Release date: 2024-01-16
Consultation End: 2024-04-16

EBA/CP/2024/001

OO

CRR
EBA(ITS)

Revised Reporting Requirements for Market Risk

The EBA has published the revised reporting re-
quirements for market risk in anticipation of the
implementation of the FRTB in the EU. The amend-
ments include changes to the information report-
ed on own funds requirements under alternative
approaches and the addition of reporting on re-
classifications of instruments between books. The
updated standards provide details on the alterna-
tive standardised approach (ASA) and the alterna-
tive internal model approach (AIMA).

Release date: 2024-01-11
EBA/ITS/2024-02

O0—e—-O

CRR
EBA (Report)

Report on Specific Aspects of the
NSFR Framework

The EBA has released a report on the NSFR frame-
work. The report evaluates the materiality of items
such as derivative contracts, securities financing
transactions, and unsecured transactions with fi-
nancial customers. It also assesses the potential
impact of changes to the current prudential treat-
ment. The analysis, concludes that the analyzed
items have limited materiality in contributing to the
required stable funding for both major and small-
er banks. The report suggests that changes to the
current regulatory treatment are not necessary, as
they may not significantly affect institutions.

Release date: 2024-01-16
EBA/Rep/2024/01 Q
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Climate Risk

CRR
EBA (Consultation)

Classification methodologies for exposures to
ESG risks

The EBA has initiated an industry survey to gather
input from credit institutions regarding their meth-
odologies for classifying exposures to ESG risks.
The survey aims to collect qualitative informa-
tion on current practices and assess the feasibili-
ty of introducing a standardised methodology for
identifying and qualifying exposures to ESG risks.

Release date: 2024-01-29
Consultation End: 2024-03-29

eba.europa.eu

Market Environment

Market Trends
EBA (Report)

Q3 2023 Quarterly Risk Dashboard

The EBA has published its Q3 2023 Risk Dash-
board, indicating that EU/EEA banks maintained
high profitability, robust liquidity, and strong cap-
italization levels. However, there are concerns
about asset quality deterioration as higher interest
rates may impact borrowers. Economic activity in
Europe is subdued, with high macroeconomic un-
certainty due to the ongoing monetary policy re-
sponse to inflation. Operational risks, especially in
cyber and data security, continue to be elevated.
Overall, while banks are resilient, there are poten-
tial challenges ahead, and some countries report
marginal MREL shortfalls.

Release date: 2024-01-12
eba.europa.eu Q
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Climate Risk
EBA (Consultation Paper)

Guidelines on the management of ESG risks

The EBA has initiated a public consultation on
draft Guidelines for the management of ESG risks.
These guidelines outline requirements for finan-
cial institutions to identify, measure, manage, and
monitor ESG risks, including those associated with
the transition to a climate-neutral economy in the
EU. The draft Guidelines aim to ensure the safety
and soundness of institutions by establishing prin-
ciples for internal processes and management ar-
rangements related to ESG risks. Additionally, they
address the financial risks stemming from factors
such as climate change and environmental deg-

radation.

Release date: 2024-01-18

Consultation End: 2024-04-18

EBA/CP/2024/02

OO

Reporting & Disclosure
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Supervision
FBA/ECB (Press Release)

ECB and EBA establish Joint Bank Reporting
Committee

The ECB and the EBA have announced that they
have formed the Joint Bank Reporting Committee
(JBRC) to streamline data reporting in the banking
industry. The aim is to harmonise reporting stand-
ards across statistical, supervisory, and resolution
requirements, reducing costs and improving effi-
ciency. The committee will involve EU bodies, na-
tional authorities, and banking representatives to
develop common definitions and standards. Key
goals include creating a common data dictionary
and simplifying reporting processes.

Release date: 2024-03-18
ecb.europa.eu Q


https://www.eba.europa.eu/sites/default/files/2024-01/3b524236-7899-4b45-9561-4f565d9f5872/Final%20Report%20on%20amending%20ITS%20on%20reporting%20requirements%20for%20market%20risk%20%28FRTB%20reporting%29.pdf
https://www.eba.europa.eu/sites/default/files/2024-01/a44040b4-da19-4beb-ad2d-935d9f2cd1a0/Consultation%20paper%20on%20amendments%20to%20the%20RTS%20on%20Prudent%20Valuation%20%28EBA-CP-2024-001%29.pdf
https://www.eba.europa.eu/sites/default/files/2024-01/8d7c0d40-2d79-4763-bd9c-ad66c0bf4076/Report%20on%20specific%20aspects%20of%20the%20NSFR%20framework%20under%20Art%20510%20CRR.pdf
https://www.eba.europa.eu/sites/default/files/2024-01/8039a4ea-6e61-45a9-a746-058fd070c34a/EBA%20Dashboard%20-%20Q3%202023.pdf
https://www.eba.europa.eu/sites/default/files/2024-01/10a6010e-7d65-42ef-a459-d51c4941a767/EBA%20industry%20survey%20on%20the%20classification%20of%20exposures%20to%20ESG%20risks.pdf
https://www.ecb.europa.eu/press/pr/date/2024/html/ecb.pr240318~4c20d8eb39.en.html
https://www.eba.europa.eu/sites/default/files/2024-01/c94fd865-6990-4ba8-b74e-6d8ef73d8ea5/Consultation%20papaer%20on%20draft%20Guidelines%20on%20ESG%20risks%20management.pdf

ARTICLE

Insights from EBA's Guidance
on ESG Risk Management

Written by Sheta Goswami, Consultant.

The EBA's Draft Guidelines on the ESG Risk Management, published on 18 January 2024,
provide detailed guidance for financial institutions on handling ESG risks within short
(under 3 years), medium (3-5 years) and long term (over 10 years) frameworks, aiming for
completion by the end of 2024. These guidelines advocate for the incorporation of ESG
risk considerations into the standard risk management practices of financial institutions,
detailing specific metrics and standards, such as their inclusion in ICAAP and ILAAP, affecting
the pricing, gathering and analysis of ESG data. Highlighting the complexity and potential
cost, especially for smaller institutions, the guidelines also emphasize the opportunity for
institutions to enhance their ESG risk assessment and data insight capabilities.

Subsequently, we will outline the key compliance requirements for banks regarding ESG
risk management and offer strategies for institutions struggling to prioritize and effectively
manage ESG risks.

The European Banking Authority (EBA) plays a
pivotal role in setting guidelines for managing
ESG risks within the EU’'s banking sector, aiming
to enhance its resilience and integrate ESG
factors into business strategies. The forthcoming
guidelines, expected by the end of 2024, will
establish a comprehensive framework for financial
institutions, promoting a uniform approach across
member states.

Navigating ESG Risk Management:
A Comprehensive Guide

In the evolving landscape of finance,
Environmental, Social, and Governance (ESG) risks
have emerged as pivotal factors influencing the
financial performance and operational resilience
of institutions. This guide delvesinto the intricacies
of ESG risk management, offering a pathway for
institutions to navigate these challenges while
aligning with regulatory standards and societal
expectations.

Given the comprehensive detail that the new
guidelines provide on ESG data and monitoring,
our discussion will primarily focus on these
aspects. While we will also touch on critical areas
including proportionality, materiality, principles
of ESG risk management, ICAAP, ILAAP, strategies
and business models, internal culture and
controls, these topics will be covered in a more
concise mannetr.

The Imperative of ESG Risks

ESG risks, encompassing environmental, social,
and governance factors, increasingly bear
significant implications for financial institutions.
From climate change and resource depletion to
human rights and corporate ethics, these factors

affect long-term sustainability and can lead to Proportionality

considerable financial losses if not managed.

Understanding and integrating ESG risks into The principle of proportionality applies to how
strategic frameworks is crucial for sustainable institutions manage and govern ESG risk internally.

growth and regulatory compliance. All institutions are expected to adopt ESG risk
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management practices that align with the significance of ESG risks to their specific business models. For smaller
and less complex institutions (SNCls), it is acceptable to employ simpler risk management strategies. This
might include using methodologies that are less detailed, or leaning more heavily on qualitative assessments,
estimates, and proxies, provided these approaches do not compromise their capacity to manage ESG risks
effectively and prudently, to remain consistent with their evaluation of risk materiality.

A Methodical Approach to ESG Risk

Materiality Assessment of ESG Risks Identification and Measurement of ESG Risks

Objective: Regular assessment to integrate Data Processes: Collection, structuring,
ESG risks into strategies and procedures. and analysis of data for ESG risk assess-

ment.
Frequency: Annually, or every two years

for small and non-complex institutions,
and when significant changes occur.

Engagement: Interacting with clients to
capture ESG-related information, e.g.
designing questionnaires during credit

Scope:Assessment includes all financial N - -
origination/periodic reviews.

risk categories (credit, market, operation-
al, etc.). Assessment Principles: Identifying ESG risk
drivers, mapping exposures, and measur-
ing material risks with a forward-looking
perspective.

Process: Institution-specific, considering
short (<3yr), medium (3y-5y), and long-
term horizons (>=10y).

Methodologies: Combining expo-
sure-based, portfolio-based, and scenar-
io-based methods for comprehensive
assessment.

Factors: Includes qualitative and quan-
titative elements, impact on significant
activities, and both transition and physical
environmental risks.

Exposure-Based Methodology: Assessing
counterparty exposure to ESG factors,
reflecting these in risk classification and
default risk assessment.

Risk-Based Approach: Considers likeli-
hood and severity of risk materialization.

Focus on Carbon Intensive sectors: Sec-

tors highly impacted by transition risk. : .
Portfolio-Based Methodology: Using

climate-related portfolio alighment
methodologies, identifying natural capital

Documentation: Part of ICAAP, detailing
methodologies, inputs, limits/thresholds,
outcomes, and conclusions/actions drawn. dependencies, and measuring impacts on

Sustainable Development Goals.

Scenario-Based Methodology: Institutions
should perform climate/environmental
scenario-based analyses, as set out in [to
insert reference to future EBA Guidelines
addressing letter d of the mandate under
article 87a(5) of the CRD]
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ESG Data

Institutions are required to gather and assess necessary data and information, aiming to enhance the quality
of ESG data progressively. This entails collecting both current and forward-looking data points, including data
at the client level for instance through questionnaires completed at the initiation of credit and during periodic
credit reviews, as well as publicly available data specific to clients and, where applicable, data related to assets.
Forengagements with large corporate entities, a minimum of nine specific data types concerning environmental
risks should be considered. These include both current and projected greenhouse gas emissions, along with
energy and water usage, among others. Regarding social and governance risks, institutions should account
for at least five types of data, covering aspects like adverse effects on local communities and governance
practices.

Overview - Standards for management of ESG risks

ESG Risks Management Principles

ESG risks should be integrated in the institution-wide risk management framework, influencing all
categories of financial risks.

Regular risk management systems should fully incorporate ESG risks, aligning with the overall
business and risk strategies.

Institutions need a robust approach to manage ESG risks across short to long-term horizons, utilizing
tools such as engagement with counterparties, financial adjustments based on ESG considerations,
and diversification strategies.

Strategies and Business Models

o

L]

ESG risks must be considered in the development and implementation of business and risk strategies.
Institutions should assess how ESG risks, especially environmental factors like transition and physical
risks, impact the business model's viability.

Strategies should reflect an understanding of ESG risks, with objectives and KPIs to monitor ESG
impact.

L]

L]

o

Risk Appetite

e Material ESG risks should be defined and addressed within the institution’s risk appetite framework.
The ESG-related KRlIs, setting limits, thresholds or exclusions, should be implemented based on ESG
considerations.

Risk appetite and KRIs should be communicated and monitored across the institution.

>

Internal culture & capabilities

+ Continuous development of ESG risk identification, assessment, and monitoring capabilities.

* Training for management and staff on ESG implications, ensuring responsibilities are effectively
fulfilled.

Incorporation of ESG risks into the institution’s risk culture and internal control frameworks, including
clear definitions and assignments of responsibilities.

ICAAP and ILAAP

* Integration of ESG risks into the Internal Capital Adequacy Assessment Process (ICAAP) and Internal
Liquidity Adequacy Assessment Process (ILAAP) to cover potential solvency or liquidity impacts.

o Description of risk appetite, thresholds, and limits for ESG risks in ICAAP and ILAAP frameworks, with
methodologies reflecting the institution's size and complexity.

Monitoring ESG risks

« Effective internal reporting frameworks for continuous ESG risk monitoring, providing senior
management with relevant data.

Implementation of ESG risk metrics and indicators for oversight, including historical losses, exposure
to high carbon sectors, and progress against ESG targets.

ESG Monitoring

ESG risks require ongoing monitoring — both at the portfolio level and down to individual counterparty and
exposure levels. The integration of ESG risk considerations into the routine credit assessments for mid-
sized and larger counterparties should be standard, possibly by enhancing the depth and frequency of these
assessments with a focus on ESG risk.

Institutions ought to establish early warning signals, define limits/thresholds and prepare action plans for
remediation if the limits are breached.

Given the comprehensive nature of requirements, institutions are advised to employ at least the following
indicators for tackling ESG risks, with Small and Non-complex institutions (SNIs) being encouraged to consider
their application:

Historical and Future ESG Risk Analyses: Assess historical losses and forward-looking estimates of
exposures-at-risk and financial losses related to ESG risks, utilizing scenario-based methods.

Income from High Climate Impact Sectors: Calculate the amount and share of income derived from
sectors significantly contributing to climate change, with large institutions adopting more detailed metrics.
Portfolio Climate Alignment: Evaluate the alignment of existing portfolios with climate targets, aiming for
next-zero GHG emissions by 2050, using specified portfolio alignment methods.

Scope 3 Emissions: Account for financed GHG emissions, especially in materially exposed sectors,
employing recognized methodologies like Global GHG Accounting and Reporting Standard.

Engagement on ESG risks: Document the percentage of counterparties engaged on ESG risks, focusing on
sectors with material exposures, and report the outcomes of such engagements.

Sustainable vs Carbon-Intensive Exposures: Monitor the share of environmentally sustainable and carbon-
intensive exposures, using clear methodologies, with large institutions also tracking Taxonomy-aligned
exposures.

Real Estate Collateral Energy Efficiency: Classify real estate collateralized portfolios by energy efficiency
levels.

Physical Risk Concentration: Analyze concentration risks related to physical risk drivers (e.g., flood or
wildfire risks) with a detailed geographical exposure breakdown.

ESG-Related Litigation: Track any ESG-related litigation claims involving the institution, based on available
information.

Progress on ESG Targets: Report on progress towards the institution’s ESG risk management and objectives,
including sustainability commitments.

0 =3
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Principles for Effective Management

ESG risks necessitate consideration across all aspects of business and risk strategies, requiring institutions
to adopt a robust approach that includes engagement with counterparties, financial adjustments based on
ESG considerations, and diversification strategies. Setting ESG-related KRIs, monitoring risk appetite, and 1
continuously developing ESG risk assessment capabilities are essential for managing these risks effectively. . !,',_'f'-

Towards a Sustainable Future

Theguidelinesemphasize theimportance of aligning ESG plans with business strategies, public communications,
and ensuring coherence across all planning horizons, with a clear focus on environmental aspects while
gradually including social and governance risks. The guidelines aim to standardize the approach to ESG risk
management, reflecting the sector's impacts on climate change and the broader push towards sustainability.

By adhering to these guidelines, institutions can not only mitigate the risks associated with ESG factors but
also capitalize on the opportunities they present, paving the way for a more resilient and sustainable financial

sector.

Strategy Roadmap
Navigating the complex landscape of ESG risk management and data collection can be daunting, especially

when immediate action is required alongside a deep understanding of relevant risks and data points. A
structured approach to tackling this challenge could involve the following steps: 1

2.2 Initiate by Engaging Knowledgeable Staff: Begin by bringing onboard employees who possess a
- strong understanding of ESG risks.

Leverage Expert Consultants: To expedite the process, seek assistance from consultants well-
versed in best practices within ESG risk management.

Conduct a Preliminary ESG Risk Analysis: Start with evaluating the proportionality and materiality
of ESG risks to your institution.
Understand Regulatory Compliance Requirements: Ascertain what regulatory compliance entails

for your institution and use this understanding as a foundation for further actions.

Establish Basic Compliance and Knowledge Frameworks: Initially, focus on achieving basic
compliance, acquiring essential knowledge, and gathering initial data. This foundation will enable
you to set more ambitious, long-term objectives beyond mere compliance.

Integrate and Improve Continuously: Recognize that ESG risk management is an ongoing effort,
not a one-off project. It should be seamlessly integrated into existing risk management frameworks

and practices, with continuous improvement over time.

This phased approach ensures a solid foundation in ESG risk management, from which more advanced
strategies and goals can be developed as part of a continuous improvement process.

In a few words, the EBA's CRD VI guidelines mark as a pivotal shift towards embedding ESG risks within the risk
management strategies of financial institutions. By standardizing ESG risk management, these guidelines align

with global sustainability goals and equip the banking sector for a sustainable future. For financial institutions,
this presents both challenges and opportunities to innovate and contribute significantly to the global transition

towards sustainability. As consultants, we view these guidelines as essential for helping our clients navigate
these rapidly evolving regulatory and market landscapes.
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ARTICLE

Climbing the Regulatory Everest: A Comprehensive
Guide for Banks in Addressing Climate and
Environmental Risks as per ECB Guidelines

Written by Meghna Jain, Consultant

Overview

In today’s world, where climate change
poses unprecedented risks to the fi-
nancial sector, regulatory bodies are
stepping up efforts to ensure that insti-
tutions are well-prepared to tackle the
challenges ahead. The European Central
Bank (ECB) Guidelines released in 2020
stand as a pivotal framework, guiding
banks in the effective management of
climate-related risks. The Guidelines
outline a comprehensive approach to
Business Models & Strategy, Governance
and Risk Appetite, Risk Management,
and Disclosure, covering aspects from
risk assessment to integration within the
existing risk management processes.

