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Abstract 

This report looks at the methodology used by the ECB to carry out 
its supervisory evaluation of banks (“SREP”), as well as at the 
aggregate results disclosed by the supervisors and the figures 
released over time by individual banks. Our review suggests that 
greater disclosure may improve uniformity in how the SREP is 
implemented across institutions, as well as consistency between 
SREP analyses and supervisory priorities. Disclosure towards banks 
could be enhanced by using a standard, detailed template in the 
communication of the SREP findings (including “horizontal” 
benchmarking analyses and differences between supervisory 
computations and the banks’ own estimates). The release of SREP 
results to the public, while strengthening market discipline, may 
trigger undesirable reactions by customers and market 
counterparties; for banks with listed financial instruments, 
however, the additional capital requirements following from the 
SREP meet the definition of inside information provided in the 
Market Abuse Regulation, and should therefore be publicly 
disclosed. Finally, higher transparency standards are called for 
when it comes to the methodologies and metrics used by 
supervisors to assess specific areas within the SREP.  
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EXECUTIVE SUMMARY 
Directive 2013/36/EU (“CRDIV”) requires supervisors to review how banks comply with the prudential 
rules dictated by itself and its companion regulation (the “CRR”). Such a Supervisory Review and 
Evaluation Process (“SREP”) looks at the banks’ business models, governance arrangements and 
internal control systems, risks to capital and liquidity, while taking into account the results of 
supervisory stress tests. Following the SREP, banks are requested to meet an additional capital 
requirement, known as “Pillar 2 capital”. 

The Single Supervisory Mechanism (“SSM”) has disclosed a qualitative summary of the criteria it follows 
when carrying out the SREP. Still, no hard rules have been shared with the public regarding, e.g., how 
different risk profiles are combined, or how individual risks are scored and merged together to assist 
the decision on capital add-ons. The SSM also reports, on an annual basis, the aggregate Pillar 2 capital 
required to all banks falling under its direct supervision. Meanwhile, many institutions disclose their 
own figures to the public, including listed banks that feel that SREP results may qualify as “inside 
information” under the Market Abuse Regulation (“MAR”); such individual releases, however, may 
prove hard to compare across the board, as they refer to different aggregates and, sometimes, different 
years. 

This report looks at the aggregate SREP results and to the individual figures disclosed by banks. On an 
aggregate basis, we find that the overall SREP score remains roughly unchanged over time; among its 
determinants, the least satisfactory one appears to be governance and risk management, which is also 
showing a deteriorating trend. The latest data signal an increase in the binding portion of capital 
requirements (the one that can trigger constraints on dividends, variable remuneration and coupons 
on hybrid securities); this is mostly due to the gradual implementation (“phase in”) of the Basel III accord 
and is offset by a drop in the non-binding portion of the SREP requirements. As for individual 
disclosures, they are less frequent in some EU countries, like Germany and Austria, and focus mostly on 
binding capital requirements; the average Pillar 2 add-on for banks that choose to report their SREP 
figures looks broadly in line with the aggregate requirement disclosed by the SSM, signalling that no 
“self-selection bias” apparently occurs. 

Overall, our review supports the European Parliament’s view that a higher degree of disclosure may 
trigger greater uniformity in how the SREP is implemented across institutions and Member States, as 
well as greater consistency between SREP analyses and the supervisory priorities declared by the SSM 
ahead of each new SREP cycle.  

Disclosures to banks could be improved, inter alia, by using a standard template in the communication 
of SREP results, making it possible for institutions to monitor SREP determinants over time and to 
challenge supervisory models and calculations if necessary. A fixed, detailed template would also make 
it easier for the European Banking Authority (“EBA”) to perform comparisons across banks and 
jurisdictions, strengthening a convergence process that has already produced remarkable results. 
When illustrating the drivers of SREP capital add-ons, supervisors should also give special care to 
explaining differences between their own quantifications and the banks’ internal risk assessments. 

As for the communication of SREP results to the public, the pros and cons look harder to assess. In fact, 
supervisory evaluations, unless properly understood, may trigger undesirable reactions by customers 
and market counterparties, thus exacerbating the very weaknesses that they are meant to address. In 
the case of banks with listed financial instruments, however, Pillar 2 add-ons meet the definition of 
inside information provided in the MAR and greater uniformity in national approaches should be 
promoted by the ESMA. 

Finally, a higher degree of disclosure seems advisable regarding the methodologies and metrics used 
by supervisors when assessing specific areas within the SREP. As these metrics are manifold and 
complex, the risk that they be gamed by banks who know the “secret recipe” of the SREP looks remote. 
As with open-source software, increasing transparency on the mechanisms and rules underlying the 
SREP may indeed help make them more robust and fair, rather than more vulnerable to manipulation. 
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 INTRODUCTION* 
Directive 2013/36/EU (also known as the “Capital Requirements Directive IV”, or “CRDIV”) requires 
supervisors to review how banks comply with the prudential rules dictated by CRDIV itself and its 
companion regulation (the so-called CRR). Such a review comprises the bank’s business model, 
governance arrangements and internal control systems, risks to capital and liquidity, taking into 
account the results of supervisory stress tests.  

This Supervisory Review and Evaluation Process (“SREP”) is run by competent authorities on the basis 
of a set of guidelines developed by the European Banking Authority (“EBA”). Depending on the SREP 
results, supervisors may ask banks to hold additional capital and liquidity buffers, and/or deploy a 
number of qualitative actions, all of which are summarised in a document sent to individual banks (the 
“SREP letter”). For significant institutions in the Eurozone, since the end of 2014 the SREP process is run 
by the Single Supervisory Mechanism (“SSM”), a network of competent authorities coordinated by an 
ad hoc structure (“Banking Supervision”) within the European Central Bank (“ECB”). 

