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This briefing presents the state of play regarding the work of the SRB as well as a short summary of
four external papers assessing the role of asset management companies in resolving the NPL issue.
It is published in advance of the Hearing with Mrs Elke König, Chair of the SRB, in the ECON
Committee on 22 March 2017 in accordance with Article 45.4 of Regulation (EU) 806/2014.
Progress in making the SRB fully operational
The SRB took over full responsibility for the resolution of significant banks and cross-border
groups on 1 January 2016. On 8 January 2016, the SRB published the list of banks under its remit,
including the 129 significant institutions directly supervised by the ECB and 15 other cross-border
groups with subsidiaries established in more than one participating Member State. On 13 July 2016
the Chair of the SRB presented to the ECON Committee the 2015 Annual Report and on 28 November
2016, the SRB published its work programme for 2017. The 2017 budget is also available on the SRB
website.
The recruitment is still ongoing. The 2017 budget foresaw that 255 staff would have been recruited
at the end of 2016, and set a target of 350 headcounts at the end of 2017. In her press conference on
11 January 2016, Elke König indicated that at 31 December 2016 the SRB employed 171 headcounts
(from 97 in January 2016). Therefore the target for 2017 is ambitious.
While the SRB signed cooperation agreements with both the European Parliament and the ECB
in December 2015, as of 15 March 2017 no such agreement has been signed with the European
Commission.
Box 1: The 2017 budget
The 2017 budget sets an ambitious target for the recruitment, since the SRB is projected to
employ 350 headcounts at this date (against an actual staff of 171 at the end of 2016).
The budget is split between the SRB (part I) and the SRF (part II). Regarding the SRB, the
administrative contributions are expected to increase from EUR 57 mn in 2016 to EUR 90.7 mn in
2017 (+59%). This will cover
- the increase in staff costs (+EUR 13.9 mn; +55%) due to the ambitious recruitment plan;
- the increase in operational costs (+EUR 19.3 million; +102%), which stems mainly from the
following items: studies and consultancy (+EUR 6.3 mn; +94%), support activities to the Fund
(+EUR 6.3 mn; +86%) and IT tools (+EUR3.2 mn; +74%).
Regarding part II of the budget (SRF), the decrease in contributions from EUR 11.8 bn to
EUR 6.4 bn is due to the fact that both the 2015 and 2016 contributions were transferred to the SRF
in 2016. It is to be noted that negative interest rates will cost about EUR 50 mn in 2017, while the
fees on public bridge financing arrangement will cost an additional EUR 5.7 mn.
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Contributions to the Single Resolution Fund
In January 2016 NRAs transferred EUR 4.3 billion to the SRF in ex-ante contributions for 2015,
and transferred another EUR 6.4 billion for 2016 at the end of June. The SRB expects that the 2017
contributions will amount to about EUR 6.5 billion. The SRB published on its website the breakdown
of the 2016 contribution by Member State, with further details on the calculation under the BRRD
and SRM methodologies (see table 1). In 2016, the respective weights for each methodology are 60%
and 40%, but as from 2023 only the SRM methodology will apply. For more details on the calculation
of ex-ante contributions, see the presentation by Mr Timo Löyttyniemi at the fourth industry dialogue.
Table 1: Breakdown of 2016 contributions by Member States (in EUR mn)

AT
BE
CY
DE
EE
ES
FI
FR
GR
IE
IT
LT
LU
LV
MT
NL
PT
SI
SK
Total

Covered
deposits per
country
200.047
279.664
24.764
1.602.012
6.397
679.517
75.593
996.442
91.721
76.399
611.212
9.997
27.643
7.585
9.120
461.001
135.666
16.193
28.189
5.339.159

BRRD
contributions
per country
(60% in 2016)
263
367
33
2.103
8
892
99
1.308
120
100
802
13
36
10
12
605
178
21
37
7.008

%
3,7%
5,2%
0,5%
30,0%
0,1%
12,7%
1,4%
18,7%
1,7%
1,4%
11,4%
0,2%
0,5%
0,1%
0,2%
8,6%
2,5%
0,3%
0,5%
100%