Embarking on the journey towards com-
pliance with these guidelines as regards
Climate-related and Environmental
Risks (C&E Risk) is paramount for finan-
cial institutions to safeguard their op-
erations, protect their reputations, and
foster trust among their stakeholders.
However, navigating these guidelines
and implementing them effectively can
be a challenge for many institutions.
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Key Challenges faced by Banks to imple-

ment ECB Guidelines

1. Interpreting the ECB Guidelines

The ECB's guidelines include a comprehensive
framework addressing areas from risk assess-
ments to reporting mechanisms, necessitating a
profound comprehension. Banking institutions
must remain vigilant and aligned with these es-
tablished standards. However, various institu-
tions encounter challenges in interpreting and
harmonizing their existing practices with these
detailed and complex guidelines.

2. Time and Resources Constraints

Effectively implementing the ECB’s guidelines
often demands a reallocation of resources. This
may entail investing in new technologies, hir-
ing specialized staff, and conducting compre-
hensive training programs. Balancing regulato-
ry compliance with cost-effectiveness proves
challenging, especially for smaller institutions.
Tight compliance timelines further compound
the challenge, with banks struggling to imple-
ment changes within the stipulated timeframes,
particularly amidst concurrent regulatory de-
mands and market pressures.

3. Governance Structure and Stake-
holder Communication

Establishing a governance structure involves
defining roles, responsibilities and policies while

effectively communicating climate-related risks and mitigation strategies to stakeholders. Achieving the rec-
ommended level of transparency in disclosures is a challenge for banks as they strive to strike a balance be-
tween protecting their reputation and complying with regulations.

4. Climate Risk Modelling and Assessment Integration

Creating accurate models for climate risk assessment requires specialized expertise. However, many banks
struggle with this due to a lack of necessary skills, impacting the strength of their risk management strategies.
Moreover, incorporating climate risk management into existing processes is a challenge necessitating substan-
tial adjustments in workflows and systems.

5. Data Quality and Availability

The guidelines necessitate robust data for effective risk assessment and reporting. Many banks struggle with
the quality and availability of relevant data. Obtaining accurate climate-related data for forward-looking sce-
narios can be a formidable challenge.

As the financial industry grapples with the evolving challenges stemming from climate change, the implemen-
tation of the ECB’s guidelines emerges as a crucial step.

Recognizing and addressing these challenges head-on is imperative for banks to navigate the complex terrain
of reqgulatory compliance. While each obstacle presents its own set of complexities, it is through strategic plan-
ning, collaboration, and leveraging expert guidance that banks can overcome these challenges and fortify their
position in the face of climate-related risks.

Below is a comprehensive guide that provides a structured roadmap to assist banking institutions in imple-
menting the ECB’s Guidelines, fostering resilience and sustainability.

ROADMAP

To assess a bank’s current compliance status, a comprehensive gap analysis is
important. This initial step is instrumental in establishing a robust foundation for
the subsequent processes. The comprehensive evaluation entails a review of the
bank's operational landscape, policies, procedures and internal controls to identify
any misalignments between the bank’'s current practices and the requirements
outlined by the ECB's guidelines. This process serves as a cornerstone for prioritizing
assessment efforts and approaching them accordingly.

Gap Analysis
and Guidelines
Interpretation

CG&E Risks Relevant Stakeholders and functions are identified and engaged to understand the
Assessment key groups, company's functions, business model, business strategy and operations
Strategy to inform the assessment strategy and process roadmap.

Setting-up a governance structure including sustainability and climate experts within
the management body is an essential step to ensure effective monitoring. This
step involves setting up policies and procedures for clear allocation of roles and
responsibilities for C&E risks. Effective oversight is also critical to shape the bank’s

Governance
Structure business strategy in the short, medium and long term, based on the identification and

Establishment assessment of climate risks.

To identify, assess, integrate and effectively oversee the climate-related risks within
the bank’s existing risk culture, an adequate representation of the present knowledge

Employee in climate and environmental risks is required. Dedicated training and courses for the
Training and staff can be helpful for the effective implementation of new policies and procedures.

Awareness
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The identification and assessment of material and vulnerable exposures en-
Risk compass both physical and transition risks across portfolios and risk types,
Identification & including market risk, credit risk, liquidity risk, operational risk, and business
Assessment risk. The materiality identification and assessment need a mix of qualitative and
quantitative information. This step will involve leveraging the existing frame-
works within the bank and the frameworks and data sources built within Final-
yse, such as the ESG Score Metrics, the physical risk prototype, the inclusion of
transition risk into the credit risk models by adjusting PDs for climate risks, or
the stress testing and scenario analysis framework.
Development
of Risk Appetite The qualitative and quantitative set up of risk appetite that feeds into the Risk
Statement Appetite statement based on the risk assessment ensures a long-term compli-
ance and oversight.

: After developing a holistic approach to data governance for climate risks, in-
Reﬂomng and ternal reporting to disclose governance, quantitative climate and ESG metrics,

Disclosure vulnerable exposures and regulatory reports such as TCFD, CSRD, etc. should
be developed.

6. Gap Analysis b) Establishing Clear Objectives and Targets:
Define specific and measurable goals for achieving
full compliance with the ECB’s guidelines.

) Developing a Detailed Action Plan: Outline
the specific steps, timelines, and responsibilities
for implementing each element of the compliance

Conducting a comprehensive gap analysis ena-
bles institutions to obtain a clear understanding of
their current compliance status, prioritize remedi-
ation efforts, and develop a tailored roadmap for

achieving full compliance. The gap analysis should programme.

encompass the following:

o Review of existing policies, procedures, 8. Risk Identification and Assessment
and internal controls: Existing policies should be

reviewed, and new policies should be drawn up The risk identification and assessment of cli-
to define the bank’s strategy and goals for reduc- mate-related risks are conducted by leveraging
ing its carbon footprint and promoting sustainable existing risk frameworks within the bank or utilizing
development. This step involves identifying areas those available in the market, while also develop-
where existing governance frameworks may not ing new ones as necessary. This approach allows
align with the expectations outlined in the ECB’s for a focused analysis of the financial exposures
guidelines. for physical and transition risks across different
. Assessment of compliance risks: Evaluate risk categories. Climate-related and environmen-
the potential financial, reputational, and opera- tal risks are significant drivers of risk, with effects

tional risks associated with non-compliance. manifesting through various risk types. For exam-
ple, a sudden ban on coal-fired power stations
7. Climate-related and Environmental may push a coal company into default or a sudden

Risks Assessment Strategy carbpn tax can lead to the repricing of assets, im-
pacting the price of bonds.

a) Stakeholder Engagement: Internal stake-
holders are identified to gain insight into the bank’s
business, operations, and strategic objectives in
the short, medium, and long term.

The assessment should encompass the following
aspects:
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/ . Assessment of both direct and collateral exposures across partfolios, including
Credit | Mortgage, Lending, Lombard, and SBL, to identify potential losses stemming from
Risk | transition and physical risks. This involves employing quantitative and qualitative
© assessments, considering their impact on default ratings.
\

Market
Risk

|
-

Assessment of concentration risk within market risk positions and future
investments.

Perform stress tests and scenario analysis across market risk portfolios.

Conduct a future litigation risk assessment.

Operational Perform a business continuity assessment to evaluate potential physical
' damage to bank operations, utilizing scenario analysis or heat maps.

Risk
_ Assess the impact of natural hazards on the bank's infrastructure.
.' Business "-I
Risk | Assessment of potential revenue loss for clients deemed vulnerable.

.' Jn" R

[ Liquidity |
Risk
//‘ -

&

Incorporate the C&E risks into liquidity buffers and net cashflow considerations.

The aforementioned assessment approach can be achieved through a combination of qualitative and quanti-
tative methodologies and frameworks, including:

. Scenario Analysis and Stress Testing across portfolios and asset classes: Utilizing scenarios outlined by
the Network for Greening the Financial System (NGFS) as a benchmark, scenarios can be constructed within
the banking industry.

. Physical Risk Model: Employing a quantitative model to produce heat maps and estimate potential
losses for hazard risks such as floods, typhoons, tsunamis, wildfires, etc., across Mortgage and Lending port-
folios.

. Integration of Transition Risk into PD Models: Incorporating transition risk into Probability of Default
(PD) models to evaluate their impact on default ratings for each company within the bank's portfolio.

. ESG Scorecard: Development of a scorecard to assess Environmental, Social, and Governance (ESG)
scores across counterparties, aiding in the identification of ESG performance.

. Concentration Risk Assessment: Creation of quantitative metrics to evaluate concentration risk across

vulnerable geographies, sectors, and industries within the portfolio, facilitating the identification of the most
vulnerable exposures.
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9. Establishing the Governance Structure

ThieBaard Should cnsiite appropriate Define clear roles and responsibilities

tefitesertin OFSHbiccRRuatE Fearts through the creation of climate policy.

Training existing staff and recruiting new . R
Integrating roles and responsibilities

pertaining to the C&E risks within the three
lines of defense model.

subject matter experts.

Establishment of sustainability and
climate-related risk committees to

N i . Development of sector-level policies tailored
facilitate effective oversight and ] 3 : :
g Fhsit e il to industries with elevated environmental
escalation of heightene risks. ; 2 =

= risks, such as Oil and Gas, Mining, Power
Generation, etc. These policies will define
Establishment of transition risk framework set-up restrictions pertaining to exposure and

for the onboarding process of new clients. transactions within these sectors.

10. Climate Risk Monitoring

Continuous monitoring and evaluation serve as the cornerstones for upholding the ECB'’s guidelines compli-
ance, ensuring the bank's compliance program remains resilient and responsive to evolving regulations and
emerging risks. This ongoing process should encompass regular audits, assessments, quantitative thresholds,

and metrics, highlighting vulnerable exposure to climate risk in management reports for regular oversight.

11. Risk Appetite Statement (RAS) Formation

Qualitative Risk Quantitative Risk

Appetite Appetite

The bank is Thresholds and A Risk Appetite

encouraged to
establish sector-
or industry-level
policies to uphold
its long-term
strategic
objectives by
defining
restrictions on
both existing and
new transactions
within vulnerable
sectors and
industries.

8

quantitative
metrics need to
be estzblished for
monitoring
purposes. Far
instance, setting
limits on the
lending exposure
to vulnerable
clients and
conducting
regular monitoring
are essential
components of
this process.

L B
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Statement (RAS)
should be
established to
delineate the
governance
structure,
escalation
committees,
relevant policies,
and quantitative
thresholds.

12. Quantitative Risk Metrics

The implementation of quantitative climate risk metrics is pivotal for identifying and assessing exposure levels
across material and vulnerable clients, sectors, and industries susceptible to transition or physical risks. By
categorizing risks according to accepted parameters, these metrics provide a structured approach to under-
standing climate-related vulnerabilities. Furthermore, integrating these metrics into management meetings
ensures continuous monitoring and enables informed strategic decision-making. An illustrative example of

such a metric is provided below:

2020
2018 2019 as of September 30, 2020 | Climate Risk
% of % of
Total$ Total$ Total § Total Funded | Transition Physical
$ in Millions Amount Amount Amount Exposure Funded Exposure Risk Risk
Metals & Mining 16,540 15,891 13,476 1.7% 6,158 1.8% |
Energy Minerals2 967 822 765 0.1% 199 0.1% Moderate
Iron, Steel & Aluminum 9,415 8935 6,715 0.5% 3,708 11% Moderate
Other 6,158 6,134 5996 0.8% 2,250 0.7% Moderate
Chemicals 20295 23721 22,883 3.0% 8124 24% Moderate
Cons Retail & Health 95607 116346 112915 14.6% 43,015 125% |
Food Beverage & Tobacco 31,998 36,060 33,403 4.3% 15487 4.5%
Other 63,609 80,286 79,511 10.3% 27529 8.0% ‘ Low Low
Real Estate 50,883 55518 62489 81% 42,197 12.3% Moderate
Financial Institutions? 78376 94789 86,172 11% 35750 10.4% Moderate
Insurance 26020 24305 25990 3.4% 2,208 0.6%
Property & Casualty Insurance 5,607 5429 6,430 0.8% 1,050 0.3% Moderate
Reinsurance 6,369 6,093 5,874 0.8% 64 0.0% Moderate '
Other 14,045 12,784 13,686 1.8% 1,093 0.3% Moderate
Private Bank 853%2 102463 107351 139% 70030 204% | .
Public Sector* 30,327 27194 26,267 3.4% 13723 4.0%
Tech, Media & Telecom 81,817 83199 79,659 10.3% 31136 91% Low Low
Other Industries 17777 16,842 10477 1.4% 5,561 1.6% Low Low

Total 713490 794576 774057 1000% 343690 1000%

Source: TCFD "Proposed Guidance on climate-related metrics, targets and transition plans in June 2021

13. Disclosures

Financial disclosures related to climate are essential as they serve to enhance transparency by providing
stakeholders with clear and comprehensive insights into an organization's operational landscape, finan-

cial performance, risks, and governance practices concerning climate and environment. This transparency
enables informed decision-making among investors, customers, regulators, and the public, allowing them to
assess the organization’s financial health, sustainability practices, and adherence to regulatory requirements.
Furthermore, such disclosures play a vital role in risk management as they aid in identifying and mitigating
potential risks, enhance accountability and governance by holding organizations accountable to stakehold
ers, and cultivate investor confidence by demonstrating a commitment to ethical and responsible business
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conduct. To embark on the path toward fulfilling disclosure requirements, organizations are encouraged to .
incorporate the following aspects in their disclosures: How can Flnalyse help?

« Align with the ECB's Expectations: Ensure that your climate risk disclosures are in line with the ECB's Guide ESG Reporting (TCFD, CSRD, Sustainability Report)
on climate-related and environmental risks and other relevant regulations.

o Utilize Standardized Metrics: Consider incorporating standardized metrics such as the Task Force on Cli-
mate-Related Financial Disclosures (TCFD) framework or the Corporate Sustainability Reporting Directive
(CSRD) for transparent reporting. For Instance, the TCFD recommended disclosures for all sectors are as

follows:

Risk Appetite Framework
Establishing Risk |dentification and Assessment Framework

Recommendations and Supporiing Racommended Distlosures Establishing Governance Structure, Policies and Procedures

Disclose the organization's
governance around climate-
related risks and opportunities.

Risk Mar Workshops

Metrics and Targets

Transition Risk and Physical Risk Assessment

Disclose the actual and potential
impacts of climate-related risks
and opportunities on the
organization’s businesses,
strategy, and financial planning

where such infoermation is .
material. ECB Compliance

Disclose how the arganization
identifies, assesses, and manages
climate-related risks,

Disclose the metrics and targets
used to assess and manage
relevant climate-related risks and
opportunities where such
information is material.

End to End Support and Guidance

Recommended Disclosures Recommended Disclosures Recommended Disclosures Recommended Disclosures

a) Describe the board's oversight a) Describe the climate-related
of climate-related risks and risks and opportunities the
opportunities. organization has identified

over the short, medium, and

a) Describe the organization's
processes for identifying and
assessing climate-related risks.

a) Disclose the metrics used by
the organization to assess
climate-related risks and
opportunities in line with its

long term. strategy and risk management
process.
b) Describe management's role b) Describe the impact of b) Describe the organization's b) Disclose Scope 1, Scope 2,

climate-related risks and
opportunities on the
organization's businesses,

in assessing and managing
climate-related risks and
opportunities.

processes for managing
climate-related risks.

and, if appropriate, Scope 3
greenhouse gas (GHG)
emissions, and the related

strategy, and financial risks.
planning.
c) Describe the resilience of the c] Describe how processes for c) Describe the targets used by

organization's strategy, taking
into consideration different
climate-related scenarios,
including a 2°C or lower

identifying, assessing, and
managing climate-related risks
are integrated into the
organization’s overall risk

the organization to manage
climate-related risks and
opportunities and
performance against targets.

scenario. management,

Source: TCFD "Recommendations of the Task Force on Climate Related Financial Disclosures”, June 2017

o Effective Communication: Communicate your climate risk management approach and performance ef-
fectively to stakeholders, including investors, regulators, and the public. This would enable stakeholders
to better understand the concentrations of carbon-related assets in the financial sector and the financial
system’s exposures to climate-related risks, foster an early assessment of climate-related risks and facili-
tate market discipline.

Conclusion

Achieving full compliance with the ECB’s guidelines is essential for long-term success. This comprehensive
roadmap can assist banks in navigating the intricate landscape of the ECB's guidelines on climate-related and
environmental risk, enabling them to establish a robust compliance programme that safeguards their opera-
tions and protects their reputation.

42 — — 43



Recovery & Resolution

BRRD

Council (Directive)

Council publishes draft Directive amending MREL

The Council of the EU has published a draft Direc-
tive amending the BRRD and the Resolution estab-
lishing the Single Resolution Mechanism concern-
ing specific aspects of the minimum requirement
for own funds and eligible liabilities. This draft,
referred to as the 'daisy-chain proposal,’ was pro-
visionally agreed upon by the Council and the Eu-
ropean Parliament in December. The text was al-
ready adopted by European Parliament adopted in
February 2024.