The criteria and steps followed by the SSM in the SREP have been disclosed – in a qualitative form – in 
a series of Powerpoint presentations known as the “SREP booklets”. Still, no hard rules have been 
shared with the public regarding, e.g., how different risk profiles are combined with each other to 
produce the final SREP assessment, or on how individual risks are scored and merged together to assist 
the decision on capital and liquidity add-ons. Additionally, while the SREP booklets report some 
indications on the aggregate capital requirements imposed by the SSM onto all evaluated banks, no 
individual figures are provided. A large number of significant institutions, however, have chosen to 
publish an abstract of the SREP letter, focusing mostly on capital add-ons; in doing so, each bank 
decides what details it feels appropriate to disclose, making individual releases hard to compare. 

Against this backdrop, one may wonder if market participants, bank stakeholders and European 
lawmakers have enough visibility on the SREP, in order to assess whether it is implemented uniformly 
and consistently across lenders and jurisdictions, and if anything needs to be done to increase 
transparency and accountability. 

In this in-depth analysis, we first recall the legal basis for SREP and the structure of the supervisory 
review process, exploring in further detail the additional capital requirements that may originate from 
it (§2). We then turn to the 2017 SREP exercise (setting capital add-ons for 2018) and briefly discuss the 
aggregate numerical evidence provided by the ECB (§3). The relationship between SREP and 
transparency is discussed in §4; §5 concludes.  

  

                                                             

 
* Although the views expressed in this report are only mine, I gratefully acknowledge suggestions and advice 
from Ignazio Angeloni (ECB), Francesco Cannata and Fabio Panetta (Bank of Italy), Andrea Enria, Oleg Shmeljov 
and Spyridon Zarkos (EBA), Aurelio Maccario (Unicredit), Giulio Mignola (Intesa Sanpaolo), Marco Onado and 
Andrea Sironi (Bocconi), Giovanni Petrella (Università Cattolica, Milano), Mauro Senati (UBI Banca), Gianfranco 
Torriero (ABI).  I also wish to thank Agnese Barbon (Bocconi) for outstanding research assistance. 
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 THE SUPERVISORY REVIEW AND EVALUATION PROCESS 

2.1 Origin and legal basis 

The SREP dates back to the so-called “Basel II Accord”, agreed in 20041 by the Basel Committee on 
Banking Supervision (“BCBS”), a consultative forum for bank supervisors and regulators. At the time, 
however, the SREP (also known as “Supervisory Review” or “Pillar 2” of the Accord) had a much narrower 
focus, and was mainly centred on capital adequacy issues. Under the SREP, supervisors were expected 
to “review and evaluate banks’ internal capital adequacy assessments  and strategies,  as  well  as  their  
ability  to  monitor  and  ensure  their  compliance   with   regulatory  capital   ratios” (§746). The SREP 
was meant to be carried out in response to the Internal Capital Adequacy Assessment Process 
(“ICAAPs”) performed by banks, and supervisors had to focus, in particular, on interest rate risk on the 
banking book, credit risk (including concentration risk), operational risk, and risk due to securitisations. 

With Directive 2006/48/EC, which together with Directive 2006/49/EC transposed the Basel II Accord 
into EU law, the scope of the SREP (therein termed “review and evaluation performed by competent 
authorities”) was somewhat broadened, making reference also to market risk and liquidity risk. 

The focus of the SREP was then significantly enhanced by the CRDIV, which, together with Regulation 
2013/575/EU (the so-called Capital Requirements Regulation, or “CRR”), implemented the 2011 “Basel 
III Accord2” in the European Union. Articles 97 and seq. of CRDIV state that competent authorities must 
review all “the arrangements, strategies, processes and mechanisms implemented by the institutions” 
to comply with CRDIV and CRR. This includes, inter alia, “the business model of the institution”, “a 
comprehensive assessment of the overall liquidity risk management”, “governance arrangements” and 
“the ability of members of the management body to perform their duties”. The SREP must also take 
into account the results of the supervisory stress tests performed by banks, including the EU-wide 
exercises periodically run under the supervision of the EBA.  

Articles 104 and 105 of the CRDIV enumerate a wide array of supervisory actions that competent 
authorities may use whenever the SREP results suggest that institutions breach, or are about to breach, 
the requirements set out by CRDIV and CRR; this includes additional capital buffers, ad hoc liquidity 
requirements, supplementary disclosure obligations and other qualitative measures.  

Article 107 mandates the EBA to issue guidelines to competent authorities, concerning the procedures 
and methodologies to be adopted in the SREP, and to annually report to the European Parliament and 
the Council on the level of convergence achieved. 

2.2 Structure of the SREP 

As part of its mandate to specify common procedures and promote convergence, in 2014 the EBA has 
issued a set of guidelines3 (EBA/GL/2014/13) outlining how supervisory reviews must be performed by 
competent authorities. Prior to their publication and implementation, the range of practices followed 
by EU supervisors for SREP was very fragmented and provided ample room for convergence, as well as 
plenty of scope for regulatory arbitrage (Draper 2014). 

According to the EBA guidelines, which became binding in January 20164, the SREP analysis entails the 
following four steps:  

                                                             

 
1 Basel Committee on Banking Supervision 2004. 
2 Basel Committee on Banking Supervision 2011. 
3 European Banking Authority 2014. 
4 EBA guidelines become legally binding two months after their issuance, except for those competent authorities 
that state reasons for non-compliance. In the case of the SREP guidelines, most national authorities and the Single 
Supervisory Mechanism have announced full compliance (the only exceptions being Denmark and Malta). 
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1. business model analysis; 
2. assessment of internal governance and institution-wide control arrangements; 
3. assessment of risks to capital and adequacy of capital to cover these risks; and 
4. assessment of risks to liquidity and adequacy of liquidity resources to cover these risks. 