SRM
contributions
per country
(40% in 2016)
186
217
14
1.746
2
689
154
2.278
64
117
704
2
148
6
6
567
94
4
9
7.008

%
2,7%
3,1%
0,2%
24,9%
0,0%
9,8%
2,2%
32,5%
0,9%
1,7%
10,0%
0,0%
2,1%
0,1%
0,1%
8,1%
1,3%
0,1%
0,1%
100%

Final
contribution
(60% BRRD +
40% SRM)
232
307
25
1.960
6
811
121
1.696
98
107
763
9
81
8
9
590
145
15
26
7.008

%
3,3%
4,4%
0,4%
28,0%
0,1%
11,6%
1,7%
24,2%
1,4%
1,5%
10,9%
0,1%
1,2%
0,1%
0,1%
8,4%
2,1%
0,2%
0,4%
100%

Final amount
notified after
2015
deduction
204
278
25
1.761
5
726
112
1.573
98
97
763
7
77
7
8
504
145
13
22
6.424

Source: SRB

In addition it is to be noted that on 8 February 2017 the SRB announced that it had completed
the signature of the Loan Facility Agreements with all 19 participating Member states. Those LFAs
provide the SRB with an aggregate bridge financing of EUR 55 bn, in the form of credit lines between
each national compartment and the respective Member State.
Reporting templates
The resolution planning activity of the SRB entails numerous exchanges of information with
banks under its remit. Therefore the SRB has developed, together with banks, three different
templates to gather information on the balanced sheet of the banks, their critical functions and their
reliance on financial market infrastructures (FMI). Those three templates are presented below.
The Liability Data Reporting provides the SRB with granular information on the liability side
of the balance sheet of the bank. This is all the more important for resolution planning given that,
upon resolution, the SRB has to decide to which instruments the bail-in tool shall apply. Therefore
banks should be able, upon request, to deliver such information. But it also enables the SRB to assess
the separability of critical functions if need be and to design appropriate resolution strategies. At the
fifth industry dialogue organised on 31 January 2017, the SRB drew the lessons from the 2016
exercise and provided further guidance to banks on the 2017 exercise. The SRB aims at improving
PE 587.403
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the accuracy and the completeness of the data reported, as well as the timely submission of the
template. The 2017 template has been further developed, however the SRB announced that it was
committed to developing a stable reporting format. For banks, such reporting requires investments in
IT tools, so that all requirements set by the SRB (in term of automation, standardisation, robustness
and responsiveness) be complied with. The LTD template must be submitted by 15 May 2017.
The second important templates covers the critical functions of banks. One of the objectives of
resolution is to safeguard critical functions. Therefore the resolution plan shall identify those
functions and ensure their continuation upon resolution. The template developed by the SRB and
presented during the fifth industry dialogue on 31 January 2017 relies on the self-assessment of those
functions by banks at a granular level. Banks must therefore, for each economic sub-function, assess
its criticality for third parties. The template must be submitted by 28 April 2017.
Finally the last main template is the template on access to financial market infrastructures
(FMI). Since critical functions may rely on access to FMIs and because resolution authorities should
prevent adverse impact of resolution on those FMI, the resolution plan should also identify to which
extent the bank relies on its access to FMIs. The FMI template is based on an EBA template, however
the SRB warned at the fifth industry dialogue that the template “should not replace in-depth
discussion”, and that for most critical FMIs further information would certainly be needed. The
deadline for submission is 15 May 2017.
MREL policy
MREL approach taken in 2016
On 17 February 2017 the SRB published its guidelines on the approach taken in 2016 and the
next steps regarding MREL requirements. This document summarizes the main principles applied
by the SRB when setting MREL target for major banking groups in 2017. Elke König indicated in its
11 January press conference that about 70 resolution plans and 30 transitional resolution plans had
been developed in 2016. Those resolution plans relied on a preliminary approach regarding MREL,
which consisted in setting informative targets. Due to the difficulty of building a common
methodology catering for the diversity of business models in the Banking Union, the SRB decided to
rely on a simplified approach. As a consequence those informative MREL targets are non-binding,
non-enforceable and non-challengeable.
The simplified approach consists in a mechanical calculation of the three components of the
MREL requirement:
- the loss absorption amount (LAA° was calculated as the sum of pillar 1, pillar 2 and capital buffer
requirements (including the Basel 1 capital floor);
- the recapitalisation amount (RCA) was calculated as the sum of the pillar 1 and pillar 2 requirements
(including the Basel 1 capital floor);
- the market confidence charge was proxied as the capital buffer requirement minus 125 bp.
In addition, the SRB took into account an 8% floor calculated against the total liabilities and own
funds of the banks, to ensure that banks can access the resolution fund upon resolution if needed. This
point had been a source of disagreement between the Commission and the EBA when finalizing the
delegated regulation. The SRB disregarded the leverage ratio as well as other potential adjustments
to the LAA and RCA.
Regarding subordination, the “informative targets” of G-SIIs included a minimum amount of
subordinated instruments equal to the sum of 13.5% of RWA and the capital buffer requirement.
The SRB has not yet detailed its methodology for other banks.
In terms of eligible instruments, the SRB excluded structured notes, liabilities issued by SPVs or
entities established outside the EU, as well as notes governed by third country law (with a few
exceptions). However, uninsured and non-preferred term deposits with maturity over one year were
taken into account, albeit this approach is bound to be revised. This also applies to instruments which
3
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are held by retail investors, since the holding of substantial amounts of debt by retail investors may
lead to serious difficulties upon resolution.
Finally the SRB did not assess the issue of cross-holdings among institutions. While the TLAC
standard provided for the deduction of cross-holdings for G-SIIs, the BRRD remains silent on the
issue.
Figure 1: Simplified approach for 2016 MREL requirements