Release Date:2024-03-14

consilium.europa.eu

O———-O

BRRD

Parliament (Directive)

Amendment to the BRRD and the MREL

The European Parliament has announced the
adoption at first reading of the "daisy-chain pro-
posal,” amending the BRRD and the Reqgulation es-
tablishing the Single Resolution Mechanism. This
amendment focuses on specific aspects of the
minimum requirement for own funds and eligible
liabilities.

Release date: 2024-02-27
TA-9-2024-0088
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ARTICLE

Expanded FRTB Reporting Requirements

Written by Francois-Xavier Duqué, Principal Consultant

and Makram Merdas, Consultant.

On 11th January 2024, the European banking authority (EBA) finalized the Implementing
Technical Standards (ITS) expanding the Pillar | market risk reporting requirements under
the Fundamental Review of the Trading Book (FRTB) framework. The ITS introduce new
templates to capture detailed information on the instruments and positions covered in the
alternative standardized approach (ASA) and alternative internal model approach (AIMA). The
new reporting standards are expected to apply starting 31st March 2025. This article delves
into the key components of the recent updates with a focus on the ASA reporting, analyzing
their potential implication on financial institutions.

Regulatory Background

Back in January 2016, the Basel Committee
on Banking Supervision (BCBS) released a
new standard to determine the Pillar | capital
requirement for market risk, which is known as
the Fundamental Review of the Trading Book
(FRTB). The FRTB was developed as a response
to the shortcomings in the regulatory framework
following the global financial crisis of 2007-2008.
The framework underwent further amendments
in 2019 to provide more clarity to the boundaries
between books and the treatment of internally
transferred instruments for hedging purposes,
alongside modifications to the methodology. The
primary objective of the FRTB framework is to
enhance the comparability and transparency of
capital requirements for trading activities across
banks and to improve the resiliency of the banking
system.

In Europe, the FRTB was first integrated in the
prudential framework of the EU in 2019 as part
of the Revised Capital Requirements Regulation
(CRR 1), accounting for specific features of
the European banks. Several items (as back-
testing, profit and loss attribution, and risk factor
modellability) were incorporated in EU law in the
following years by means of Regulatory technical
standards (RTS) developed by the EBA.
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Despite these legislative acts, the FRTB is not
binding yet in terms of own funds requirements,
as the full implementation is awaiting a political
agreement on the CRR3/CDR6-package.
Nevertheless, the FRTB has been in force for
roughly two years by means of a reporting
requirement.

Current reporting requirements

The current reporting requirement are in
force since September 2021 and apply only to
institutions whose trading book business is above
a threshold of EUR 500 million or 10% of total
assets. It consists of two templates:

. a trading book thresholds template
(TBT). providing insights into the size of
institutions’ trading books and the volume of their
business subject to market risk; and

. a summary template (MKR ASA SUM),
reflecting the own funds requirements under the
alternative standardized approach for market risk.
Both templates must be reported on a quarterly
basis.

The current summary template provides a
high-level breakdown of the ASA own Funds
Requirement under the sensitivities-based
method (SBM). The decomposition is requested
along the seven risk classes (general interest

rate risk, equity risk, foreign exchange risk, credit
spread risk for non-securitization, ACPT and non-
ACPT portfolios), across the three sensitivities
used as inputs (delta, Vega, and curvature),
and across the three regulatory scenarios (low,
medium, and high correlation). Furthermore, the
summary provides an overview of the default
risk charge (DRC), which aims to measure the
jump-to-default risk that may not be estimated
through credit spread shocks under the SBM.
Lastly, the summary template displays the residual
risk add-on (RRAQO), which must be computed for
all instruments with exotic underlying assets (as
longevity or weather) or those with other residual
risk (as exotic option payoffs or multi-underlying
options subject to correlation risk).

New reporting requirements

The |ITS introduce several changes to the
existing ASA summary template, new detailed
ASA templates - to be filled by all banks - as
well as new AIMA templates for the desks with

permission to use to the internal model approach.
In addition, the ITS introduce a template capturing
information on the reclassification of instruments
between the banking and trading books. The
trading book thresholds, above which the
reporting requirements exist, and the thresholds
template (TBT) remain unchanged.

ASA templates

The summary template ("MKR ASA SUM") sees
some limited evolutions. Firstly, columns have
been added to input the own fund requirements
in the selected correlation scenario. Secondly,
the own fund requirements for the "main” ASA
portfolio are separated from, firstly, the internal
risk transfer portfolio (IRT) used to hedge interest
rate risk and, secondly, positions in collective
investment undertakings (CIU's) calculated using
mandate-based approach. IRT and mandate based
CIU portfolios are treated as standalone positions.
Lastly, fields have been added to breakdown the
reporting by “offsetting group” and by “scope”, as
explained below.

| C 91.01 Alternative Standardised Approach: Summary (MKR ASA SUM)

Offsetting group:
Scope:

Positions subject to sensitivities-based method

Un- Own funds requirements in the different
weighted scenarios

delt.a. Low correlation -l Al
sensiti- correlation correlation

iti scenario ; i
vities scenario scenario

Positive
Negative
Net sensitivities|
Delta Risk
Wega Risk
Curva-ture Risk]|
Total
Delta Risk
Vega Risk
Curva-ture Risk]
Total
Delta Risk
Vega Risk
Curva-ture Risk]|
Total

Positions
subject to subject to
default risk

Positions

residual risk

Gross jump-
to-default

amounts

Total risk
exposure
amount

(JTD)

Gross

notional
value

Figure 1: Headers of the ASA Summary templates — new items in green

The ITS also introduce twelve new templates
providing details regarding the sensitivity-based
method (SBM), the residual risk add-on (RRAO)
and the default risk charge (DRC). These templates
only cover the "main” ASA portfolio: the IRT and
mandate based CIU portfolios are exempt from
the more granular reporting.

Detailed SBM templates have been added for
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each of seven risk classes. They have a common
structure illustrated in figure 2 below. Financial
institutions are requested to provide the detail of
the sensitivity to a level that allows the replication
of the final calculation, as well as the interim
results (weighted sensitivities). The bucketing and
the level of detail requested for the (unweighted)
sensitivities depends on the risk class and mirrors
closely the calculation steps in accordance with


https://www.linkedin.com/in/fran%C3%A7ois-xavier-duqu%C3%A9-b16bb1a6/
https://www.linkedin.com/in/makram-merdas-frm-45b65b229/

the regulation. For example, for the general interest rate risk class (GIRR), for every currency (bucket), delta
amounts are broken down per regulatory tenor, except for inflation and cross-currency basis risk positions,
which are reported separately as totals. Similarly, for every currency (bucket), GIRR Vega amounts are broken

AIMA templates

Institutions with an AIMA permission must fill the AIMA specific templates listed below, on top of the ASA

down per option maturity and per underlying residual maturity, and as separate totals for inflation and cross-
currency basis.

C 92.0X ALTERNATIVE STANDARDISED APPROACH: SBM - XXX RISK (MKR SBM »XX)

Offsetting group:

Scope:
, Sum of
Unweighted Curvature risk Su:;:;;rf;ggste‘j curv, risk ittt i itiviti K
sensitivities (s,) | positions (CVR,) (5 WS,) positions MiGket Spediic seasivibes (K, |
5 (Sp)
Curvature Risk Low correlation Medium correlation High correlation
Bucket ol v scenario scenario scenario
r?ska r?sgka Delta Vega | Curvature
Risk Risk Risk
factors | factors Llpr\'n;rd Dr?jw:;a Delta | Vega | Curv. | Delta | Vega | Curv. | Delta | Vega | Curv.
position | postion Risk | Risk | Risk | Risk | Risk | Risk | Risk | Risk | Risk
0600 0610 D700 0710 0800 1000 [ 1010 [ 1020 [ 1030 | 1040 [ 1oso [ 1060 | 1070 [ 1080

Figure 2: Headers of the new detailed ASA Summary templates (details in green depend on the risk class)

In the new residual risk add-on template (MKR
ASA RRAOQ), financial institutions are asked to
allocate the notional amount of positions subject
to residual risk according to the most relevant
asset class and the type of residual risk (type of
exotic underlying or exotic payoff). A breakdown
of the exempted positions (listed, centrally cleared
or back-to-back instruments) is also requested

according to the type of residual risk).

Finally, in the three default risk charge templates
(MKR ASA DRC1 to DRC3), financial institutions
are requested to break down gross and net jump-
to-default amounts by type of instrument and by
assumption regarding the LGD as illustrated in
figure 3.

C 94.0X Alternative Standardised Approach: Default risk charge (MKR ASA DRCX)

Offsetting group:
Scope:

Gross 1TD amounts

Leng Short

0010 0020

Net JTDy,,, amounts
(not risk-weighted)

Weighted- | Own funds
to-Short | reguiremen
ratio (WES) ts

Net JTD,, amounts
(not risk-weighted)

Figure 3: Headers of the new detailed ASA DRC templates (details in green depend on whether instrument is
securitization, non-ACPT or ACPT)

48

templates, allowing a comparison between both approaches.

Template root Description

MKR AIMA SUM Summary template giving the expected shortfall (ES) measure and stress
scenario (SS) risk measure for modellable and non-modellable risk factors
respectively.

MKR AIMA DRC Two templates breaking down the default risk charge per issuer type according
to the PD and the LGD.

MKR AIMA CORR Two templates zooming on positions in and correlations between the 25 most
significant issuers

MKR AIMA RFET Result of the risk factor eligibility test

MKR AIMA SP Information on stress periods used in the calculation of the stress scenario risk
measures (SSRM)

MKR AIMA DRM Daily risk measures of ES, SS and DRC

MKR AIMA PES Partial expected shortfalls used as an input to the ES measure

MKR AIMA BTI Results of the daily back-testing at institution level

MKR AIMA BTTD Results of the daily back-testing at trading desk level and P&L attribution test

MKR AIMA SSRM Two templates with a breakdown of the stress scenario risk measures and
information on the number of risk measures

MKR AIMA TDS Information regarding the trading desk structure

MKR AIMA PL Daily profit and loss, allocated by risk class

"Offsetting group” and “scope” requirements

Most templates contain header fields allowing the
breakdown of the reporting by “offsetting group”
or by “scope”.

When institutions are authorized to offset
positions across entities, these entities are
referred to as an 'offsetting group’ (OG). The
templates must always be filled for the entire
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banking group, in which case the Offsetting Group
field is set to “sum of offsetting group” or simply
“single offsetting group” where there is only one
offsetting group. The ITS describe conditions
under which the templates must additionally
be filled at offsetting group level, in which case
the field is set to “offsetting group 17, “offsetting
group 2", etc. This is the case, for example, for
any offsetting group consisting of more than one
legal entity. Conversely, single entity offsetting



groups are exempt from reporting when they
contribute for less than 5% of the group own
funds requirements, when the offsetting group
has an AIMA permission, or when reporting to EU
supervisors is already done locally.

The scope field is present on ASA templates only.
When institutions have an AIMA permission, the
scope field allows them to fill in the ASA templates
separately for ASA portfolios and AIMA portfolios
(recall that ASA templates must always be filled
in for all portfolios for comparison purposes,
even those authorized under AIMA). In such
cases, the ASA templates are typically filled for 3
different scopes: for the ASA portfolios, the AIMA
portfolios, and the consolidated portfolio. Note
that when only one offsetting group has an AIMA
permission, the AIMA scope is reported only at
the consolidated level for the “sum of offsetting
group” to avoid repetitions.

Annex VII to the ITS provides practical examples
of how these two fields should be used.

Reclassifications of instruments between
books

CRR2 introduced a revised framework for
allocating position to the trading book and the
banking book, including documentation and
monitoring requirements. The ITS introduce a
template (MOV) capturing information regarding
the reclassification of instruments between
books, including those from preceding reporting
periods to the extent the instruments are still

“alive”. The requested information includes the
date of reclassification, the origin and destination
requlatory books, the reason for reclassification,
and the impact of the reclassification on own
fund requirements. Annexe VI contains several
examples of inputs in the MOV template with
explanations.

Reporting Frequency

Own funds requirements under ASA must be
calculated at least monthly, while calculations
in the context of AIMA must be performed more
frequently. Reporting on own funds and own
funds requirements continues to be reported
quarterly, specifically on 31st March 30th June
30th September, and 31st December.

Finalyse solution

While the changes in the reporting requirements
do not alter the main objectives of the regulatory
framework, they present a challenge for banks
by increasing reporting granularity. The reporting
amendments may require further data analysis
potentially impacting the data infrastructure,
which involves adjustments to the calculation
engines to achieve the required level of granularity.
At Finalyse we have fine-tuned our excel-based
SBM calculation engine to adapt to the latest
changes and ensure that our clients meet the
requlatory requirements.

Appendix
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ARTICLE

Building an Integrated Data Layer consistent with
ECB's BIRD initiative

Written by Sehaj Benipal, Senior Consultant,

with the support of Hugo Weitz, Principal Consultant.

As Banks and Financial Institutions drive towards compliance with BCBS-239 principles, doc-
umenting data lineage and mapping process flows for relevant risk metrics forms a big part of
the overall requirements. However, we cannot fail to notice that these data transformation
and aggregation processes are often needlessly inefficient and complex. This can be pinned
down to the increase in the complexity and the sheer number of reporting requirements by
regulators over the years. This has in-turn resulted in a buildup of technical debt in the over-
all architecture and design of the solutions that facilitate the computation of said metrics.

The natural next step in the journey towards more accurate and precise risk reporting is to
leverage BCBS-239 features like data lineages, glossaries, reference datasets etc. to create
an enterprise-wide integrated data layer that can source, transform, enrich, and store all
underlying facts and dimensions in a manner that makes sense to Risk analysts and man-
agers.

What is an Integrated Data Layer?

The idea behind building a new data layer is to introduce a degree of normalisation of data
by organising all source information into a standardised format supported by a logical data
model that can cater for all downstream calculation and reporting needs. This information
can then be further enriched semantically by marrying it to a centralised data glossary and
reference data. This is a superior way of organising information in your data warehouse
and can eliminate all duplication of transformation rules while also simplifying the control
framework required to maintain data integrity across the risk reporting process.
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ECB’'s Banks' Integrated Reporting
Dictionary (BIRD)

The European Central Bank's BIRD initiative
intends to tackle the same problem. Recognising
the increasing complexity and volume of
regulatory reporting, the service intends to create
an integrated dictionary — completed with an
overarching logical data model that Banks and
Fls can map their physical data elements to with
the objective of standardising their reporting
frameworks. The scope of BIRD is not just limited
to risk reporting but encompasses the entire
breadth of regulatory reporting for Banks. The
BIRD data model also intends to function as an
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all-encompassing input layer for ECB's proposed
Integrated Reporting Framework (IReF), which
will integrate the European regulator’s statistical
requirements for Banks into a single standardised
reporting framework applicable across the
Euro area (e.g.: BSI and MIR statistics, SHS-S,
AnaCredit and FinRep). It needs to be noted that
BIRD is not a regulatory requirement but merely
a free-to-use service. However, as the project
itself highlights, the benefits of modelling a data
management framework on its design principles
are hard to understate. Building an Integrated
Data Layer incorporating BIRD's design principles
and data models is a sure-fire way to eliminate
redundancies and improve the overall quality and
accuracy of your data.

IRef Layer
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Timelines for IRef Implementation

Unlike BIRD, the IRef is expected to be a mandatory regulatory requirement. The ECB is currently in the process
of fine tuning and clarifying additional topics relating to IRef (and BIRD). The latest draft regulation is expected
in 2024 and it will be subject to a public consultation before it is finalized and adopted. The regulation will then
replace the existing legal provisions on the collection of datasets within IRef, and the relevant existing ECB
requlations will be repealed or amended, as applicable.

Benefits

Looking at the features required to solve for BCBS-239 compliance along with the BIRD LDM, it would not
be wrong to assume that a lot of the ingredients required for engineering such a solution are already in
place. However, building an Integrated Layer that spans across the breadth of the enterprise is not a small

undertaking. So why build one?

Integrated Data Layer

Master
3 Data

youug

1. Reduced Redundancies & easier Change
Management

Possibly the most important benefit of creating
an Integrated Data Layer is the de-duplication
of wvarious transformation, validation and/
or aggregation steps. Let us say for example
an organisation has a dedicated database for
capturing and storing Collateral data. In the
absence of any shared data layer on top of this
raw database, the same data attributes from
this Collateral database would be queried for
modelling Loss Given Default (LGD), reporting
Loan to Value ratios across products and
numerous other processes. In order to maintain
compliance, each of these processes would have
to define and document business transformation

Staging
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and validation rules and perform reconciliations to
source independently. This is a typical example of
technical debt that is accumulated across a data
management solution’s lifetime, which eventually
turns the change management process for any
new change upstream into a quagmire.

An Integrated Layer addresses this problem by
implementing all possible business transformation
and validation logic at the source to Integrated
Data Layer level, eliminating redundancies and
also making change management a one-step
process as long as there is consensus amongst
downstream consumers.

2. Controls & Validation

As the requirements around having adequate
controls across the lineage of a metric have
become more stringent, merely performing
additional controls at every data transfer and/or
transformation step may not have the intended
benefit of improving the accuracy and integrity of
the underlying data.

Again, using Collateral as an example, let us
say there are two separate processes — the first
one intends to use Collateral Value from the
underlying database to calculate the Loan to
Value of a portfolio. The second process queries
the same attribute, albeit independently, but to
calculate the Foundation LGD as per the Basel IV
requirements. In cases where the collateral values
are stale (older than the date of sanctioning of
the loan), they can be flagged easily by the first
process, by simply having a validation rule that
compares the date of sanctioning of the loan with
the date of the last valuation capture. However,
this might be missed by the second process, as it
would not need to fetch the underlying attribute
for the loan commencement date in the first
place to calculate the Foundation LGD.