Each of these steps leads to a score, on a scale of 1 (best performance) to 4. Partial scores are then 
integrated into an overall SREP assessment that summarises the institution’s risks and viability, and 
forms the basis for subsequent supervisory measures. The overall SREP score uses the same scale as 
partial scores; performances below “4” are rated “F”, meaning that an institution is “failing or likely to 
fail” and may be subjected to resolution as per Directive 2014/59/EU (the “Bank Recovery and 
Resolution Directive”, BRRD). 

Following steps 2 and 3, supervisors look at the risks that are not fully covered by the capital 
requirements and buffers dictated by CRR and CRD4, and determine the quantity and composition of 
additional own funds required to cover such risks. This additional capital – aimed at covering 
unexpected losses, under-provisioned expected losses, as well as deficiencies in risk measurement 
models, governance and internal controls5 – is usually called the “Pillar 2 Requirement” (“P2R”) 
originating from the SREP. Supervisors may break down the P2R on a risk-by-risk basis, specifying the 
amount of additional capital that is due to governance and control deficiencies6. 

Following step 4, if supervisors believe that liquidity and funding concerns are not satisfactorily 
addressed by the bank, they apply additional liquidity requirements. This could e.g. be an increase in 
liquid assets held as counterbalancing capacity, or the request to keep the bank’s Liquidity Coverage 
Ratio above the regulatory minimum7. 

Steps 3 and 4 must take into account the bank’s internal assessments. To that end, an ICAAP and an 
ILAAP (Internal Liquidity Adequacy Assessment Process) report are to be submitted annually by 
institutions. Supervisors must then explain to the banks any additional own funds requirements that 
differ significantly from the outcomes of reliable ICAAP calculations8. In practice, however, the actual 
role played by the ICAAP in the SREP, and its ability to serve as the basis for the determination of 
additional capital buffers, may prove limited. This is because the banks’ ICAAPs (and ILAAPs) are still 
rather heterogeneous in scope and quality (although progress has been achieved compared to pre-
2014 standards9). To improve convergence, in 2016 the EBA has published guidelines10 on the 
collection of information on ICAAP and ILAAP (GL-2016-10)11. 

                                                             

 
5 As specified by §344 of the EBA Guidelines, supervisors should only set additional own funds requirements to 
cover risks posed by control, governance and other deficiencies as an interim measure while the deficiencies are 
addressed. 
6 An example is provided in §354 of the EBA Guidelines. 
7 The Liquidity Coverage Ratio (LCR) is given by a bank’s “high quality liquid assets” divided by an estimate of the 
cash outflows it may experience over the following 30 days under a moderately adverse scenario.  
8 This is consistent with the ECB’s “Guide to Banking Supervision”, where the supervisory review of the bank’s 
ICAAPs (and ILAAPs) is seen as one of the SREP’s three main elements (together with an assessment of the banks’ 
risks and controls and a supervisory quantification of the banks’ capital and liquidity needs). 
9 As noted by (Sebbag and Gielen 2017), in 2014 the majority (52%) of the Member States’ credit institutions had 
a going concern approach for their ICAAP (as would be expected), but a large number of banks used a hybrid 
approach or a gone concern approach. Additionally, most EU credit institutions had no formal ILAAP report 
(although various liquidity reports were available and sometimes were included in the ICAAP). 
10 (European Banking Authority 2016). 
11 Furthermore, in 2017 the ECB has issued guidelines to banks on ICAAP and ILAAP (European Central Bank 2018a, 
2018b) as part of a multi-year work stream on this topic (see the letter addressed by M.me Danièle Nouy on 
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2.3 P2R, limits on distributions and Pillar 2 guidance 

By adding a bank’s P2R to the capital requirements set out in Article 92 of the CRR (“Pillar 1 
Requirements”), one gets the so-called “Total SREP Capital Requirement” (“TSCR”). Above the TSCR, 
banks may have to comply with additional buffers, as dictated by the CRDIV (capital conservation 
buffer, counter-cyclical buffer, systemic buffers – including those targeted at systemically-relevant 
institutions). Adding such buffers to the TSCR, one gets the so-called “overall capital requirement” 
(“OCR”)12, as shown in Figure 1. 

 

Figure 1: Pillar 2 requirement, TSCR, OCR and Pillar 2 guidance 

 
 

                                                             

 

February 20, 2017, to the management of significant institutions -  
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/170220letter_nouy.en.pdf). 
12 This mechanism was clarified by the EBA through an opinion issued on December 16, 2015 (European Banking 
Authority 2015); prior to that, some competent authorities would allow banks to use the same CET1 capital to 
comply with both the Pillar 2 requirements and the capital conservation buffer, making it easier for them to meet 
their supervisory targets. If, e.g., both requirements were equal to 1%, the sum would formally give 2%, but a 
CET1 capital of 1% was enough to comply with both. 

https://www.bankingsupervision.europa.eu/ecb/pub/pdf/170220letter_nouy.en.pdf
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When a bank is in breach of the OCR, the CRDIV sets a limit13 on the share of profits that can be paid 
out in dividends, variable remuneration and coupons (“Maximum Distributable Amount”, “MDA”). This 
makes P2R a highly sensitive piece of information, especially for banks having an amount of regulatory 
capital that is only slightly above the minimum. 