Source: SRB

Way ahead for 2017
In 2017 the SRB intends to set binding targets at consolidated level for major banking groups.
Those binding targets will be enforced according to appropriate transition periods. During such
transition periods, the SRB does not intend to publish individual decisions.
In addition, the SRB will start setting targets at entity level in 2017-2018, and will also start
adjusting the targets on the basis of a bank-by-bank assessment of their risk profile and resolution
strategy. The SRB will also start considering the concept of internal MREL within resolution groups,
and intends to establish a specific methodology for multiple point of entry strategies.
Similarly, the policy regarding the deduction of cross-holdings and the subordination
requirement will be progressively refined.
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The main findings of the EBA Risk Dashboard
In January 2017 the European Banking Authority (EBA) published the periodical update of its Risk
Dashboard summarising the main risks and vulnerabilities in the banking sector on the basis of
the evolution of a set of Risk Indicators (RI) across the EU in Q3 2016. The figures covered in
the Risk Dashboard are based on a sample of 198 banks. The EBA’s findings are as follows:

EU banks' capital ratios have
significantly improved

•The CET1 ratio rose by 50bps to 14.1% in Q3 of 2016. The
CET1 ratio was lower for large banks (13.4%). No country
reported an average CET1 ratio below 11%. Similarly, only
4.1% of banks reported a CET1 ratio below 11% (4.2% in
June 2016).

Steady but slow improvement
in banks’ average asset quality,
which remains a concern for
selected countries and banks

•The NPL ratio decreased from 5.5% to 5.4%. 12.6% of
banks reported an NPL ratio of more than 8% (slight
increase, from 12.4% in Q2 2016), while 42.1% reported an
NPL ratio below 3%, less than in the previous quarter
(43%) .
•More banks reported a coverage ratio below 40% (40.6%
vs 39.2% in June).

Subdued profitability remains a
concern

•The average return on equity is lower in Q3 2016 (5.4%)
than in Q3 2015 (6.4%) and Q2 2016 (5.7%), with higher
values for small banks (7.5%) than large ones (6.1%) and a
noticeable increase in the number of bank reporting a
profitability below 6% (56.3% vs 44.1% in Q2 2016).
•The cost to income ratio slightly deteriorated in Q3 2016
to 63% (62.7% in Q2 2016), with smaller banks reporting
better performances (59.1%) than larger ones (63.1%).