Indeed, an Integrated Layer also allows for
collating the validation rules and various other
controls that have been applied to the same
attribute by different processes, to create a more
holistic view of data quality and highlight defects
for all downstream consumers.

3. Centralized Reference Data and Glossary

Establishing the most reliable version of data used
for the core entities of regulatory reporting e.qg.,
Asset Class, Product, etc. allows for consistency
across the enterprise data aggregation process.
Practically, how one business unit or a portfolio
defines an attribute is understood in the same
way across the board.

Conclusion

Although building an Integrated Data Layer is
not a requirement for BCBS-239 compliance or
a mandate by ECB’s BIRD, banks have a unique
opportunity to leverage the work that they are
currently undertaking in this space as a starting
step to build a strategic data warehouse that can
cope with the increasingly granular reporting
requirements from regulators in a manner that is

true to the spirit of the BCBS-239 regulation. BIRD
is nevertheless an additional incentive to adopt
this best practice, putting additional pressure on
the banks choosing to maintain silos of data while
having difficulties to justify inconsistencies across
reporting streams.

Bringing in depth regulatory reporting
understanding to the data world, Finalyse is best
positioned to help banks leveraging the most
from the data quality improvements and process
efficiency gain while engaging in such a journey.
Do not hesitate to ask for a free workshop to know
more and analyse how building an Integrated
Data Layer could solve your particular challenges.
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ARTICLE

Recalibration of IRRBB stocks

Written by Denis Healy, Senior Consultant

On 12th December 2023, the Basel Committee on Banking Supervision ("BCBS”) issued a
public consultation (“the paper”) titled ‘Recalibration of shocks for interest rate risk in the
banking book’, for comment by 28 March 2024.

The current standards, published in April 2016, are intended to safeguard against the risk to
bank’s capital and earnings from interest-dependant products. This was achieved through
the application of global shock parameters to bank’s economic value and net interest in-
come projections.

While the current standards already highlight the need for periodic recalibration of the
shocks applied, the turmoil in Banking experienced in March 2023 has brought the effec-
tiveness of the standards into sharp focus. The rapid increase in interest rates, beginning
in Q3 2022 and peaking in Q3 2023, left many banks with a maturity mismatch between
long-term investments made in a low interest rate environment and demand for increased
deposit rates. While European markets remained relatively stable throughout the period,
the impacts were greater in the US with two banks - Silicon Valley Bank and Signature Bank
- closing.

While the BCBS confirmed that a periodic calibration review was already underway at the
time of the recent turmoil, these events have brought additional focus on the exercise.
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Calibration Methodology
Current Approach

The current calibration methodology
uses the product of global shock
parameters and average interest rates
across currencies and applies floors, caps
and rounding to the results.

- Average interest rates are calculated
using daily historical interest rate data
for each currency across nine tenors
(3M, 6M, 1Y, 2Y, 5Y, 7Y, 10Y, 15Y, 20Y)
for the period between January 2000
to December 2015.

- TJTo calibrate the global shock
parameters, a series of rate changes
using rolling six-month relative
percentage changes for each of the
nine tenors and for each currency is
produced. The changes in rates are
calculated for each day by dividing
the difference between the current
rate and equivalent rate in six months
by the current rate, expressed in
basis points. This produces a series
of data points for each currency
and tenor, from which the 99th and
1st percentiles are calculated and
averaged (using absolute values) to
produce local shock parameters.
Short, long, and parallel parameters
are produced by taking the average
of the corresponding tenors (shown
in Table 1), with global parameters
calculated by taking a weighted
average of the local parameters based
on Purchasing Power Parity GDP. The
existing global shock parameters are
also shown in the table below

- The floors, caps and rounding applied
are shown in Table 2 below.

Measure Value (bps)

Floor 100
Cap — Short 500
Cap — Parallel 400
Cap—Long 300
Rounding (nearest) 50

Table 2: Floors, Caps & Rounding

Issue

While the current methodology produces
reasonable results for the original time
series, many markets have experienced
interest rates close to, if not equal to, 0%
in recent years. This resulted in an issue
during the recalibration exercise when
the time series was extended to cover
the total period from January 2000 -
January 2022.

Asthecurrentmethodologyforcalculating
shock parameters uses a series based off
relative change in interest rates, small
movements in rates can produce huge
relative changes in a low interest rate
environment, leading to unrealistic time
series and the overapplication of caps
which bring into question the validity of
the standard.

Scenario Combination of Tenors Global Shock Parameters
Short 3M, 6M, 1Y 85%
Parallel 2Y, 5Y. 7Y 60%
Long 10Y, 15Y, 20Y A0%
Table 1: Scenario Tenors and Shocks
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Proposed solution

To solve this issue, the BCBS have

proposed the following changes:

1. Amend the methodology used to
record interest rate changes for the
data series.

2. Introduce local shock parameters
for each currency in place of the
existing global shock parameters to
better reflect historical rate changes
for specific currencies. This would
be done by removing the final step
in the current methodology, where
a weighted average of the local
parameters is used to produce global
parameters, and instead applying the
local parameters for each country.

3. Use the 99.9th percentile value in
place of the current 99th percentile
to increase conservatism.

These would be incorporated into a new
methodology which records absolute
change in interest rates instead of relative
change when producing the time series.
For each scenario and currency, the
average of the absolute rate changes
across the corresponding time buckets
(allocation in Table 1 remains unchanged)
would then be calculated and used to
produce a new series, from which the
absolute value of the 99.9th percentile
of each series would be used as the
interest rate shock for each combination
of scenario and currency i.e. local shock
parameters.

It should be noted that the methodologies
used for calculating average historical
interest rates, as well as the application of
floors, caps and rounding would remain
unchanged.
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Impact Assessment

Using the tables provided in the paper,
we have performed a high-level impact
assessment of the changes proposed.

Data Series
Thepaperdoesnotincludeanyinformation
which could be used to accurately assess
the impact of the extended data series
on the shocks produced by the existing
methodology. This is likely due to the
problems encountered by the current
methodology when capturing interest
rate changes during periods when
rates are close to zero. Therefore, any
comparison between the data series using
the old methodology alone would likely
be nonsensical. As a result, observations
concerning the impact of the extended
data series on results will be made in line
with other factors.

Percentile Change

Using tables 6 and 8 from the paper,
represented by Tables 3 and 4 below, we
can compare the impact of the change
in percentile for two output tables using
the new methodology and extended data
series. As expected, a large proportion,
c.57%, of the shocks increase, with an
average increase of 134bps across all
scenarios. As expected, there are no
decreases resulting from the proposed
percentile change.

CNY EUR GBP HKD

Parallel 300 250 300 200

Short 300 350 400 350

Long 300 200 250 200
Parallel 100 250 400 400 300 300 150 400 200 350
Short 100 350 500 500 350 400 250 500 300 500
Long 100 250 200 300 250 200 200 300 250 300

Table 3: Proposed Methodology, 99.9th percentile, extended dataset 2000-2022

CNY EUR
Parallel 250 200
Short 250 300
Long 300 150
SGD
Parallel 100 200 400 400 250 250 150 400 200 250
Short 100 300 500 500 300 350 200 500 250 400
Long 100 200 150 300 250 150 200 300 150 200

Table 4: Proposed Methodology, 99th percentile, extended dataset 2000-2022

However, while the increase in percentile used will obviously reflect increased conservatism,
these results (Table 3) should also be compared against the results of the existing approach,
shown in table 1 of the paper and represented by Table 5 below. When comparing the shocks
in Table 3 (using the new calibration methodology, extended data series and increased
percentile) against the existing shocks in Table 5, the impact is significantly reduced, with
only c.41% of shocks increasing and c.13% decreasing. This is a reduction of 16% in the
number of shocks which increase. Of the shocks affected, the average increase is 205bps,
while the average decrease is c.88bps.

AUD CNY EUR GBP IDR INR

Parallel 300 250 200 250 400

Short 450 300 250 300 500

Long 200 150 100 150 300
Parallel 100 300 400 400 200 200 150 400 200 400
Short 100 400 500 500 300 300 200 500 300 500
Long 100 200 300 300 150 150 100 300 150 300

Table 5: Current Methodology, 99th percentile, original dataset 2000-2015

While an increase in the percentile will increase conservatism, without a table demonstrating
the impact of the proposed percentile change with all other factors remaining constant i.e.
using the current calibration approach and data series, it is unclear how much of an impact
this change actually has on the final shock parameters.
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Methodologies

Based off the output tables provided
by the BCBS in the paper, the best
approach to assess the revised calibration
methodology is by comparing tables 1and
7 of the paper, represented here by Table
5 and Table 6 respectively. Table 5 (above)
reflects the shock parameters arrived at
using the current approach, while Table 6
(below) uses the proposed methodology
(including percentile change) applied to
the original data series. By comparing
output tables using the same input
data series, we can assess the level of
additional conservatism associated with

only slightly greater in impact i.e. c41%
of shocks increase instead of ¢.37% and
c.13% decrease instead of ¢.15%. Similarly,
the average increase experienced is
205bps compared to 175bps, while the
average decrease is c.88bps instead of
70bps. This implies that the increase in
shocks is primarily driven by the change
in methodology, with the extension of
the dataset having a much smaller impact
on results.

Parallel
Short
Long

Parallel 53 283 452 521
Short 76 401 641 738
Long 35 188 301 347

GBP
225
319
150

198 138 896
280 196 1270
132 52 597

197
279
131

IDR
880
1246
586
ZAR
520
737
347

Table 7: Current Methodology, 99th percentile, original dataset 2000-2015: Caps

ARS
Parallel 3900
Short 7950

the new methodology.

Parallel
Short
Long
Parallel 100 250 400 400 300
Short 100 350 500 500 350
Long 100 250 200 300 250

CNY EUR
300 250
300 350
300 150
300 150 400 200 350
400 150 500 250 500
200 250 300 250 300

Table 6: Proposed Methodology, 99.9th percentile, original dataset 2000-2015

Similar to the observations made earlier
when comparing the impact of the
percentile change against current shocks,
we see an increase in ¢.37% of shocks and
decrease in c.15% of shocks, with almost
50% remaining unchanged. Across all
scenarios, the average increase in shocks
is 175bp, with an average decrease of
70bp.

While almost half of the shocks remain
unchanged, the proposed changes to
methodology and percentile lead to
increases in over a third of the shocks,
suggesting additional conservatism in the
proposed methodology.

It is worth noting that the impacts seen
in the previous comparison between the
proposed methodology with extended
dataset against the current shocks are
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Additional Discussion Points

Caps

The consultation paper also discusses the
impact of the caps applied to the interest
rate shocks and proposes the following
addition to the standard:

“Supervisors may, applying national
discretion, set a higher floor under the
local interest rate shock scenarios for
their home currency, or a higher cap,
resulting in more conservative shocks.
[.]

Tables 7 and 8 below, representing tables
4 and 9 from the paper, present the
uncapped shocks produced using the
current and revised methodologies. A
legend has also been provided to explain
the colour coding applied.

Long 4600
IPY
Parallel [EEIVY 250 800 2000 300 300 150 2000 200 350
Short 100 350 800 2000 350 400 250 1850 300 500
Long 100 250 200 600 250 200 200 1600 250 350
Cappedin:
Both Methodologies Proposed Methodology Current Methodology

Table 8: Proposed Methodology, 99.9th percentile, extended dataset 2000—-2022: Caps

As can be seen from the above
tables, 18 shocks are capped in both
methodologies, while totals of 22 and 19
shocks are capped overall in Tables 7 and
8, representing the current and proposed
methodology respectively.

Across all scenarios, the average decrease
in shocks resulting from the cap using the
current methodology is 464bps, while the
corresponding figure is 1,505bps for the
proposed methodology, after applying
rounding. However, it must be noted
that in both cases, the largest 4 capped
currencies are responsible for 89% and
95% of the overall decrease in shocks
for each methodology, respectively.
Moreover, 3 of the 4 currencies are
the same for both methodologies, i.e.
ARS, BRL, and TRY, suggesting that the
influence of the caps is concentrated on
a small number of currencies.

This suggests that the additional flexibility
permitted to regulators by the proposed
change may be sufficient to curb the over
influence of the cap.

Caps - Current Methodology

o7
b

Currency Reduction ] Cumulative

Proposed Methodology

Currency Reduction

Cumulative

Table 9: Influence of caps across all

scenarios
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Non-parallel Shocks

As part of the recalibration exercise, the
committee is also reviewing the impact
of the proposed new methodology on
scenarios where banks are required to
apply non-parallel shocks. These include
the short up, short down, steepened
and flattener scenarios. It is yet to
be concluded whether the proposed
change in methodology would require
any update to the formulas used.

Impact Assessment

As part of this consultation exercise, a
quantitative impact assessment of the
revised calibration of the shocks factors
and updated methodology will be
undertaken using data collected from
banks. The results will feed into the final
version of the updated standard.

Conclusion

While  existing standards  ensured
European banks were able to navigate
through the recent turmoil, questions
remain over the stability of banks in some
other jurisdictions during such periods
of stress. As such, the extension of the
input data series for shock calibration and
discussion over the application of the cap
is welcome.

While additional data would be welcomed
to complete a more granular impact
analysis, a high-level review suggests
that the proposed methodology changes
and extension of the input dataset will
result in additional conservatism for most
currencies, with local shock parameters
introducedtoreflectcurrencyfluctuations
more accurately than global parameters.
Despite this added conservatism, shocks
willremain consistentfor most currencies.
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The introduction of more flexibility in
the application of the cap for supervisors
is a welcome change and reflects the
concentrated nature of the application of
the cap.

Finally, we welcome the results of the
quantitative impact assessment using
real data collected from banks and the
opportunities for further analysis that it
will bring.
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Insurance Regulatory Timeline

2024 Q2

Solvency i

Report

Financial Stability Report (first
half covering all sectors and
risks, second half focused

on key topic

Document release: tbd

Insurance Supervision
Peer Review

On supervisory practices
relating to some aspects of the
prudent person principle PPP
Document release: tbd

Insurance Sress Testing
Stress Testing

The EIOPA will launch the
2024 sectoral Stress Testing
for Insurance Undertakings
Document release: 2 April 2024

2024 Q3

Solvency i

RTS

Technical documents and
GLs following the review of
Solvency |l

Document release: tbd

Guidelines

On integrating ESG factors in
risk management

Document release: tbd

Guidelines

On long-term climate risk
scenarios under Solvency Il
Document release: thd

Insurance Distribution
Directive

Report

Value for Money benchmarks
and gathering and processing
data received from NCAs
Document release: tbd

Insurance Sress Testing
Stress Testing

Deadline for the Submission
of the Stress Testing results by
Undertakings

Document release: August 2024
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IORP

Report

Annual IORP statistics
publication

Document release: tbd

Insurance Stress Testing
Stress Test

EU-wide insurance stress test
exercise

Document release: tbd

Resolution Directive
Database Update

Update the insurers’ failures
and near misses database and
perform the necessary quality
checks

Document release: tbd

2024 Q4

Solvency i

Draft RTS

The reassessment of the
Natural Catastrophe risk
standard formula capital
charges

Document release: tbd

Draft RTS

Include Reporting on Climate
change risks in Solvency |l
reporting disclosure

Document release: tbd

Guidelines

Development of a
Proportionality Rulebook
Document release: tbd

ICS

International Standards
Planned adoption of ICS
Adoption Date: 24 Dec 2024

Insurance Supervision
Requlatory Review

Review of EIOPA Guidelines
on Supervisory Review
Process (SRP)

Document release: thd

Insurance Supervision
Requlatory Review

Further develop EIOPA's
approach on public disclosure
of the handbook

Document release: tbd

Peer Review

On supervision of technical
provisions (TP): stochastic
valuation

Document release: tbd

Report
Prepare Annual Report on
PEPP Market

Document release: tbd

IORP

Guidelines

On the liquidity risk
management of IORPs
Document release: tbd

Report

On roundtable on defined
contribution pensions
Document release: tbd

Insurance Stress Testing
Guidelines

On Climate Stress testing
Document release: tbd

Stress Testing

Publication by the EIOPA

of the 2024 sectoral Stress
Testing results for Insurance
Undertakings

Document release: Dec 2024
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Risk Management

Solvency |l
Commission (RTS)

Technical provisions and basic own funds under
Solvency Il

The Official Journal of the EU has published an
implementing Regulation laying down technical
information for the calculation of technical provi-
sions and basic own funds by insurance and rein-
surance undertakings. In accordance with Solven-
cy I, the regulation establishes uniform conditions
for the calculation of relevant risk-free interest rate
term structures, fundamental spreads, and volatil-
ity adjustments. The technical information, based
on market data from the end of December 2023, is
to be used for reporting with reference dates from
31 December 2023 until 30 March 2024.

Release date: 2024-02-07
Application Date: 2024-02-08

(EU) 2024/456

o000

Solvency |
EIOPA (Report)

Internal Models for non-life Underwriting Risk

The EIOPA has published a report with the results
of the Europe-wide study on non-life underwrit-
ing risk in internal models. The study analyzed 75
European insurers from 31 groups to assess dif-
ferences in risk capture and capital allocation un-
der Solvency Il. Key findings include variations in
capital intensities, differences in risk measurement
methods, and variations in capital requirements
between internal models and standard formula
calculations. Most undertakings were prepared for
new reporting templates, but there were excep-
tions. The study also highlighted the impact of in-
flation on Solvency Capital Requirement and iden-
tified outliers for further scrutiny.