If, according to the outcomes of the stress tests and taking into account the current macro-economic 
environment, there is a risk that an institution will not be able to meet its TSCR, then supervisors may 
impose additional own funds requirements. If such a risk is not deemed immediate (e.g., if regulatory 
capital may fall under the TSCR under the stress test’s adverse scenario), then supervisors may impose 
an additional non-binding capital requirement, known as “Pillar 2 Guidance” (“P2G”), that sits above 
the OCR. Unlike the P2R, the P2G is not included in MDA computations14, but banks are expected to 
meet it at all times, unless explicitly agreed with supervisors (e.g., due to severe adverse economic 
conditions). 

The distinction between P2R and P2G was introduced in 2016 (following an approach pioneered by the 
UK’s Financial Conduct Authority) as a means to account for downside risks while easing tensions on 
the banks’ MDA trigger. Accordingly, the 2014 EBA guidelines do not account for this distinction15, and 
the rules they dictate on P2R should also be referred to P2G, whenever appropriate.  

2.4 The “risk by risk” approach versus the “holistic” perspective 

As mentioned above, the EBA Guidelines state that supervisors may break down the P2R into its main 
determinants, specifying the amount of capital that is due to: i) losses not adequately covered by Pillar 
1 requirements; ii) model weaknesses; iii) deficiencies in governance and control. Capital attached to 
items i) and ii) may also be decomposed on a risk-by-risk basis. 

A “risk-by-risk” approach is also used for joint decisions on P2R reached by the “colleges of supervisors” 
set up for banks having subsidiaries in non-SSM countries. Based on the Commission’s Implementing 
Regulation 710/2014, the joint capital decision communicated to such cross-border institutions must 
report the conclusions of the SREP, including “the assessment of whether the amounts, types and 
distribution of internal capital is adequate to cover the nature and level of risks to which the institutions 
of the group are exposed or might be exposed”.  

However, as noted by the EBA in its 2017 convergence report (European Banking Authority 2017b), 
differences continue to exist in the determination of P2R, with some authorities following a “holistic” 
approach not supported by a risk-by-risk quantification. As a matter of fact, in its latest SREP Booklet 
(European Central Bank 2017b), the SSM has argued that a sound Pillar 2 evaluation requires a “holistic 
assessment” of institutions, where all characteristics and weaknesses are considered jointly, rather than 
dissected into parts. 

  

                                                             

 
13 The general principle (stated in Article 141 of the CRDIV) is that should not make distributions to an extent that 
would decrease their CET1 capital to a level where the OCR is no longer met. Depending on how severe the CET1 
shortage is, institutions are allowed to distribute up to 60%, 40%, 20% or 0% of available profits. 
14 See the EBA release issued on July 1, 2016 
(https://www.eba.europa.eu/documents/10180/1509035/Information+update+on+the+2016+EU-
wide+stress+test.pdf), ahead of the disclosure of the 2016 stress test results. 
15 This discrepancy is addressed by the new EBA SREP guidelines that were issued for consultation in late 2017 
(European Banking Authority 2017a). 

https://www.eba.europa.eu/documents/10180/1509035/Information+update+on+the+2016+EU-wide+stress+test.pdf
https://www.eba.europa.eu/documents/10180/1509035/Information+update+on+the+2016+EU-wide+stress+test.pdf
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 THE 2017 SREP RESULTS 
Since it took responsibility for the supervision of significant institutions in the Eurozone, the ECB has 
released three “booklets” that describe how the SREP is carried on and provide a succinct analysis of 
the latest annual results. The 2017 booklet (European Central Bank 2017b) reports on 105 SREP 
assessments finalised as of November 30. Table 1 shows the main results, compared to those for 2016 
and 2015, when available16; it should be noted that data are only released on an aggregate basis. 

 

Table 1: Aggregate SREP outcomes for 2015-2017 

 2015 2016 2017 
Number of banks n.a. 106 105 

Share of banks by score 
Score “1” 2% 2% 0% 
Score “2” 44% 47% 52% 
Score “3” 43% 40% 36% 
Score “4” 11% 11% 12% 
Estimated average score 2.63 2.60 2.60 

Average profile scores (estimate) 
Business model assessment 2.69 2.66 2.60 
Governance & risk management 2.61 2.76 2.77 
Risks to capital 2.37 2.29 2.19 
Risks to liquidity and funding 2.34 2.21 2.14 
Simple average of the 4 profiles 2.50 2.48 2.43 

CET1 capital requirements (simple average, unless stated otherwise) 
Pillar 1 4.5% 4.5% 4.5% 
P2R 3.1% 2.0% 2.0% 
Capital conservation buffer  2.5% 1.5% 2.0% 
Systemic risk buffers 0.2% 0.3% 0.5% 
Total (binding MDA trigger) 10.3% 8.3% 9.0% 
P2G  2.1% 1.6% 
Total 10.3% 10.4% 10.6% 
Total, net of systemic risk buffers 10.1% 10.1% 10.1% 
Total, net of systemic risk buffers, RWA-weighted n.a. 9.5% 9.6% 

Source: ECB SREP booklets 

 

The main findings in the table are the following: 

• the overall SREP score remains roughly unchanged over time; 
• the least satisfactory profile appears to be governance and risk management, which is also the 

only one showing an increasing (i.e., deteriorating) trend; 

                                                             

 
16 See (European Central Bank 2016a, 2016b). 
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• although profile-specific scores are reported, no information is provided on how the 
“supervisory priorities” that are publicly announced by the ECB on an annual basis17 have been 
investigated in the SREP18; 

• the overall SREP score is higher than the mean of the four profile scores, suggesting that – on 
average – the worst-performing ones (business model and governance) could be19 deemed 
more relevant for the final result; 