The net interest margin kept its
downward trend decreasing to
1.48% in Q3 2016

•The net interest margin remains higher for smaller banks
(2.29%) whereas the dispersion remains wide among
countries (from 0.7% in Finland to 4.2% in Hungary). As a
whole there was a slight decrease by 1bp.

Loan to deposit ratio decreased
to 120.1%

•The loan‐to‐deposit ratio decreased to 120.1%, from
120.5% in Q3 2016, keeping its downward trend. It was
lower for small banks (80.9%) and higher for mid‐sized
institutions (134.6%), with large banks (118.1%) remaining
stable and close to the overall average.

Source: EBA, 2017.

An overview of the main risks and vulnerabilities of the European banking sector is provided in
Annex 1.
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Carving out legacy assets: a successful tool for bank restructuring?
The European Commission recently published a paper discussing the factors driving the success of
three “bad banks” set up in Ireland, Spain and Germany since the start of the crisis. In addition,
Andrea Enria has recently proposed the establishment of an EU-wide bad bank to solve the problem
of NPLs in Europe.
Box 2: A proposal for an EU-wide bad bank
In his speech at the ESM seminar on European banks risks and recovery on 30 January 2017, Mr.
Andrea Enria, Chairman of the EBA, presented his proposal for an EU-wide asset management
company which could free up EU banks from the burden of NPLs. This proposal aims at avoiding
State aid issues as well as the mutualisation of costs between Member States.
To that purpose, the EU-wide AMC would be capitalised by public funds and funded by private
investors. The EU-wide AMC would buy assets at their real economic value (a concept that is already
used by the Commission in the course of its State aid assessments and that refers to an asset’s
fundamental value, which is assumed higher than the current market value, but lower than the current
net book value), while the State would be given warrants (right to acquire new shares of the bank at
a predetermined price). If, within a predetermined timeframe, the AMC books a loss on the asset, the
bank would be liable for this loss through a clawback mechanism. At this juncture, if the bank cannot
reimburse the AMC, it would then be recapitalised through the activation of the warrants held by the
Member State. The ex-ante valuation of assets and stress test of the balance sheet is supposed to
ensure that the amount of aid (difference between market value and real economic value) be
compatible with the definition of precautionary recapitalisation. However it is not clear whether it
would qualify as precautionary recapitalisation, in particular since it would cover losses which have
been actually incurred at the time of the recapitalization.
A number of bank restructurings have relied on the separation of “legacy assets” from core
businesses. While this measure can be implemented through various mechanisms (sale of
assets/subsidiaries, internal reorganization, guarantees, transfer of deposits, bridge banks...), the
underlying objective remains to clean-up the core business in order to make it viable again.
The ECON committee commissioned a panel of experts to analyse the restructuring strategies
implemented in past EU State aid case to assess under which conditions strategies based on the
carving out of legacy assets proved to be successful. Experts were invited to explain the various
options available for carving out legacy assets, analyse several restructuring cases where such
strategies were implemented, and then determine whether such strategies were associated with
successful bank restructurings or, on the contrary, whether the implementation of such strategies did
not ensure the return to long term viability of the failing bank. Their findings, presented to the ECON
committee on 21 March 2017 (see overleaf. For a summary of each paper)
All four papers stress the role of market failures when explaining the issue of banks’ NPLs.
Asymmetries of information leading to adverse selection and moral hazard explain why the market
value of such portfolios may diverge from their long term economic value. This creates wrong
incentives for banks, which prefer avoiding crystallising losses on their balance sheet. On the other
hand, the accumulation of NPLs on the balance sheets requires the hiring of specific expertise and
consume resources. In particular, it hinders the bank’s profitability and capital adequacy, and reduces
its capacity to finance the real economy.
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Summary of external papers on
Carving out legacy assets: a successful tool for bank restructuring?
Prof. Rosa M. Lastra (Queen Mary University of London), Prof. Giovani Ferri (LUMSA University
of Rome) and Prof. Rym Ayadi (HEC Montreal and IRCCF)
Looking at previous successful cases in the US, Sweden and Spain, as well as at the lessons from the
“lost decade” in Japan, the authors defend the recourse to comprehensive solutions (in particular the
creation of a centralized agency), in the case of systemic crisis. They stress the difference between