Release date: 2024-01-04
EIOPA- BoS-23/494 Q
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DD
EIOPA (Report)

Second IDD Application Report

The EIOPA has published its second report on the
application of the IDD. The report evaluates chang-
es in the insurance intermediaries’ market struc-
ture, patterns of cross-border activity, quality of
advice, and the impact on small and medium-sized
enterprises. Over the past two years, the number of
registered intermediaries has decreased, and while
some Member States have seen improved advice
quality, others show shortcomings. Challenges in
applying new sustainability rules and addressing
conflicts of interest, especially regarding commis-
sions, have been identified. Cross-selling practices,
such as bundling mobile phone insurance with a
device, may potentially harm consumers.

Release date: 2024-01-15

EIOPA-BoS-23-477 Q

Reporting & Disclosure

Solvency |
EIOPA (Technical Document)

RFR for Financial Stability Reporting

The EIOPA has published its initial shocked risk-free
interest rate term structures (RFR). These struc-
tures are used for computing the "Option-adjust-
ed" duration of technical provisions, as outlined in
the reporting guidelines for financial stability pur-
poses. Although reporting this duration is optional,
insurance entities are encouraged to discuss with
their national supervisory authority if there are sig-
nificant optionalities in their technical provisions.

Release date: 2024-02-20
Application Date: 2024-02-20

eiopa.europa.eu

Market Environment

Market Trends
EIOPA (Report)

IORPs Green Investments

The EIOPA has released a factsheet detailing the
investments of IORPs in the EEA. This factsheet
examines the alignment of EEA-based occupa-
tional pension funds' investments in direct equity
and corporate bonds with the EU Taxonomy for
environmentally sustainable activities. The analysis
indicates that currently, 4.5% of these investments
are aligned with the EU Taxonomy, while an addi-
tional 26.1% are eligible for alignment. Specifically,
9% of corporate bonds meet the alignment criteria,
with 42% being eligible, whereas only 1% of equity

o000

investments are aligned, with 15% being eligible.

Release date: 2024-03-14

eiopa.europa.eu Q

Supervision
EIOPA (Report)

Insurance Risk Dashboard

The EIOPA has published its February 2024 In-
surance Risk Dashboard, revealing that market
risk is currently a major concern for insurers, giv-
en high exposure levels. While macro and digi-
talization risks have decreased to medium lev-
els, market risks remain significant due to bond
market volatility and declining commercial real
estate prices. Credit risks show no significant
changes, liquidity and funding risks are increas-
ing, and profitability and solvency risks are at
medium levels. Environmental, social, and gov-
ernance (ESG) risks are stable at a medium level.

Release date: 2024-02-05

eiopa.europa.eu Q

Market Trends
EIOPA (Report)

Demand-side aspects of the NatCat protection
gap

The EIOPA has published a revised Staff Paper ad-
dressing the low adoption of natural catastrophe
insurance in Europe. With only a quarter of losses
insured, the region faces a substantial protection
gap. The paper identifies barriers such as consum-
er focus on premiums, lack of clarity, negative past
experiences, misperceptions, high expectations
of state intervention, and perceived complexity in
the insurance process. Solutions proposed include
raising awareness of risks, promoting standardized
products, streamlining the purchasing process,
and offering incentives for risk mitigation.

Release date: 2024-02-29

eiopa.europa.eu Q

|ORPI
EIOPA (Report)

IORP Risk Dashboard

The EIOPA has published its inaugural Risk Dash-
board on IORPs which assesses and monitors risks
and vulnerabilities in the IORP sector. It covers var-
ious risk categories such as market, credit, liquidity,
reserve & funding, and includes emerging threats
like ESG and cyber risks. The first edition highlights
a high exposure to market and asset return risks,
with medium-level macro risks and liquidity risks
showing an increasing trend. All other risk catego-
ries are currently assessed at a medium level, with
expected increases in credit risks, digitalization,
and cyber risks in the next 12 months

Release date: 2024-02-01

eiopa.europa.eu Q
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https://www.eiopa.europa.eu/system/files/2024-01/EIOPA%27s%20Comparative%20Study%20on%20non-life%20underwriting%20risk%20in%20internal%20models.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202400456
https://www.eiopa.europa.eu/system/files/2024-01/EIOPA-BoS-23-477_2nd%20Report%20on%20the%20application%20of%20the%20IDD.pdf
https://www.eiopa.europa.eu/tools-and-data/risk-free-interest-rate-term-structures_en#rfr-for-financial-stability-reporting
https://www.eiopa.europa.eu/document/download/be839a10-6784-4012-a3cb-cf7590fcec60_en?filename=EIOPA%20Factsheet%20-%20Green%20investments%20of%20IORPs_0.pdf
https://www.eiopa.europa.eu/document/download/be654e97-0428-4702-bd75-fb5d217e1960_en?filename=Revised%20Staff%20Paper%20on%20measures%20to%20address%20demand-side%20aspects%20of%20the%20NatCat%20protection%20gap.pdf
https://www.eiopa.europa.eu/system/files/2024-02/February%202024%20Insurance%20Risk%20Dashboard.pdf
https://www.eiopa.europa.eu/tools-and-data/occupational-pensions-risk-dashboard_en

Market Environment

Market Trends
EIOPA (Report)

Comparative Study on diversification in internal
models

The EIOPA has published a study on diversifica-
tion modelling in insurers’ internal models. This
study, part of EIOPA's efforts to compare internal
model outputs, provides insights into modelling
approaches and offers indicators for NCAs to as-
sess compliance. The analysis reveals diverse ap-
proaches to diversification in internal models, af-
fecting capital requirements. The findings stress
the need for ongoing supervisory scrutiny at both
local and European levels.

Release date: 2024-01-24

eiopa.europa.eu

@

Supervision

Supervision
EIOPA (Press Release)

Ultimate Forward Rate for 2025

The EIOPA has published the calculation of the
Ultimate Forward Rate applicable as of 1 Jan-
uary 2025. This parameter of the methodolo-
gy to derive EIOPA's risk-free interest rate term
structures will remain unchanged at 3.30% for
the euro. For currencies other than the euro, the
UFR does not change for nineteen currencies, for
nine currencies the UFR decreases with 15bp and
for one currency the UFR increases with 15bp.

Release date: 2024-03-27

@

eiopa.europa.eu
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PRIIPs KID

Parliament (Report)
Modernisation of PRIIPs KID

The European Parliament's ECON committee has
published a report on the proposed Regulation
amending PRIIPS KID Regulation as regards the
modernisation of the key information document.
The report sets out a draft European Parliament
legislative resolution which makes amendments to
the proposed Regulation.

Release date: 2024-03-26
A9-0160/2024



https://www.eiopa.europa.eu/system/files/2024-01/EIOPA%27s%20Comparative%20Study%20on%20diversification%20in%20internal%20models.pdf
https://www.eiopa.europa.eu/eiopa-publishes-ultimate-forward-rate-ufr-2025-2024-03-27_en
https://www.europarl.europa.eu/doceo/document/A-9-2024-0160_EN.pdf

ARTICLE

Navigating the Corporate Sustainability Reporting
Directive (CSRD) Landscape

Written by Meghna Jain, Consultant

Introduction

The Corporate Sustainability Reporting Directive (CSRD) entered into force in the European Union
(EU) on 5th January 2023, signalling a pivotal moment in the realm of corporate sustainability
reporting. Replacing its predecessor, the Non-Financial Reporting Directive (NFRD), the CSRD
marks a significant shift towards heightened reporting requirements on the companies falling
within its scope.

This directive not only broadens the spectrum of sustainability reporting but also elevates its
depth and rigor, covering categories ranging from carbon emissions to pollution, water manage-
ment, waste disposal, and biodiversity. The CSRD's technical standards known as the European
Sustainability Reporting Standards (ESRS) lay out what and how the companies need to disclose.
Importantly, disclosures pertaining to these standards are mandated to feature prominently in an-
nual reports alongside financial statements, subject to stringent audit scrutiny to ensure credibility
and transparency.

The CSRD presents a unique opportunity for companies to integrate Environmental, Social, and
Governance (ESG) considerations into their fundamental business strategies. By fostering greater
transparency, the aim of CSRD is to empower stakeholders including investors, analysts, con-
sumers, and the wider public, to assess EU company's ESG performance and its consequential
business impacts and risks.

The proposed directive will also entail a dramatic increase in the number of companies subject to

the EU sustainability reporting requirements, from the 11,000 covered by the NFRD to the nearly
50,000, that will be covered by the CSRD.
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Scope of CSRD

Large Companies: All large EU-stock listed companies, governed by EU Law or established in EU member
states, meeting at two of the following three conditions will have to comply with the CSRD:

e €40 million in net turnover
e €20 million in assets
e 250 or more employees

In addition, non-EU companies that have a turnover of above €150 million in the EU will also have to comply.

Small and Medium Enterprises: From the 1st of January, 2026 SMEs (small-to-medium-sized companies) with
securities listed on regulated markets- have to start reporting CSRD-compliant. However, the listed SMEs have
simpler standards for reporting than large companies. Non-listed SMEs can choose if they want to use the
CSRD's reporting standards voluntarily. The reporting standards for SMEs will be adopted on the 30th of June
2024.

CSRD Timeline

The European Commission adopted the CSRD in late 2022. The rules will start applying between 2024 and
2028:

May 2022 EFRAG opened the first draft ESRS standards for public comment

| Members of the European Parliament (MEPs) and EU governments confirmed

TR ' a provisional agreement on CSRD terms and implementation

The European Financial Reporting Advisory Group (EFRAG) sends the first |
' complete version of the ESRS reporting standards to the EU Commission !

Sept 2022 |

' The EU Commission formally approves and adopts a first set of sustainability |
reporting and disclosure standards. The CSRD was approved by the EU
i Parliament on November 10th, and approved by the EU Council on November |
| 28th, 2022 !

Nov 2022

EU Member States adopt the EU Directive into law and publication in the EU |

' Official Journal. It will enter into force 20 days after publication and its
@—— Dec2022 | o o . : ys arer p |
i provisions will have to integrated into member states’ national laws after 18
i months

i The Corporate Sustainability Reporting Directive (CSRD) takes effect for eligible
| entities in corporate fiscal year 2024 !

- From 1 January 2024 for large public-interest companies (with over 500 |
2024 | employees) already subject to the Non-Financial Reporting Directive (NFRD),
i with reports due in 2025. !

' From 1 January 2025 for large companies that are not presently subject to the
@ — 2025 NFRD (with more than 250 employees and/or €40 million in turnover and/or
[ I

@ — 2023
o—

1 €20 million in total assets), with reports due in 2026

' From 1 January 2026 for listed SMEs and other undertakings, with reports due '
| in 2027. SMEs can opt-out until 2028 !

2026
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CSRD Requirements:

The CSRD directs the European Financial Reporting Advisory Group (EFRAG) to establish a reporting frame-
work called the European Sustainability Reporting Standards (ESRS). ESRS were developed to align with the
Task Force on Climate-related Financial Disclosures (TCFD) and Global Reporting Index (GRI).

In total, the 12 chapters of the ESRS contain over 80 disclosures, and over 1000 both quantitative and qualita-
tive data points related to those disclosures. The framework includes Cross- Cutting standards for reporting,
required of all organizations governed by the CSRD, while the Topical standards for reporting - environmental,
The CSRD directs the European Financial Reporting Advisory Group (EFRAG) to establish a reporting frame-
work called the European Sustainability Reporting Standards (ESRS). ESRS were developed to align with the

ESRS Standards Related Requirements
(not limited to)
Double Materiality Assessment
Governance
Time Horizons O
ESRS 1:
General ESG Risks in value and supply chains
. Strategy
Cross Requirements Sustainability policies O
Cutting -
Standards Impact, Risks and Due diligence
Opportunities Target Metrics and Transition Plans O
ESRS 2:
Identify Sustainability Risks
G.eneral Metrics and Targets O
Disclosures Third Party Auditing of report
Scope 1, 2, 3 emissions
Climate related risks
ESRS E1: Carbon Pricing
Climate Change
Energy mixes
Transition Plan
ESRS E2: Pollution Pollution of air, soil and water i
Environmental Water Consumption
ESRS E3:
Water and Marine Water recycled
Resources Impact on marine ecosystems
ESRS E4: Biodiversity Impact on natural environment
and Ecosystems Transition plan to address diversity loss
ESRS ES: Circular material resource flows
Topical Resource Use and
Circular Economy Types of waste generated
Employee Location, gender
ESRS S1: Child Labor policies
Own Workforce Alignment with the UN Guiding Principles on
Business and Human Rights
Sociii ESRS 52: policies and processes related to upstream
Lol Value Chain workers
ESRS S3: Company’s impact on affected communities
Affected =
. Policies to address concerns
Communities
ESRS S4: Company’s impact on end users
Consumers and End- i
Policies to address concerns
Users
Governance .
ESRS G1: Qualitative and Quantitative disclosures
Business Conduct

O Mandatory for All Companies
©: Mandatory if Material

EFRAG provides a required structure for the report, which they call the “sustainability statement,” to help facil-
itate comparability of reports. The structure is as follows:

1. General information

2. Environmental information
3. Social information

4. Governance information

Under CSRD, companies need to include information about their sustainability efforts as a separate section
in their regular management reports. This information should be submitted electronically in a specific format

called XHTML, following the European Single Electronic Format (ESEF) regulation. It will then be uploaded to a
new database called the European Single Access Point (ESAP), making it easily accessible to everyone.

Key challenges faced by Institutions:

Implementing robust CSRD practices presents several challenges for institutions:

Understanding the Requirements: Compliance with the CSRD, necessitates adherence to the EU Sustain-
ability Reporting Standards (ESRS). With over 80 disclosures available, each with its own set of guidelines,
indicators, and reporting requirements, navigating through these standards can be daunting for institu-
tions.

e Double Materiality Assessment: One of the main differences of the CSRD from current legislation is the
requirement of a materiality analysis using a double materiality approach. This assessment is notably com-
plex as it requires companies to identify both their impacts on people and the environment (impact mate-
riality), as well as sustainability matters that financially impact the organization (financial materiality) across
short, medium, and long terms and across operations.

¢ Data Collection and Measurement: Gathering and collating reliable sustainability data across various de-
partments, operations, and supply chains can prove to be a multifaceted endeavour.

e Reporting Standardization: Integrating ESRS reporting requirements with the existing reporting frame-
works, management systems, and processes, such as management reporting, Pillar 3 reporting, TCFD re-
porting, financial reporting, risk management, and strategic planning, presents a challenge for institutions.
Ensuring alignment and consistency across different reporting frameworks and initiatives necessitates
careful coordination and collaboration across various departments and functions.

e Resource Constraints: Allocating sufficient resources, including financial, human, and technological re-
sources, to CSR reporting poses a challenge for organizations, particularly smaller ones.

o Complex Stakeholder Expectations: Balancing the diverse expectations of stakeholders while maintaining
transparency and authenticity poses a significant challenge.

e Mandatory Assurance: Companies reporting under the CSRD will need to obtain limited assurance on
their sustainability information. While not as stringent as a financial audit, this assurance requires collab-
oration with an independent organization or auditor experienced in sustainability reporting to review the
data for accuracy and reliability.

The Corporate Sustainability Reporting Directive makes it mandatory to report on sustainability indicators as
defined by the ESRS, but adjusting to the new requirements is not easy, and firms have to start preparing now.
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Steps for adopting the CSRD’s requirements:

Understanding the key principles, reporting obligations, and timelines within

CSRD is crucial, particularly for employees involved in the identification and

LCHLEEEELE ossessment process. This knowledge can alleviate any intimidation that may
CSRD and arise from these rigorous requirements, Businesses should ensure that team
Employee members are informed about the impact of CSRD on the business and clarify
Training their responsibilities regarding CSRD compliance.

Establishing

Conduct a legal entity analysis to ascertain which entities within the

Scoping organization fall under the purview of the CSRD. Determine the most suitable
Requirements reporting strategy based on business needs, such as reporting at the group level
or individual in-scope legal entity level. This decision should be tailored to the
specific circumstances of the business.

Establishing a clear governance structure with defined roles and
responsibilities for the management body is paramount at every stage. The
Covarnanes boarrjl an{_i_senior management should be_-ar the r_esp?nsibility of oversteeirtng
sustainability issues and evaluating potential sustainability and climate risks in
_5“‘!?‘“"9 alignment with the company's overall strategy. Defining the management's
Establishment roles, structure, and processes related to sustainability, including committees
dedicated to sustainability matters, resource allocation, and disclosure, is
essential for implementing action plans, data collection, tracking sustainability
Key Performance Indicators (KPis), and ensuring effective oversight.

Double Before commencing data collection or preparing the initial report, it is
Materiality imperative to conduct a "Materiality Assessment” to determine sustainability

ecacimert goals, targets, and priorities that align with CSRD requirements and compliance

Evaluate the organization's adherence to the European Sustainability Reporting
" Standards (ESRS) requirements based on the Double Materiality Assessment

Gap Analysis : : ; : :
findings. Use this assessment as the foundation for an implementation plan

outlining practical changes necessary to align with regulatory standards.

O

Considerations such as IT systems and controls organization, the number of
required reports, operational homogeneity, subsidiary targets and goals, and
the relative size of in-scope versus out-of-scope entities are crucial for assessing

Data
Availability and

U R P data availability and determining the appropriate time horizon for reporting.