• the binding total capital requirement (“MDA trigger”) appears to decrease significantly 
between 2015 and 2016. However, it should be noted that in 2015 a “full overlap” was allowed 
by the SSM between the CET1 capital used to comply with P2R and that aimed at the capital 
conservation buffer20. Furthermore, the drop in the MDA trigger is fully offset by the 
introduction of the P2G; 

• 2017 witnessed an increase in the MDA trigger, mostly due to the capital conservation buffer 
(which is being gradually phased in and will rise by 0.625% per year until 2019). Such increase 
was offset by a reduction in P2G, consistent with the idea that the latter is being used to 
anticipate the effect of a fully-loaded implementation of the Basel III rules; 

• RWA-weighted capital requirements are lower than simple means, suggesting that P2Rs may 
be less demanding, on average, for large institutions. 

Apart from providing these aggregate results, the SREP booklet is mostly dedicated to a high profile 
presentation of the methodology used by the ECB21, which appears broadly in line with the EBA 
guidelines. The 2017 booklet does not mention any area for possible improvement, nor reports any 
independent analysis on the integrity/effectiveness of the processes described in it. 

  

                                                             

 
17 E.g. the supervisory priorities for 2017 (as announced by the ECB) were: business models and profitability 
drivers, credit risk (with a focus on NPLs and concentrations), risk management.      
18 This makes it difficult for an outsider to assess, e.g., whether all business models (say: NPL-ridden commercial 
banks versus investment banks sitting on illiquid, hard to price Level 2/3 assets) have been investigated with an 
equal level of scrutiny and conservativeness. 
19 This may not necessarily be the case, given that the final SREP score is not a mechanical average of the partial 
scores, but also takes into account risk interactions and other relevant information that supervisors may have 
considered, as part of their day-to-day activities. 
20 See Footnote 12. 
21 It should be noted, however, that the SSM’s detailed SREP methodology is not made available outside the 
community of supervisors. The same applies for the SREP methodology aimed at national authorities supervising 
less significant institutions (“LSIs”), which was developed in 2017 by the ECB to increase consistency across 
Member States (European Central Bank 2017a). 
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 SREP RESULTS AND TRANSPARENCY 
As noted in the Basel II Accord (Basel Committee on Banking Supervision 2004, §779), when performing 
the SREP, supervisors must “carry out their obligations in a transparent and accountable manner”, 
making “publicly available the criteria to be used in the review”. Furthermore, “if a supervisor chooses 
to set target or trigger ratios or to set categories of capital in excess of the regulatory minimum, factors 
that may be considered in doing so should be publicly available. Where the capital requirements are 
set above the minimum for an individual bank, the supervisor should explain to the bank the risk 
characteristics specific to the bank which resulted in the requirement and any remedial action 
necessary”. 

Such a call for transparency looks even more appropriate in the case of a newly established authority, 
like the SSM, where supervisory practices that need to be followed consistently across the board 
originate from the integration of many national approaches. In such case, transparency can be seen as 
a way to enhance accountability towards the supervised entities and the European citizens, showing 
how the same criteria have been applied coherently to individual situations. Furthermore, full visibility 
on the determinants of the SREP score and the P2R/P2G may help banks understand what specific 
actions need to be taken in order for the capital add-ons to be reduced (or removed altogether), 
creating the right incentives for them to orient future strategies towards desirable objectives22.  

It is therefore important to see how SREP results are disclosed to banks and to the public. This is covered 
in detail in the next two sections. 

4.1 Disclosure to the institution under review: the SREP letter 

Additional own funds required to banks as a result of the SREP may prevent them from expanding their 
business, or even force them to tap the market for additional equity. It is therefore crucial that the 
determinants of P2R and P2G be clearly communicated, so that institutions can improve their score 
over time and gain access to lower Pillar 2 add-ons. 

The 2017 SREP booklet mentions several ways in which SREP results are conveyed to banks, namely: 

• meetings between banks and JSTs (mostly ahead of the SREP decision); 
• a “SREP communication pack” that includes an indication of the key drivers of the possible 

decisions (in terms of capital, liquidity and any other specific qualitative measures), a review of 
the stress test outcomes and a peer comparison of key indicators. 

The SREP decision itself is communicated to individual banks through a letter (the “SREP letter”) 
reporting, inter alia, the “capital decision” on Pillar 2 buffers, including the P2R that will affect each 
institution’s MDA and its ability to pay out dividends, bonuses and coupons on AT1 securities. It is 
unclear whether the SSM uses a fixed template for such documents, in order to ensure that the same 
minimum information set be disclosed homogeneously to all banks. In fact, the ECB has never provided 
details on such minimum content, if any, making it difficult for outsiders to assess the degree of 
uniformity and transparency ensured by SREP letters. However, the fact that the SREP booklet points 
to the usefulness of a “holistic” assessment can be seen as evidence that the ECB is not willing to 

                                                             

 
22 One may recall that, in its 2015 Annual Report on the Banking Union (§37), the European Parliament considers 
“transparency vis-à-vis market players and the public, including on sensitive topics such as capital targets as a 
result of the SREP cycle, supervisory practices and other requirements, to be essential for a level playing field 
between supervised entities”. The Report also underlines that “transparency of both supervisors and supervised 
entities is also a prerequisite for accountability” and “calls for more transparency with regard to Pillar 2 decisions 
and justifications”. Such a call for greater transparency was reiterated in the 2016 Report (§15), stressing “the need 
to ensure higher transparency on the full set of supervisory practices, in particular in the SREP cycle” and asking 
the ECB to publish performance indicators and metrics, as well as joint supervisory standards. 
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disclose, at least not on a regular basis, the individual factors behind the final level of the P2R, P2G and 
SREP score. Accordingly, there is a risk that the degree of detail (and the choice of the disclosed items) 
could to be decided by individual JSTs, jeopardising uniformity in communication practices. 

4.2 Disclosure to the public: are SREP results price-sensitive? 

As noted above, a bank’s P2R impacts on its Maximum Distributable Amount, potentially affecting the 
volume of distributions that it can pay to shareholders, top executives, and investors in AT1 securities. 
It therefore undoubtedly represents a relevant piece of information to investors and stakeholders at 
large. As for the P2G, although it does not enter the MDA and therefore does not directly translate into 
a constraint on future distributions, we noted that banks are expected to comply with it unless 
otherwise agreed. Hence, such “guidance” may also affect future capital management plans, leading 
to lower distributions and/or to new rights issues. 

The SSM’s policy concerning the public disclosure of Pillar 2 capital add-ons can be found in the 2017 
SREP booklet, where it states that, “the ECB neither prevents nor dissuades institutions from disclosing 
MDA-relevant capital requirements”. This is consistent with the EBA opinion on SREP add-ons and 
restrictions on distributions (European Banking Authority 2015), stating that supervisors should 
consider using the provisions of the CRR23 to require institutions to disclose MDA-relevant capital 
requirements, or should at least not prevent or dissuade any institution from disclosing this 
information. However, the ECB seems to have chosen the more cautious option, between the two 
outlined by the EBA. 

In the case of institutions that have publicly traded securities, the disclosure of SREP results must also 
comply with the provisions in Regulation 2014/596/EU (“Market Abuse Regulation”, “MAR”). In fact, 
Article 17 of the MAR requires that issuers of traded financial instruments24 swiftly inform the public of 
any “inside information” that directly concerns them. The concept of “inside information” (as specified 
in Article 7) comprises “information of a precise nature […] which, if it were made public, would be 
likely to have a significant effect on the prices of those financial instruments”. 

In principle, it is hard to see how a decision limiting the total amount of dividends and coupons on AT1 
bonds may not have an effect on their prices25. In fact, supervisory outcomes have been shown to affect 
stock prices in Europe (Petrella and Resti 2013), and SREP results have proved connected to a bank’s 
credit supply (De Jonghe, Dewachter, and Ongena 2016), affecting its ability to generate revenues in 
the future. However, for banks holding an amount of regulatory capital largely above their regulatory 
requirements (TSCR and OCR, net of P2R), one may reasonably argue that such a price impact could be 
limited, as it is unlikely that Pillar 2 add-ons translate into a constraint on distributions, or affect future 
capital plans (although this looks more as the exception than the rule). 

This could explain why the European Securities and Markets Authority (“ESMA”), when asked whether 
SREP capital add-ons should be considered as inside information under MAR, has refused to provide 
market participants with a clear-cut answer. In fact, in its periodically-updated “Questions & Answers” 
document on MAR (European Securities and Markets Authority 2017a), the ESMA states that banks 

                                                             

 
23 Article 438(b) of the CRR states, upon demand of the relevant competent authority, institutions must disclose 
the composition of the additional own funds requirements based on the supervisory review process. 
24 Including issuers of instruments traded on a regulated market and issuers approving the trading of their 
financial instruments on a “multilateral trading facility” or “organised trading facility”. 
25 The link between the MDA rules and AT1 bond prices has been repeatedly highlighted by market participants 
and the press. See e.g. what Reuters reported on February 16, 2016, concerning “the woes of Additional Tier 1 
market, which has been left reeling by worries over Deutsche Bank’s ability to pay upcoming coupons” 
(https://www.reuters.com/article/banks-capital/regulatory-fog-wreaks-havoc-in-ailing-at1-market-
idUSL8N15J3QH).  

https://www.reuters.com/article/banks-capital/regulatory-fog-wreaks-havoc-in-ailing-at1-market-idUSL8N15J3QH
https://www.reuters.com/article/banks-capital/regulatory-fog-wreaks-havoc-in-ailing-at1-market-idUSL8N15J3QH
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must evaluate, on a case by case basis, whether their SREP results meet the criteria of inside information 
(in which case, they must comply with MAR-related disclosure requirements)26. This approach is shared 
by the ECB: the 2017 SREP booklet (European Central Bank 2017b) states that “institutions that have 
publicly traded securities are expected to evaluate whether Pillar 2 requirements meet the criteria of 
inside information and should be publicly disclosed”. However, it is worth noting that, in a recent 
consultative document (European Securities and Markets Authority 2017b), the ESMA has proposed 
that SREP information (including CET1, the minimum prudential capital requirements, the Total Capital 
Ratio and the Leverage Ratio) be reported in the key financial information provided in the summary of 
prospectuses. 

As the decision on Pillar 2 disclosures is left to banks, it is hardly surprising that ECB-supervised 
“significant institutions” follow heterogeneous practices. Figure 2, based on a survey of the banks’ 
websites27, shows how the share of institutions disclosing SREP results varies significantly across 
Eurozone countries, with Austria and Germany falling well below the EU-wide average.  

 

Figure 2: SREP disclosures in Eurozone countries. 

 
Source: individual banks’ websites 

 

                                                             

 
26 In the same Q&A document, the ESMA also recalls that rules on inside information are supervised and enforced 
by national authorities; in fact, some Member States (e.g. Italy) have requested listed banks to disclose their SREP 
capital requirements whenever the latter are not fully met (see e.g. Commissione Nazionale per le Società e la 
Borsa 2015). 
27 The survey covers all significant institutions listed by the ECB, net of some foreign-owned branches and 
subsidiaries, and was carried out in the last two weeks of February 2018. Being based on manual inspection of 
the banks’ websites, it may be affected by errors and inaccuracies, although every care has been taken to avoid 
mistakes in data interpretation and input. 