Organizations reporting under the CSRD will be required to seek limited
assurance (third party) on their sustainability information from a neutral,
trusted, and experienced third party who reviews the data
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The Double Materiality Assessment in CSRD

According to the latest ESRS guidelines, all companies are required to report general disclosures. In relation to
topical standards, companies are only obligated to report on those standards deemed material. However, the
process by which companies determine the materiality of standards, whether they are material or immaterial,
must be clearly outlined and assured in the general disclosures. The CSRD stipulates that materiality must be
assessed through a "double materiality” lens, taking into account both impact and financial materiality. Conse-
guently, the majority of organizations will undertake a double materiality assessment as an initial step towards
CSRD compliance.

Double materiality assessment involves evaluating matters from two perspectives:

Impact Perspective

An ‘inside-out’ impact perspective considers the material actual or potential, positive or
negative impacts of the organization on people or the environment over the short-,
medium-, and long-term. These impacts encompass the organization's own operations,
as well as its upstream and downstream value chain, including its products and services,
and its business relationships, irrespective of their direct financial implications
Environmental factors may involve assessing and disclosing climate-related risks, as the
financial institution is faced with the implications of a changing climate on their
portfolios. Social considerations include the treatment of policyholders, diversity and
inclusion efforts, social inequality and community development. Economic dimensions

Financial Perspective

An ‘outside-in’ financial perspective assesses whether a sustainability matter triggers or
is expected to trigger significant financial effects on the organization. This occurs when a
sustainability issue generates, or may generate, risks or opportunities that materially
influence the organization's development, financial position, financial performance, cash
flows, access to finance, or cost of capital over the short-, medium-, or long-term. For
example, regulatory changes related to carbon emissions may lead to increased
compliance costs or reduced market access for certain products or services. Moreover,
environmental and social risks, such as climate change risks, supply chain disruptions,
reputational damage, or legal liabilities, can pose significant threats to the institution's
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Large Companies: All large EU-stock listed companies, governed by EU Law or established in EU member The
diagram below illustrates the circular nature of double materiality, highlighting the interconnection between
financial materiality and impact materiality:

“Impact Materiality

Sustainability matters
that reflect the
reporting entity’s
significant impacts on
the environment and
: people ;

Materiality from both

perespectives

Financial Materiality

Sustainability matters
that create or erode
enterprise value and are
therefore financially
material

Source: EFRAG.org, Implementation guidance for the materiality assessment

A topic is deemed material if its impact is significant from either or both perspectives of Double Materiality.
Conducting a double materiality assessment is pivotal for laying the groundwork for strategic ESG planning,
budget allocation, risk management, and reporting. This assessment aids in identifying and prioritizing cli-
mate-related impacts that could potentially influence a company's performance, value creation, reputation,
and legal standing.

Moreover, the application of double materiality can empower companies to refine their risk management
strategies, bolster business resilience, and position themselves more competitively in a market increasingly
emphasizing sustainable and socially responsible practices.

Matters deemed material under one or both of these standards must be disclosed. Importantly, companies
do not make these determinations in isolation, as materiality assessments are subject to external, third-party
assurance in accordance with the CSRD. Additionally, when certain matters are deemed immaterial, compa-
nies are required to explicitly state such determinations and provide a comprehensive analysis in their reports.

Steps to Conduct a Double Materiality Assessment:

Stage 1: Stakeholder Engagement Strategy

This step entails understanding the fundamental principles and reporting obligations inherent in the Double
Materiality Assessment process, examining the interplay between a company’s operations and the external
environment, analysing the company'’s activities, business model, business relationships, and value chain (both
upstream and downstream). Additionally, it necessitates establishing time horizons and identifying key stake-
holders. Stakeholders serve as vital sources of insights into the material issues affecting the company and the
broader community. Engage in substantive dialogue with stakeholders, encompassing investors, customers,
employees, and communities, to grasp their expectations and concerns regarding the company’s sustainability
impacts.

Stage 2: Scoping the Assessment

Utilizing the scoping assessment conducted within the framework of the Corporate Sustainability Reporting
Directive (CSRD), we pinpoint potential environmental, social, and economic impacts linked to the compa-
ny’s business activities, spanning both upstream and downstream segments of the value chain. This phase is
pivotal for directing efforts towards areas most pertinent to the company and its stakeholders. An effective
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starting point involves referencing the list of sustainability matters provided by the European Sustainability Reporting
Standards (ESRS). Additionally, companies must identify any other pertinent matters relevant to their operations, ir-
respective of whether explicitly outlined in the ESRS, such as the company's tax policy.

Stage 3: Identification of Material Impacts, Risk and Opportunities

This stage involves meticulously identifying material sustainability matters through extensive consultations with
stakeholders. It emphasizes evaluating the impact, risks, and opportunities associated with each matter. Assess sus-
tainability risks and opportunities across short, medium, and long terms, considering factors like regulatory changes
and societal expectations. ESRS mandates defining double materiality matters in terms of impacts, risks, and oppor-
tunities. While ESRS sets the level of detail, additional granular analysis may be needed. This process helps companies
understand their sustainability landscape, fortify risk management, and uncover strategic value creation opportuni-
ties. This step might need involvement from a range of experts which can identify events that can either present a
risk or an opportunity for the instituion, while not losing focus on the bigger picture.

Develop a materiality matrix to visually depict the aggregated identified issues. Utilize this matrix to plot the signifi-
cance of each issue, considering both its impact on the company’s operations and its significance to stakeholders.
This prioritization tool aids in identifying the most material sustainability issues necessitating detailed disclosure in
adherence to the double materiality principle. While a matrix serves as a conventional means of gauging issue signif-
icance, alternative approaches are equally valid if they effectively capture the pertinent considerations.

Stage 4: Data Collection:

Formulate a comprehensive data collection strategy tailored to the company’s needs. Collect both quantitative and
qualitative data pertinent to the identified material issues, facilitating a comprehensive assessment of the company’s
sustainability performance. This step is essential for upholding the credibility and precision of materiality assessment.

Stage 4: Assessment of the Materiality of the Impacts, Risks and Opportunities
This step represents the culmination of the aggregated materiality assessment, encompassing both Impact Materi-
ality Assessment and Financial Materiality Assessment.

i. Impact Materiality Assessment: The company should apply objective criteria, employing appropriate quantitative
and qualitative thresholds to gauge the materiality of current and potential impacts, which are evaluated based
on severity and, for potential impacts, likelihood as well. For potential adverse impacts, the company estimates
the likelihood of occurrence and aligns it with the relevant time horizon. Stakeholders play a pivotal role in this
assessment, as they contribute to validating and ensuring the completeness of material impacts.

ii. Financial materiality assessment: Material risks and opportunities for the company typically stem from either
impacts or dependencies. To assess their materiality, appropriate quantitative and qualitative thresholds based
on anticipated financial effects in terms of performance, financial situation, cash flows, access to and cost of
capital are utilized. Sustainability risks and opportunities are evaluated based on their likelihood of occurrence
and the potential magnitude of their financial effects across the short, medium, and long-term. Engaging with
the company’s business unit functions, alongside investors and other financial counterparties, may be necessary
to validate and ensure the comprehensiveness of the list of material risks and opportunities

Stage 5: Development of Reporting Strategy

This stage involves formally documenting key decisions and updates to policies and procedures, integrating the
double materiality assessment into strategic considerations. It also encompasses setting Key Performance Indicators
(KPIs), quantitative metric thresholds, and a framework for a repeatable double materiality assessment, facilitating
future reviews and updates.

The ESRS represents a significant stride towards a sustainable future, compelling companies to adapt to the new
standards to safeguard their long-term viability. The double materiality approach comprehensively evaluates ESG
impacts, risks, and opportunities, fostering accountability for environmental and societal impact. Though the ad-
ditional reporting may appear burdensome, early compliance with CSRD will provide insights into the benefits and
cost-savings associated with the enhanced requirements, potentially spurring innovation. This could lead to height-
ened business resilience, increased access to capital and financing, enhanced reputation, reduced risks of accusa-
tions of greenwashing, among other benefits. Furthermore, given the standardized and detailed disclosure require-
ments of the CSRD, the level of comparability between companies will be heightened.
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ARTICLE

The Insurance Recovery and Resolution Directive
(IRRD)

Prepared by Eoin Stack and Sean Burke (Senior Consultants)
Reviewed by Francis Furey, Finalyse Principal Consultant

Introduction

The European Council and Parliament have agreed on a final compromise text for the Insurance Recovery and
Resolution Directive (IRRD)1, released in January 2024. The provisional agreement will lead to the introduc-
tion of a new harmonised regime at European level for resolving insurers and enforcing pre-emptive recovery
plans. This follows on from the original IRRD proposal2 submitted by the European Commission in September
2021, as part of the comprehensive review of the Solvency Il framework.

A number of EU member states, including Ireland, France, and Germany, have already established domestic
recovery and resolution planning requirements. However, many other lack such specific legislation. While
these other countries are well protected by Solvency Il, insurer failures still occur and pose significant risks to
financial stability and to policyholders. The IRRD addresses this gap by creating a harmonised framework for
the recovery and resolution of insurance and reinsurance undertakings.

Those familiar with the Solvency Il Directive3 might question if the supervisory ladder of intervention4 al-
ready covers this aspect, given that (re)insurers are required to produce a recovery plan within two months of
breaching their Solvency Capital Requirement (SCR). However, the recovery plans mandated by the IRRD are
pre-emptive and serve to reinforce the SlI Directive. This allows insurers to pinpoint viable recovery options to
restore their financial positions during future potential periods of severe stress. The key distinction is that these
pre-emptive recovery plans are not solely required when a (re)insurer is non-compliant with their SCR, as they
will now form an integral part of the (re)insurer’s regular reporting process.

In this article, we focus on the European Commission’s proposals on:

Pre-emptive recovery plans

The recovery indicator framework and recovery actions
Group pre-emptive recovery plans

Simplified obligations for pre-emptive recovery plans
The review and assessment of recovery plans
Resolution plans

What guidance can insurers expect from EIOPA?

N AWN R
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1. Pre-emptive recovery plans

(Re)insurance undertakings not part of a group are
required to draw up a recovery plan and regular-
ly update it. The extent of these requirements for
each (re)insurer is based on the eligibility criteria,
which are described in a later section. Supervisory
authorities must ensure that at least 60% of the
respective market is subject to such requirements,
with the market coverage level for both the life
and non-life markets calculated by the superviso-
ry authority.

If an insurer is required to produce a resolution
plan, they will also be subject to pre-emptive re-
covery planning requirements. However, those
considered low risk profile (re)insurers will not be
individually subject to these requirements.

(Re)insurers are obligated to update their recov-
ery plans every two years. However, more fre-
quent updates may be needed if there are material
changes to the legal or organisational structure,
the business or financial situation, or if other sig-
nificant events arise that could impact the effec-
tiveness of the recovery plan.

The recovery plan should be structured as follows:

1. Asummary of the plan’s key elements, includ-
ing material changes to the most recently ap-
proved plan.

2. A description of the undertaking or group, in-
cluding a summary of material changes since
the previous plan.

3. The recovery indicator framework (see next
section).

4. How the recovery plan has been drawn-up,
how it will be updated and how it will be im-
plemented.

5. Arange of remedial actions.

6. A communication strategy.

2. The recovery indicator framework and
recovery actions

The recovery indicator framework should include:

1. Qualitative and quantitative indicators which
identify triggers for remedial actions.

2. Criteria relating to capital (at a minimum con-
tain any breach of SCR), liquidity, asset quality,
profitability, market conditions, macro-eco-
nomic conditions, and operational events.
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(Re)insurers will need to assess the credibility and
feasibility of the indicator framework and recov-
ery actions against a range of scenarios. These
scenarios cover severe macroeconomic and fi-
nancial stress events relevant to the (re)insurer,
including systemic events, idiosyncratic stress
events and combined scenarios.

The recovery indicator framework should be
monitored regularly and integrated into the ex-
isting governance framework. If monitoring trig-
gers a recovery action, the (re)insurer must notify
the supervisory authority immediately. They must
also inform the supervisory authority if a recov-
ery action is triggered but the (re)insurer decides
against taking such action.

3. Group pre-emptive recovery plans

The ultimate parent undertaking of a group is re-
quired to draw up a group pre-emptive recovery
plan and submit it to the group supervisor. The
plan should include the recovery actions to be
implemented by both the parent and subsidiaries
to achieve stabilisation of the group. The struc-
ture of the group recovery plan is consistent with
that for individual undertakings, as outlined ear-
lier.

(Re)insurers that are part of a group may still be
required to submit an individual recovery plan.
This requirement applies if no group plan exists
or if the supervisory authority determines that the
subsidiary is not sufficiently accounted for in the
group plan, considering their significance or in
relation to similar (re)insurers.

The entity’'s recovery plan will undergo internal
assessment and approval before being submitted
to the group supervisor for review. The group su-
pervisor's aim will be to reach a consensus within
the college of supervisors regarding the review
and assessment of the plan, and whether that (re)
insurer needs to produce an individual plan.

4. Simplified obligations for pre-emp-
tive recovery plans

The obligation for (re)insurers to produce a re-
covery plan is determined by the potential impact
their failure could have on the economy. The re-
covery plan should be proportionate to:



e The nature of its business.

e lts shareholding structure.

e ltslegal form.

e ltsrisk profile.

e ltssize and legal status.

* lts interconnectedness to other undertakings
or the financial system in general.

» The scope and complexity of its activities.

If the eligibility criteria are met, (re)insurers may
qualify for simplified obligations with respect to:

o The contents and details of the plan.

e The submission date and frequency of re-
porting such a plan, which may be less.

» The level of information required.

e The level of detail required for the resolvabil-
ity assessment.

5. Review & assessment

Once the recovery plan is submitted, the super-
visory authority has nine months to review and
assess it against the following criteria:

» Are the recovery options reasonably likely to
maintain or restore their financial position?

e« Can the recovery options be implemented
quickly and effectively?

Do the recovery options avoid, to the maximum
extent possible, any significant adverse impact on
the financial system?

If the supervisory authorities find that there are
material deficiencies in the plan after their as-
sessment, or identify material impediments to its
implementation, they will notify the (re)insurer.
The (re)insurer will then be required to submit a
revised plan within two months to address these
deficiencies. This two-month period can be ex-
tended by one month upon request, where the
supervisory authority so agrees. The (re)insurer
will have the opportunity to express their opin-
ion on the supervisor's findings before revising
their plan. If the supervisory authority finds that
the deficiencies and impediments have not been
adequately addressed, they may instruct the (re)
insurer to make specific amendments to the plan.
Should the (re)insurer fail to re-submit a plan or
if the identified deficiencies are not remedied,
the supervisory authority will require the (re)in-
surer to identify, within a reasonable timeframe,
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the changes they can make to their business op-
erations to address the deficiencies. If the (re)in-
surer is unable to identify the required business
changes to rectify the situation, the supervisory
authority may direct them to take any measures it
considers appropriate.

6. Resolution plans

Resolution authorities must draw up resolution
plans for (re)insurance undertakings based on
similar eligibility criteria to those used for recovery
planning. Small and non-complex undertakings
will in principle not be subject to pre-emptive re-
covery planning requirements, except where the
resolution authority considers an undertaking to
represent a particular risk at national or regional
level. Group resolution authorities are responsible
for drawing up group resolution plans.

Resolution authorities must ensure that at least
40% of the state’s (re)insurance market be subject
to resolution planning. (Re)insurers are required
to cooperate fully with the resolution authorities
during the drafting of resolution plans, providing
all the necessary information.

While producing the resolution plan, (re)insur-
ers and groups will be subject to a resolvability
assessment. (Re)insurers will be notified of any
significant impediments to resolvability. Upon
notification, (re)insurers will have four months to
propose possible measures or remove the im-
pediments identified by the resolution authority.
The authority will then separately assess whether
the proposed measures effectively address or re-
move the identified impediments.

If the resolution authorities find that the proposed
measures are not effective, they will require the
(re)insurer to take any of the following alternative
measures:

a. Revise intra-group financing agreements, re-
view the absence thereof or draw up service
agreements.

b. Limit their maximum individual and aggregate
exposures.

c. Impose specific or regular additional infor-
mation requirements.

d. Divest specific assets or restructure liabilities.

e. Limit or cease specific or existing proposed
activities.

f. Restrict or prevent development of new or

existing business lines or sale of new or ex-
isting products.

g. Change reinsurance strategy.

h. Require changes to legal or operational struc-
tures.

i. Setup aparentinsurance holding company.

j. Require a mixed-activity insurance hold-
ing company to set up a separate insurance
holding company to control the undertaking

The notification is subject to a right of appeal.

7. What guidance can insurers expect
from EIOPA?

e The eligibility criteria for simplified obliga-
tions.

« Specifying methods to determine market
coverage.

* A minimum list of qualitative and quantitative
recovery indicators.

« Therange of scenarios for credibility and fea-
sibility assessments.

¢ Technical standards for the information to be
included in the recovery plan, recovery ac-
tions and their implementation.

e Technical standards for procedures and min-
imum set of standard templates for (re)insur-
ers to provide resolution authorities with the
information to draft resolution plans.

* Specify further details on the measures that
resolution authorities can take to address
impediments to resolvability and the circum-
stances in which they may be applied.

This will take the form of guidelines, regulato-
ry technical standards (RTS) and implementing
technical standards (ITS).