# of banks surveyed Share of banks providing SREP results
Austria 6 67%
Belgium 5 80%
Cyprus 4 75%
Estonia 2 0%
Finland 3 33%
France 11 91%
Germany 20 55%
Greece 4 100%
Ireland 3 100%
Italy 11 100%
Latvia 2 0%
Lithuania 3 67%
Luxembourg 2 0%
Malta 2 50%
Portugal 3 67%
Slovakia 3 0%
Slovenia 3 33%
Spain 13 100%
The Netherlands 6 100%
All countries 106 72%
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The survey shows that roughly one third of the institutions still report the SREP requirements for 201\7 
(decided by the SSM in 2016), and have not yet announced the ECB’s request for 2018 (the one covered 
in the 2017 booklet). This is consistent with the fact that more than half of the surveyed banks do not 
issue an ad hoc press release, but instead communicate their Pillar 2 requirements through their 
financial reports (approximately 25% of them) or other documents (Pillar 3 reports, presentations to 
investors, registration documents, etc.) . The banks that have already disclosed their 2018 requirements 
have average total assets of about €397 billion; this drops to €109 billion for banks still reporting the 
2017 figure, and to approximately €50 billion for banks that do not report any SREP results. 

As shown in Table 2, the most widely communicated SREP metrics are those based on CET1 ratios and 
total capital, while only a handful of banks discloses details on Pillar 2 guidance28. Phased-in measures 
(i.e., requirements that reflect the gradual implementation of the Basel III rules) are more frequent than 
“fully loaded” ones (where the final Basel III rules are applied)29. 

 

Table 2: SREP metrics communicated by significant institutions 

Requirement type # of reporting banks 
Binding CET1 - phased in 65 
Binding Tier 1 - phased in 16 
Binding Total Capital - phased in 52 
Binding CET1 - fully loaded 12 
Binding Tier 1 - fully loaded 4 
Binding Total Capital - fully loaded 9 
P2G 6 

Source: individual banks’ websites 

 

57 banks, out of the 65 indicated in Table 2, report both the phased-in, CET1 SREP requirement (9.1% 
on average) and the amount of phased-in CET1 capital that is currently available (16.5%); this leads to 
a hefty “safety buffer” of 7.3%30. It should be noted that the CET1 SREP requirement for these 57 banks 
looks broadly in line the average requirement reported in the 2017 SREP booklet (9.1%, see Table 1): 
this could be seen as a sign that no “self-selection bias” arises when banks decide whether to disclose 
their SREP results. It is very hard, however, to draw conclusions on the basis of an incomplete sample, 
where individual institutions report heterogeneous aggregates for different dates. 

  

                                                             

 
28 P2G does not trigger a binding constraint on distributions and as such is less likely to have a significant effect 
on the price of financial instruments. Additionally, keeping P2G confidential looks in line with supervisory 
expectations: §403 of the new EBA SREP guidelines that were issued for consultation in 2017 (European Banking 
Authority 2017a) notes that ”institutions are generally expected not to disclose P2G, unless they are legally 
required to do so”. Finally, by communicating their TSCR/OCR net of the P2G (even though guidance must be met 
at all times, unless otherwise agreed with supervisors), banks manage to look better capitalised. 
29 “Fully loaded” requisites are not binding, and cannot be mechanically used as an indication of future binding 
requirements (since the P2R/P2G may change in the meantime). This explains why most banks prefer to focus on 
“phased in” figures. 
30 In terms of total capital, however, the buffer looks lower: for the 40 banks, out of the 52 mentioned in Table 2, 
that report data for both the SREP requirement (11.9%) and the total capital available (16.9%), the “safety buffer” 
decreases to 5%. 
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 CONCLUSIONS 
In this report, the Supervisory Review and Evaluation Process was discussed, considering both its 
overall design (as described in the EBA guidelines) and its implementation by the Single Supervisory 
Mechanism. Special emphasis has been given to transparency issues, looking at how SREP contents are 
communicated to banks and to the public. 

Based on this review, we share the European Parliament’s opinion that a higher degree of disclosure 
may trigger greater uniformity in how the SREP is carried out across institutions and Member States, as 
well as greater consistency between SREP analyses and the supervisory priorities declared by the SSM 
ahead of each new SREP cycle31. 

If such results are to be achieved, however, disclosure should not be confined to the final SREP results 
(score and capital/liquidity add-ons), but should extend to their determinants and show how risk 
exposures and management deficiencies translate, e.g., into a higher P2R or other supervisory 
constraints. This transparency effort should primarily be aimed at supervised banks, helping them 
understand what specific actions need to be taken in order for the add-ons to be reduced/removed, 
and providing them with clear incentives to drive down risks while improving governance and control. 
By clarifying what share of the Pillar 2 requirements is due to individual risk and management profiles, 
the SREP process would become a more effective “stick-and-carrot” tool, instead of being perceived 
mostly as an ex post sanction for the banks’ deficiencies (or an opaque buffer for unlikely negative 
developments). A more comprehensive and detailed presentation of SREP results would also make it 
easier for independent directors to challenge the top managers’ views, strengthening dialogue within 
bank boards and the effectiveness of internal checks and balances.  