On 18 November 2022, EIOPA held a technical
seminar relating to recovery and resolution plan-
ning in (re)insurance. The seminar covered a va-
riety of topics, including the differences between
the IRRD and Bank Recovery and Resolution
Directive (BRRD) frameworks, a practical case
study on the resolution process, and the concept
of proportionality. Additionally, they discussed
the establishment of resolution authorities and
shared experiences from Poland, approaches to
resolution planning in France, resolution fund-
ing, and issues relating to Insurance Guarantee
Schemes (IGS).

EIOPA will work closely with the NCAs to develop
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the technical material and guidelines. In addition
to this, they will establish a Committee to pro-
mote a harmonised resolution convergence, in
which the heads of all of the resolution author-
ities will be represented.

How can Finalyse help you?

Finalyse has extensive experience in risk manage-
ment for insurance companies and can help you
implement the Directive’s proposals:

e Gap analysis: Conduct a gap analysis to con-
trast your current local recovery rules with
the IRRD.

e Scenario analysis: Provide guidance on the
suite of scenarios to be used, including their
timelines and severity.

e Recovery options: Assess the impact, fea-
sibility, and operational effects of potential
recovery options, along with the projected
timeline for their implementation.

¢ Recovery indicators: Examine the calibration
of recovery indicators, align them with the
risk appetite and justify any selected limits or
thresholds.

e Governance: Establish procedures for mon-
itoring and escalating triggers, updating the
plan, and integrating it into the existing gov-
ernance framework.

e Strategic analysis: Identify core business lines,
key services, and critical functions, while also
understanding potential vulnerabilities and
assessing the credibility of the recovery plan.

Appendices

1. European Council & Parliament final IRRD
text

2. European Commission proposed IRRD tex

Solvency |l Directive 2009/138/EC

4. Supervisory ladder of intervention provides
for intensified intervention by supervisors be-
tween the two levels of capital requirements
— the SCR and MCR - to ensure corrective
measures are taken sufficiently early.

W



https://data.consilium.europa.eu/doc/document/ST-5546-2024-INIT/en/pdf
https://data.consilium.europa.eu/doc/document/ST-5546-2024-INIT/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52021PC0582
https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2009:335:0001:0155:en:PDF

ARTICLE

An introduction to the design and functionalities of
Moody's AXIS

Written by Jayadevan Vijayan, Senior Consultant in collaboration with
Frans Kuys, Principal Consultant.

Introduction

Actuarial modelling plays a crucial role in supporting decision-making in insurance and reinsurance companies.
These models perform key functions such as pricing, reserving, capital projections management and asset-
liability modelling ("ALM").

Moody’s AXIS ("AXIS") is a commonly used actuarial modelling software in the insurance industry that can be
used for multiple actuarial functions such as pricing, reserving, ALM, hedging, capital calculations and financial
modelling. The object-orientated approach creates an environment, not only for model development but also
for model risk management. By utilising the Enterprise Link features, AXIS can provide support in implementing
a company’'s model governance and control policies. The separation of the design, test and production
environments, ability to define user roles and having effective version control are possible using Enterprise
Link features.

This article provides an introduction to the design of the software and the functionalities that can be used in
a valuation or reserving environment. We begin by explaining the process of establishing a reserving model in
AXIS, guiding you through various steps including data handling, validation and adjustment, assumption input,
and the generation of cashflow projections. We also touch briefly on the control and governance features of
Enterprise Link.

The article aims to provide an overview of the software without delving deep into the technical aspects. We
provide valuable tips throughout the article that can be easily implemented.

Datalink Tables are essential elements of valuation
projects within the AXIS framework, as they
can be used to validate the input data, add new
fields, and map raw data. The following diagram
provides a visual representation of this concept.

1. Setting up a Production Environment
Seriatim - Valuation Data Processing

The extraction of valuation data is the first step
in the valuation process, whether it is for meeting
regulatory requirements or reporting profits. The
valuation data could either be stored in a data
management repository such as SQL or may be
available in various formats like Microsoft Access
databases, CSV files or notepad files. In AXIS there
are objects known as “Files” that create a link
between the AXIS system and the extracted data.
By using these Files users can examine and assess . ' Pavakrls s
the source data within the system and serve as -
the building blocks for loading “Datalink Tables” in
AXIS.

Integrating Valuation data in AXIS:

Enterprise Link Environment

External Data Repository
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Transforming Data

AXIS provides users with tools to execute various
tasks within the valuation process. “Batches” are
objects which can execute several tasks, including
transforming raw data.

These objects facilitate the conversion of data
into Datalink Tables. The data validation and
modification can be done within Datalink Tables
or through Batches. These Batches, along with
Datalink Tables, help users to shape the raw data
into the required format for the valuation process.

The Batches can also be used to export data
from the Datalink Tables into “Cells.” Cells are
the most detailed objects within AXIS, allowing
users to specify product attributes, assumptions,
and processing particulars for the policies. The
following diagram provides a visual representation
of the relationship between these objects.

Transforming raw data using batches

Enterprise Link Environment

Datalink
Files

Batches

Datalink
Tables

Batches

Assumptions and Product Features

Users can populate assumptions and product
features, either directly in cells or indirectly
through batches. This allows for the automation
of assumptions and methodology setting in
a valuation project. AXIS also allows for the
importing of Assumption tables directly into the
cells, which reduces the coding required within
the AXIS framework.

Tip 1: By making use of the base cell reference to
generate new cells, you have more control over the
assumptions, and it requires less coding and mapping.
Protected cells with embedded assumptions and
product features can be set up and used as a template
to generate new cells. This reduces the need to map
assumptions into cells through batches or coding.
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Generating Results

After configuring the cells with assumptions,
product features, and valuation data, users can
initiate runs to produce results. These runs can
be performed at a cell level, policy, sub fund
(grouping of cells) or fund level. AXIS allows users
to generate various reports, and users can export
calendar year projections of cashflow elements
like death benefits, premiums, expenses, and
reserves to an external database for additional
analysis and validation. The following image
provides an example of the results exported to a
Microsoft Access Database.

Calendar Year Results extract

lllustration of results exported into Microsoft
Access. Components of cashflows such as
Premium, Death benefits and expenses along
with reserves could be exported.

This section provided an introduction to a simple
configuration for a reserving model. AXIS provides
pre-built components and established systems
that users can utilise, thus reducing the need to
manually code each individual step in the process.

2. Controls and Governance

In this section, we give a brief overview of the
model risk management features within AXIS. De-
fining a sound validation process and establishing
strong internal controls and governance are key
to ensuring comprehensive model risk manage-
ment. We also introduce the features within the
AXIS models and Enterprise Link framework that
can be used to enhance control and governance
in a production environment.



Documentation

Thorough model documentation enhances
transparency and provides clarity. The AXIS
notepads offer a means for users to describe
the purpose of various objects. AXIS includes
features that simplify the understanding of the
relationships between different objects. For
instance, you can utilise functions like “find text in
Datalink” and "where used within AXIS" to discover
the connections between objects.

Tip 2: By making use of the navigational panel, you can
see the hierarchy of objects, providing a holistic picture
of the model. Furthermore, external documentation
can be incorporated into the AXIS model through AXIS
objects such as "“Document,” which is compatible with

Microsoft applications.
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Enterprise Link features

The Enterprise Link introduces key features that
can improve overall governance.

Users can establish separate environments
for development, testing, and production
purposes, improving governance. The version
control functionality permits multiple users
to make modifications to a dataset, with the
system capable of recording these changes and
implementing version control. “System jobs”
within Enterprise Link enables the initiation and
execution of jobs and helps in the automation of
production runs without the user having to open
datasets. In addition to the above, new features
are introduced in AXIS through version updates,
such as the use of super datasets, clustering and
neural networks.

3. Conclusion

The primary goal of this article was to introduce
the structure and fundamental functionalities
of AXIS when used in a production setting. In
addition to these functionalities, we have also
introduced various governance features that give
users control over their production environment.
AXIS provides flexibility to its users through its
object-oriented features, all while minimising
the risk of model errors. These governance and
control features allow users to effectively manage

their models within a model risk framework.

How can Finalyse support you?

Finalyse has extensive experience and expertise in
actuarial modelling for insurers and can support
your AXIS needs. Our team of talented insurance
professionals can support you in various areas:

Model Development: Finalyse specialises in
designing and implementing tailored actuarial
models using Regular Life, Annuity, Universal
Life, and Asset modules.

Model Migration: Finalyse assists insurers in
AXIS model migration, providing support in
model construction, testing and development
of the project roadmap.

Process Automation: Finalyse can
automate your actuarial models through
batch processing and Datalink integration,
optimising performance and reducing
reporting timelines.

Enhance Controls & Governance: Finalyse
can support you to achieve better control
over valuation models using Enterprise
Link for a Production environment and
developing thorough model documentation
for enhanced transparency and easier audits.

Comprehensive Model Assessment: Finalyse
can evaluate model risks, controls, and
governance for regulatory compliance,
implementing advanced oversight systems
via Enterprise Link.

Benchmark Model: Finalyse can support
clients in model validation, conducting
parallel tests to detect model errors and
operational risks.
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Asset Management Reqgulatory Timeline

2024 Q2

EMIR

ITS

Formats, Frequency and
Methods and Arrangements
for Reporting

Application date: 29 Apr 2024

RTS

Procedures for the
Reconciliation of Data
Between Trade Repositories
Application date: 29 Apr 2024

RTS

Minimum Details of the Data
to be Reported - EMIR REFIT
Application date: 29 Apr 2024

RTS

Deferred Date of Application
for Non-centrally Cleared OTC
Derivatives Which are Single-
Stock Equity Options or Index
Options

Application date: 29 Apr 2024

MiCA

Guidelines

And technical standards
Application date: 29 Apr 2024

IFR

Guidelines

On calculation of K IRB for
dilution and credit risk
Document release: tbd
MiCAR

Guidelines

EBA guidelines on Stress
Testing under MiCAR

Document release: tbd

2024 Q3

MiCA

Report

On potential ways of regulating
NFTs

Document release: tbd

Regulation
Most of the provisions of MiCA
Application date: tbd

2025 Q2

EMIR

Directive

Margin requirements to apply
to intragroup transactions
Application Date: 30 June 2025

EMIR

Directive

Clearing Obligations to apply to
intragroup transactions
Application Date: 30 June 2025

2026 Q2

AIFMD2

Directive

Application of the new
Amending Directicve
Application Date: 16 April 2026
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Risk Management

Supervision
Commission (Communication)

Amending RTS Specifying Obligations

The European Commission has published a Com-
munication on the intention to adopt, with amend-
ments, the RTS in the proposed Commission Dele-
gated Regulation specifies obligations of European
long-term investment funds and their managers
concerning the hedging of derivatives, redemption
policy and liquidity management tools, trading and
issue of units or shares of ELTIFs, and transparency
requirements.

Release Date:2024-03-26
C(2024) 1375 Q

Supervision

AlIFMD
ESMA (Report)

Monitoring of EU Alternative Investment Funds

The ESMA has released a report on the EU AlFs mar-
ket, highlighting potential risks, particularly in funds
exposed to leverage and liquidity mismatches. The
report notes risks in real estate funds with declin-
ing transaction volumes and falling prices. Liquidity
mismatches are accentuated by open-ended real
estate funds with daily liquidity, which could be
systemically relevant in certain jurisdictions. The
report also discusses risks associated with lever-
aged AlFs, including a decline in the sector size in
2022, driven by valuation losses in funds exposed
to bonds and equities. Hedge funds, despite having
high leverage, often hold significant cash levels to
mitigate risks.

Release date: 2024-01-30

ESMA50-524821-3095 Q

IFR

Commission (RTS)

Prudential Consolidation of investment firm
groups

The European Commission has published an Im-
plementing Regulation with RTS on the prudential
consolidation of investment firm groups under the
Investment Firms Regulation. These standards, de-
veloped by the EBA after a consultation in 2020 and
a final report in May 2023, aim to ensure consistent
and harmonised practices in prudential consolida-
tion. They cover the scope, methods, and rules for
consolidation of capital requirements, including

Reporting & Disclosure

MIFID/MiFIR
Commission (RTS)

Amendment to the MiFID and MiFIR

The Official Journal of the EU published a Regula-
tion to amend MiIFID Il and MiFIR. The changes fo-
Cus on improving access to market data and trans-
parency. The Regulation introduces an EU-wide
consolidated tape and prohibits payment for or-
der flow (PFOF), allowing exemptions for Member
States where PFOF already exists, with a phased-
out deadline by June 30, 2026.

minority interests and various instruments.

Release date: 2024-03-13

MIFID 1
ESMA (Policy Agenda)

Supervisory Activities on MiFID Il pre-trade con-
trols

ESMA has released updated Q&As related to trans-
parency aspects of MiFID Il and MiFIR. Notably,
Section 5, topic 12, which pertained to the mini-
mum size of orders held in an order management
facility for non-equity financial instruments, was
removed from the Q&As.

Release date: 2024-01-11

€sma.europa.eu Q
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Release date: 2024-03-08
Application Date: 2024-03-28

(EU) 2024/791
Market Environment

MMFE Reqgulation
FSB (Report)

Thematic Peer Review on MMF Reforms

The FSB has conducted a Thematic Review on
MMEF Reforms, assessing the implementation of
2021 FSB policy proposals. The review identifies
uneven progress among member jurisdictions in
addressing vulnerabilities in MMFs, particularly the
mismatch between liquidity and redemption terms.
The 2021 FSB report suggested policy options, and
the review finds that while some jurisdictions have
introduced or recalibrated tools, others are still in
the process. The FSB calls on jurisdictions to re-
view and adopt measures, emphasising the need
for further progress to enhance MMF resilience
and reduce the reliance on central bank interven-
tions during stress.

Release Date: 2024-02-27
P270224
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Governance

AIFMD/UCITS

Parliament (Directive)

AIFMD 2

The Official Journal of the EU has published a Di-
rective that amends the Alternative Investment
Fund Managers Directive and the UCITS Directive
as regards delegation arrangements, liquidity risk
management, supervisory reporting, the provision
of depository and custody services and loan origi-
nation by alternative investment funds.

Release date: 2024-03-26
Application Date: 2024-04-16

(EU) 2024/791
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https://finance.ec.europa.eu/document/download/5e60c231-aaff-44f7-bdaf-1bb93e70b3ee_en?filename=240306-communication-eltif-rts_en.pdf
https://eur-lex.europa.eu/TodayOJ/fallbackOJ/ESEAL-L_202400791-sig-20240308030205807_immc/L_202400791EN.pdf
https://ec.europa.eu/transparency/documents-register/detail?ref=C(2024)1554&lang=en
https://www.esma.europa.eu/sites/default/files/2024-01/ESMA50-524821-3095_EU_Alternative_Investment_Funds_2023.pdf
https://www.esma.europa.eu/press-news/esma-news/esma-and-ncas-coordinate-supervisory-activities-mifid-ii-pre-trade-controls
https://eur-lex.europa.eu/TodayOJ/fallbackOJ/ESEAL-L_202400791-sig-20240308030205807_immc/L_202400791EN.pdf
https://www.fsb.org/wp-content/uploads/P270224.pdf
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Cross-sector Regulatory Timeline

2024 Q2

Sustainable Finance
Report

Call for Advice (CfA) on
greenwashing - final report
Document release: tbd

Report
Joint ESAs Opinion on the
review of the SFDR

Document release: tbd

Securitisation Framework
Report

Final report on greenwashing
to the EC

Document release: tbd

Securitisation Framework
Report

JC Report on the
implementation and the
functioning of SECR under
Article 44 of the SECR

Document release: tbd

EU Green Bonds
Regulation

Draft technical Standards
Consultation on Draft ITS
supplementing the EU Green
Bond Regulation

Consultation End: : 14 June 2026

2024 Q3

Sustainable Finance
Report

Annual report under Article 18
SFDR

Document release: tbd

Report

Guidelines on ESG risk
management (pending CRR 1l
deadline)

Document release: tbd

Securitisation Framework
Report

JC Report on the
implementation and
functioning of the
Securitisation Regulation
Document release: thd

2024 Q4

Sustainable Finance
Report

Pillar | report on sustainable
Finance

Document release: tbd

Thematic Review

To be aligned with supervisory
expectations, including
integration of C&E risks in
stress testing framework and
ICAAP

Application date: 31 Dec 2024

2025 Q1

Sustainable Finance
Delegated Regulation

The Commission to include
crypto-asset mining in the
economic activities that
contribute to climate change
mitigation

Application date: 1 Jan 2025




Supervision

Supervision
ESMA (Press Release)

Depirioritisation of Some Supervisory Actions Un-
der the Clearing Obligation

The ESMA has published a statement on deprior-
itising supervisory actions linked to the clearing
obligation for third-country pension scheme ar-
rangements, pending the finalisation of the review
of the EMIR. The political agreement on the EMIR
3 text provides for an exemption regime from the
EMIR clearing obligation when the TC PSA is ex-
empted from the clearing obligation under that
third country’s national law.

Release date: 2024-03-27

ESMA74-1049116225-623 Q

CRD
Commission (RTS)

Information to be Disclosed by Competent Au-
thorities

The Official Journal of the EU published an Im-
plementing Regulation amending the CRD. The
changes pertain to the information disclosure re-
quirements by competent authorities in accord-
ance with the directive. The implementing regu-
lation specifies the format, structure, and content
lists for the information to be disclosed by compe-
tent authorities. The modifications include updates
to the deadlines for information updates and ad-
justments to the annexes. The regulation is based
on draft standards from the EBA, following pub-
lic consultations and analysis of related costs and
benefits.

Release date: 2024-03-08

Application Date: 2024-03-28

ESMA91-1505572268-3317
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Benchmarks Regulation
ECON (Report)

Amendments to the BMR

The European Parliament's Committee on Eco-
nomic and Monetary Affairs published a report
concerning proposed amendments to the Bench-
marks Regulation. The report focuses on expand-
ing the scope of rules for benchmarks, regulating
the use of benchmarks from third-country admin-
istrators within the Union, and addressing specific
reporting requirements.

Release date: 2024-03-19

europarl.europa.eu Q

MiFID I
ESMA (Statement)

Best execution reporting requirements under
MiIFID 11
The ESMA has published a Public Statement clarify-

ing reporting requirements under the MiFID Il reg-
ulation, specifically regarding the RTS28 reporting
obligation. ESMA expects NCAs not to prioritise
supervisory actions related to investment firms'
periodic RTS 28 reporting from February 13, 2024,
until the new MIFID Il rules are fully transposed into
national legislation across all EU Member States.
The statement is aligned with the revised MiFID II/
MiFIR framework, which eliminates the annual re-
quirement for detailed reports on trading venues
and execution quality.

Release date: 2024-02-13

ESMA35-335435667-5871 Q

Supervision

Market Trends
ESMA (Report)

Exposure of EU securities markets and asset man-
agement sector to real estate

The ESMA has published its initial analysis of the
exposure of EU securities markets and asset man-
agement sector to real estate which highlights el-
evated debt levels in the real estate sector, posing
broader risks from non-bank financial players. In-
terlinkages with the banking system are significant,
and sector shocks may impact the EU financial
system. Future risks include interest rate impact
on real estate, credit risk indicators showing de-
terioration, and liquidity mismatches in real estate
investment funds. The study reveals a decline in
real estate indices, increased trading activity, and
higher leverage in real estate firms over the past
five years.

Release Date:2024-01-10
ESMA50-524821-3038 Q

Market Environment

Market Trends
FCA (Report)

Wholesale Data Market Study

The FCA has published the findings of its wholesale
data market study, focusing on credit ratings data,
benchmarks, and market data vendor services.
The regulator decided against significant interven-
tion due to potential unintended consequences
on data availability and quality, crucial for global
investors. However, the FCA identified areas in all
three markets where competition is not function-
ing optimally, leading to potentially higher prices
for users. The FCA will continue to address alle-
gations of anti-competitive conduct in wholesale
data markets.

Release date: 2024-02-29
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fca.org.uk

Market Environment
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EMIR
Commission (RTS)

Emergency measures on CCP Collateral Require-
ments

The Official Journal of the EU published Commis-
sion Delegation Regulation 2024/818, amending
RTS in another Delegated Regulation under EMIR.
The amendment extends temporary emergency
measures related to CCP requirements. Specifical-
ly, it prolongs the use of public guarantees and un-
collateralised or partially collateralised bank guar-
antees, as outlined in Annex | and Article 62 of the
aforementioned regulation. These adjustments are
temporary and will be in effect until September 7,
2024.

Release date: 2024-03-06
Application Date: 2024-03-07

(EU) 2024/818
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Market Trends
ESMA (Report)

Report on trends, risks and vulnerabilities

The ESMA has published its first risk monitoring
report of 2024 highlighting the financial markets'
remarkable resilience in the face of a higher-for-
longer interest-rate environment. The report em-
phasises concerns about market sensitivity, poten-
tial corrections, and the need to maintain trust in
financial markets. It also notes the impact of in-
creased interest rates on financial stability and in-
vestors, including negative effects on credit quality
and real estate valuations. The report finally pro-
vides updates on structural developments in mar-
ket-based finance, sustainable finance, and finan-
cial innovation.

Release Date:2023-12-15

ESMA50-524821-3107
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https://www.esma.europa.eu/sites/default/files/2024-03/ESMA74-1049116225-623_-_Statement_on_the_EMIR_TC_PSA_clearing_obligation.pdf
https://www.europarl.europa.eu/doceo/document/A-9-2024-0076_EN.pdf
https://www.esma.europa.eu/sites/default/files/2023-10/ESMA91-1505572268-3317_Report_extending_emergency_measures_on_CCP_collateral_requirements.pdf
https://www.esma.europa.eu/sites/default/files/2024-02/ESMA35-335435667-5871_Public_Statement_on_deprioritisation_of_supervisory_actions_on_RTS_28_reporting.pdf
https://www.fca.org.uk/publication/market-studies/ms23-1-5.pdf
https://www.esma.europa.eu/sites/default/files/2024-01/ESMA50-524821-3038_Real_estate_markets_-_risk_exposures_in_EU_securities_markets_and_investment_funds.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0153
https://www.esma.europa.eu/sites/default/files/2024-01/ESMA50-524821-3107_TRV_1-24_risk_monitor.pdf

Climate Risk

Climate Risk
ESMA (Consultation Paper)

Draft Technical Standards Under the EU Green
Bond Regulation

The ESMA has issued a consultation paper con-
taining draft technical standards supplementing
the EU Green Bond Regulation. The consultation
paper is the first of two consultations planned by
ESMA with the other set for Q1 2025. In this con-
sultation paper ESMA sets out four draft RTS and
one draft ITS relating to the registration and super-
vision of entities interested in becoming external
reviewers of EU green bonds. They also seek to
clarify the criteria used for assessing an application
for registration by an external reviewer.

Release date: 202403-26
Consultation End: 2026-06-14
ESMA84-2037069784-2116

Climate Risk
Council/Parliament (Agreement)

Provisional agreement on ESG ratings proposal

The European Parliament and Council of the EU
have reached a provisional agreement on a reg-
ulation for ESG ratings. The goal is to enhance
investor confidence in sustainable products by
introducing a common regulatory approach. The
rules mandate separate E, S, and G ratings, pro-
moting transparency and adherence to interna-
tional agreements. ESG rating providers must be
authorized by ESMA and comply with transparency
requirements. The agreement also supports start-
up rating agencies for the first three years to boost
competition.

Release date: 2024-02-06

europarl.europa.eu
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Securitisation Framework
Commission (Report)

RTS for non-ABCP traditional Securitisation

The E.C published a Delegated Regulation supple-
menting the Securitisation Regulation. This regu-
lation focuses on RTS for simple, transparent, and
standardized (STS) non-asset backed commercial
paper (non-ABCP) traditional securitisation and
STS on-balance-sheet securitisation. It specifically
addresses the disclosure of information related to
the principal adverse impacts of assets on sustain-
ability factors. Originators of STS securitisations
have the option to voluntarily disclose such infor-
mation, relieving them from the requirement to

OO

disclose environmental performance details.
Release date: 2024-03-26

C(2024)1344

Market Trends
Commission (Report)

Market Practices towards a Net Zero Economy

The European Commission's Platform on Sustaina-
ble Finance has released a report highlighting early
market practices that demonstrate how the EU's
sustainable finance framework supports the tran-
sition to net-zero. The report covers areas such
as business strategy, finance and transactions, and
reporting. The report aims to inform on the Com-
mission's efforts in advancing the adoption of the
EU sustainable finance framework, with stakehold-
ers proposing recommendations and encouraging
market actors to share their practices.

Release date: 2024-01-29

2024-01/240129 Q
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Climate Risk

Climate Risk
NGFS (Technical Document)

Guidance on the purpose and use of the NGFS
scenarios

The NGFS has published a Technical Document
that outlines the objectives and practical applica-
tions of NGFS scenarios in assessing climate-relat-
ed financial risks. It emphasizes that the scenarios
are not forecasts but internally consistent macro-
financial descriptions of potential pathways based
on climate science assumptions. The document
encourages users to tailor their analyses, provides
areas for potential scenario adaptations, and high-
lights the scenarios’ limitations.

Release date: 2024-01-23

ngfs.net Q

Climate Risk
ESAs (Report)

Tips to consumers on Sustainable Finance

The ESAs have published an interactive factsheet
to address consumers’ common queries about
sustainable finance. The document offers tips for
individuals considering financial products with
sustainability features, such as loans, investments,
insurances, and pensions. It includes answers to
frequently asked questions and suggests steps
for consumers to understand how their financial
choices can contribute to a more sustainable fu-
ture.

Release date: 2023-11-30
EBA, EIOPA, ESMA, 2023 Q
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Supervision
NGFS (Technical Document)

Sustainability Training Reference Guide

The NGFS has released the "Sustainability Train-
ing Reference Guide" (STaR Guide), aimed at as-
sisting central banks and financial supervisors in
establishing in-house capacity building programs
on climate-related and environmental knowledge.
The guide consolidates the collective experience
of NGFS members, observers, and stakeholders,
offering recommendations for effective capacity
building strategies on climate-related and environ-
mental risks.

Release date: 2023-11-23
ngfs.net Q


https://finance.ec.europa.eu/system/files/2024-01/240129-sf-platform-report-market-practices-compendium-report_en.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Communication%20materials/Factsheets/Factsheet%20on%20sustainable%20finance/1064045/ESAs%20Joint%20Committee%20sustainable%20finance%20factsheet_EN.pdf
https://www.esma.europa.eu/sites/default/files/2024-03/ESMA84-2037069784-2116_Consultation_Paper_on_European_Green_Bond_Regulation.pdf
https://ec.europa.eu/transparency/documents-register/detail?ref=C(2024)1344&lang=en
https://www.ngfs.net/sites/default/files/medias/documents/ngfs_guidance_note_on_the_scenarios.pdf
https://www.europarl.europa.eu/news/en/press-room/20240205IPR17430/new-rules-agreed-on-environmental-social-and-governance-ratings
https://www.ngfs.net/en/communique-de-presse/ngfs-facilitates-capacity-building-across-its-membership

Climate Risk

SFDR
ESMA (Technical Guide)

Explanatory Notes on Key Topics of the Sustaina-
ble Finance Framework

The ESMA has published three explanatory notes
focusing on essential aspects of the Sustainable Fi-
nance framework. These notes provide descriptive
information on key topics such as the definition of
sustainable investments in relation to the Sustain-
able Finance Disclosure Regulation (SFDR) and the
Taxonomy Reqgulation, the application of the Do
No Significant Harm (DNSH) requirements embed-
ded in various Sustainable finance legislations, and
the handling of estimates and equivalent informa-
tion in complying with mandatory ESG metrics for
requlated entities.

Release date: 2023-11-22

ESMA30-379-2281 Q

Taxonomy Regulation
Commission (Regulation)

Economic activities Substantially contributing to
Climate change Mitigation

The Official Journal of the EU has published a Com-
mission Delegated Regulation. It amends another
Delegated Regulation pursuant to the Taxonomy
Regulationasregardsadditionaltechnicalscreening
criteria for determining the conditions under which
certain economic activities qualify as contributing
substantially to climate change mitigation or cli-
mate change adaptation and for determining
whether those activities cause no significant harm
to any of the other environmental objectives.

Release date: 2023-11-21
Application date: 2024-01-01

(EU) 2023/2485
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Taxonomy Regulation
Commission (Regulation)

Economic activities Substantially contributing to
Sustainability

The official Journal of the EU has published a del-
egated regulation that supplements the Taxonomy
Regulation by establishing technical screening cri-
teria for determining when an economic activity
contributes substantially to sustainable use and
protection of water and marine resources, tran-
sition to a circular economy, pollution prevention
and control, or protection and restoration of bio-
diversity and ecosystems. It also amends Commis-
sion Delegated Regulation (EU) 2021/2178 regard-
ing specific public disclosures for these economic
activities

Release date: 2023-11-21

Application date: 2023-12-11

(EU) 2023/2486
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Climate Risk
ESMA (Report)

Disclosures of Climate-Related Matters in the
Financial Statements

The ESMA has published a report designed to help
European non-financial corporate issuers improve
the disclosure of climate-related information in
their financial statements prepared in line with the
IFRS. The report specifically examines climate-re-
lated disclosures in the 2022 annual financial
statements of European non-financial corporate
issuers. It provides illustrative examples and guid-
ance for issuers, their management, supervisory
boards, and audit committees on how to assess
and disclose the impact of climate-related matters
on their financial statements.

Release date: 2023-10-25
ESMA32-1283113657-1041 Q
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Climate Risk
FuGB

Council (Regulation)
Council has Adopted the EuGB

The European Council has adopted the regula-
tion establishing a European green bond stand-
ard. This standard defines criteria for bonds labe-
led as 'European green bonds' (EuGB), ensuring
they fund environmentally sustainable projects in
line with the EU's sustainable activities guidelines.
The regulation aims to enhance transparency and
trust in the green bond market, reducing the risk
of greenwashing and attracting investments into
eco-friendly projects. It also introduces a registra-
tion system for external reviewers and voluntary
disclosure requirements for other environmentally
sustainable bonds issued in the EU.

Release date: 2023-10-23

consilium.europa.eu
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Climate
FSB (Report)

Annual Progress report on climate related disclo-
sures

The FSB has published its annual progress report
on climate-related disclosures. The report high-
lights significant progress in climate disclosures,
including the adoption of the ISSB Standards,
which provide a global framework for sustainabili-
ty disclosures and mentions advancements in de-
veloping a global assurance, ethics, and independ-
ence framework for sustainability disclosures. The
report highlights the importance of global com-
parability in climate-related disclosures and men-
tions efforts by international bodies to enhance
assurance standards to deter "greenwashing.”

Release date: 2023-10-10

P121023-1 Q
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Climate Risk
FSB (Report)

TCFD 2023 Status Report

The FSB has published the TCFD 2023 Status Re-
port that discusses companies’ progress in making
climate-related financial disclosures and the chal-
lenges they face in incorporating climate-related
risks into their financial statements. The report
also highlights asset managers' and asset owners’
TCFD-aligned reporting practices and significant
actions by governments, regulators, and standard
setters related to TCFD recommendations. Among
others, findings include the growth in companies
disclosing TCFD-aligned information, increased
reporting on climate-related risks, and a majority
of jurisdictions specifying climate-related disclo-
sures in financial filings.

Release date: 2023-10-12

P121023-2 Q


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202302486
https://data.consilium.europa.eu/doc/document/PE-27-2023-INIT/en/pdf
https://www.esma.europa.eu/sites/default/files/2023-11/ESMA30-379-2281_Note_DNSH_definitions_and_criteria_across_the_EU_Sustainable_Finance_framework.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202302485
https://www.fsb.org/wp-content/uploads/P121023-2.pdf
https://www.esma.europa.eu/sites/default/files/2023-10/ESMA32-1283113657-1041_Report_-_Disclosures_of_Climate_Related_Matters_in_the_Financial_Statements.pdf
https://www.fsb.org/wp-content/uploads/P121023-1.pdf

Reporting and Disclosure

CRD/IFRSS

Commission (ITS)

Benchmark portfolios, Reporting templates and
reporting instructions

The Official Journal of the EU has published an Im-
plementing Regulation which modifies the tech-
nical standards set out in another Implementing
Regulation. The changes involve updating bench-
mark portfolios, introducing new validation port-
folios for market risk, and expanding the IFRS 9
benchmarking exercise to high default portfolios.
The regulation aims to enhance the assessment of
credit institutions’ internal approaches and address
variability issues in the benchmarking process.

Release date: 2024-03-08
Application date: 2024-03-28

(EU) 2024/348
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MIFID/MIFIR

Council (Press Release)

Council adopts new rules to strengthen market
data transparency

The Council of the EU has announced the adop-
tion of new rules to enhance market data trans-
parency by amending the MiFID Il and the MiFIR.
The changes include the establishment of EU-level
consolidated tapes for various asset types, provid-
ing real-time market data to investors. The rules
also prohibit the practice of receiving payment for
order flow (PFOF) and introduce a general ban,
with member states having the option to grant ex-
emptions until June 30, 2026.

Release date: 2024-02-20
consilium.europa.eu Q

MIFIR
ESMA (Press Release)

Transparency calculations for equity and equity-like
instruments

The ESMA has released its annual transparency cal-
culations for equity and equity-like instruments, ef-
fective from April 1, 2024. These calculations cover
various aspects including liquidity assessment, market
determination, turnover, transaction values, and tick-
size regime. Market participants are encouraged to
monitor these calculations daily for new instruments
and for the first six weeks of trading. The calculations
are based on data from the Financial Instruments
Transparency System for the calendar year 2023. The
full list of assessed instruments is available through
FITRS. The transparency requirements based on these
calculations will apply until April 6, 2024.

Release date: 2024-03-01
esma.europa.eu

MIFID/MIFIR

Council (Press Release)

Council adopts new rules to strengthen market
data transparency

The Council of the EU has announced the adop-
tion of new rules to enhance market data trans-
parency by amending the MiFID Il and the MiFIR.
The changes include the establishment of EU-level
consolidated tapes for various asset types, provid-
ing real-time market data to investors. The rules
also prohibit the practice of receiving payment for
order flow (PFOF) and introduce a general ban,
with member states having the option to grant ex-
emptions until June 30, 2026.

Release date: 2024-02-20
consilium.europa.eu Q
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https://www.esma.europa.eu/press-news/esma-news/esma-publishes-results-annual-transparency-calculations-equity-and-equity-1
https://www.consilium.europa.eu/en/press/press-releases/2024/02/20/mifir-and-mifid-ii-council-adopts-new-rules-to-strengthen-market-data-transparency/
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202400348
https://www.consilium.europa.eu/en/press/press-releases/2024/02/20/mifir-and-mifid-ii-council-adopts-new-rules-to-strengthen-market-data-transparency/
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