To improve disclosure vis a vis supervised entities, the SSM may consider the use of a fixed template for 
SREP letters and annexes, providing an adequate degree of detail32 and making it possible for banks to 
monitor SREP determinants over time33. Such an effort to provide more granularity and visibility on the 
SREP drivers should not be embraced half-heartedly, unless banks are to perceive a limited feedback 
on SREP as a way to prevent them from challenging weak supervisory models and calculations. A fixed, 
detailed template may also make it easier (e.g. for the EBA) to perform comparisons across banks and 
jurisdictions, strengthening a convergence process that has already produced remarkable results. 
Although a “risk by risk” perspective does not imply a mechanical “sum-of-parts” approach, 
highlighting the link between Pillar 2 capital and individual vulnerabilities (risk types, governance 
weaknesses, poor internal controls) may also prevent capital add-ons from being used to mitigate 
deficiencies that should primarily be addressed by means of other supervisory actions34 (following a 
“blanket approach” that is hardly consistent with the EBA guidelines35).  

                                                             

 
31 Greater transparency would also prove easier to implement since a number of significant changes (like IFRS 9 
and Basel floors) have now been finalised by rule-makers and standard-setters, leading to a more stable 
regulatory landscape. 
32 Such degree of detail could be subject to proportionality rules, e.g. for less significant institutions or for different 
categories of banks, defined through qualitative parameters and quantitative thresholds. 
33 The latest SREP score’s determinants should be compared to those of the previous years in such a way that 
banks can understand whether a deterioration (or a lack of improvement) is due to them, or to the supervisor’s 
willingness to “raise the bar” over time in some areas. 
34 E.g., when capital add-ons used to address strategic risks connected with an institution’s business model. As 
noted by the EBA in its 2017 convergence report, weaknesses in a bank’s business model should rather be 
addressed by reviewing its business and capital plans. 
35 The rising correlation between total SREP scores and capital add-ons can be seen as evidence that Pillar 2 capital 
is increasingly used as a remedy against all weaknesses emerged in the SREP (including areas that should not be 
primarily faced with additional capital, like business models and risks to liquidity). For significant institutions in 
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When illustrating the drivers of SREP capital add-ons, special attention should also be paid to 
explaining differences between supervisory quantifications and the risk assessments provided in the 
banks’ ICAAP reports. While the latter must certainly be challenged through independent 
computations and benchmarks, any material deviation from the banks’ assumptions and estimates 
should be clearly motivated, to help institutions improve the accuracy of their risk management 
platforms, reducing model risks and strengthening internal processes. The same should hold true for 
liquidity requirements outlined in the banks’ ILAAP documents. 

Another area where disclosure to banks may be improved is “horizontal analyses”, that is, comparisons 
across a “peer group” of banks that the SSM considers as an appropriate benchmark. It is unclear 
whether, in practice, such peer groups may include institutions that adopt different business models 
(e.g., a peer group made of large, “systemically-relevant” institutions may comprise banks with very 
diverse asset and revenue mixes) and therefore are not entirely comparable. Greater clarity on the 
criteria used to form peer groups may help banks understand the causes behind any gaps highlighted 
by horizontal analyses, enhancing internal awareness and supervisory dialogue. 

When it comes to the communication of SREP results to the public, the pros and cons look harder to 
assess.  

On one hand, information regarding supervisory add-ons and constraints on distributions may 
reinforce “market discipline” on weaker institutions, putting pressure on them to improve their risk 
profile, governance and controls, in order to enjoy easier access to capital markets. In this vein, a recent 
consultative document by the BCBS has suggested36 that banks provide details on the “capital ratios 
that trigger capital distribution constraints” as part of their Pillar 3 reports37. 

On the other hand, supervisory evaluations, actions and constraints, unless properly understood, may 
trigger undesirable reactions by customers and market counterparties, thus exacerbating the very 
weaknesses that they are meant to address. In the case of banks with listed financial instruments, 
however, we believe that Pillar 2 add-ons clearly meet the definition of inside information provided in 
the MAR (except, possibly, for institutions where available capital is largely in excess of the regulatory 
minima). European institutions, not least the ESMA, may therefore want to provide national supervisors 
with stronger guidance on this aspect, ensuring that investor protection rules be implemented 
uniformly across the EU (something which, regrettably, did not always occur in the past, e.g. for bank 
subordinated bonds sold to retail customers38). 

One may argue that the two profiles mentioned above (transparency to the banks and to the public) 
are somewhat intertwined, as greater public disclosure would make comparisons easier, putting 
pressure on supervisors to assess institutions in a uniform, consistent way. Still, we feel that the two 
issues should be addressed separately, as they involve different interests and implications; and that it 
would be unfortunate to use MAR, or Pillar 3, as a weapon of last resort to achieve the (legitimate) goal 
of improving supervisory dialogue and accountability. 

Finally, a higher degree of disclosure seems advisable regarding the methodologies and metrics used 
by supervisors when assessing specific areas within the SREP. As these metrics are manifold and 

                                                             

 

the Eurozone, such correlation has increased from 26% (before the advent of the SSM) to 68% (in 2015) and 82% 
(in 2017), as shown by (European Central Bank 2017b). 
36 According to the BCBS’ proposal, however, such a disclosure requirement would be subject to national 
discretion.  
37 “Pillar 3” of the Basel II Accord (Basel Committee on Banking Supervision 2004) is a set of provisions requesting 
that banks periodically disclose information on their levels of capital and risk, as well as on their risk management 
systems. 
38 (Resti 2016). 
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complex, the risk that they be gamed by banks who know the “secret recipe” of the SREP looks remote. 
As with open-source software, increasing transparency on the mechanisms and rules underlying the 
SREP may indeed help make them more robust and fair, rather than more vulnerable to manipulation.  
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