systemic and non-systemic events, as, according to them, individual failures can be dealt with from a
micro perspective. The authors build on the credit channel literature to explain the negative impact
of NPLs on bank lending, through the worsening capital position of the bank, and call for measures
limiting the haircut on NPLs. They propose a model explaining the role of a system-wide asset
management company in supporting the market value of NPLs, and argue that the creation of a euro
area bad bank would enhance transparency and boost the secondary market for NPLs.
The proposal of EBA’s chairman for the creation of an EU bad bank is therefore endorsed in the
paper. According to the authors, such a measure would avoid that banks would be unduly put into
resolution, and ensure that opportunistic investors don’t capture an excessive share of NPLs’ value.
This would also improve banks’ recovery rates on NPL portfolios and act as a macroeconomic
stabilizer in the euro area. Finally the authors assess the evolution of the financial position of state
aided banks, and analyse separately those banks which only received capital support and those banks
which also benefited from impaired asset measures. They note that banks generally slowly return to
financial soundness, albeit it is not possible at this stage to draw conclusion as to the specific impact
of impaired asset measures.
Prof. Martin Hellwig (Max Planck Institute, Bonn)
In his paper Prof. Hellwig offers a very different analysis of Mr Enria’s proposal for the creation of
an EU-wide asset management company (AMC). The authors argues that the clawback mechanism
is not an efficient solution to avoid the use of state aid and to avoid triggering resolution. Indeed,
either the clawback is inefficient, meaning the public funds remain exposed to a failure of the
beneficiary bank, or the very purpose of the transfer of NPLs into the bad bank is defeated: the bank
would remain exposed to further losses on the portfolio of assets transferred to the bad bank.
Prof. Hellwig then analyses the asymmetry of information that make the market value diverge from
the “real economic value” of the impaired assets. The rationale for transferring assets into a bad bank
is that the liquidity of the assets will improve over time and allow for a convergence of the market
value towards the real economic value. The author distinguishes cases where the gap between the
market value and the real economic value stems from the dire liquidity position of the sellers, and
cases where the low liquidity is best explained by the underlying characteristics of the assets. He
argues that NPLs falls into the latter category, and questions whether holding such for example
corporate loans over a longer period would actually improve or deteriorate their creditworthiness.
Finally the author expresses concerns as to the incentives that such proposals entail. In particular,
looking at a number of actual cases in Europe, the author concludes that powerful incentives may
explain why the valuation of assets transferred to publicly funded asset management companies has
sometimes been overoptimistic. This allow for the continuation of uncompetitive businesses, leading
to excess capacities in the market and eventually to a weaker banking system.
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Mr. Alexander Lehmann (Bruegel)
Alexander Lehmann explains the lack of market solutions by a wide range of market failures, with a
wide gap between book and market values. While he acknowledges the existence of alternative
options to the transfer of NPLs out of the bank’s balance sheet (internal work-out, internal bad bank,
asset protection schemes), he argues that only the complete separation of assets will ensure the return
of the core business to long term viability.
He reminds that asset management companies (AMC) have played an essential role in the EU crisis,
by overcoming market failures and the principal-agent issue (internalization of social welfare). He
also defends that in systemic crisis solutions relying on internal workout may not prove sufficient to
resolve the NPL issue. According to him, system-wide AMCs benefit from scale economies since
they can pool resources and impose conditions on beneficiary banks.
However his analysis of a number of cases in Latvia, Spain, Ireland, and Slovenia underline a number
of issues which need to be considered when designing such strategies. In particular, when it comes to
restructuring corporate loans, AMCs are subject to strong political pressures which may prevent the
implementation of adequate strategies. The nature of assets thus matters, as well as their diversity.
Therefore, when designing resolution plans, resolution authorities need to assess which assets may
need to be carved out, and what kind of solution (market based vs AMC) should be implemented.
This requires that resolution authorities be able to carry out ex ante a comprehensive valuation of
those assets in vulnerable banks, and that legal frameworks for such AMCs be implemented in the
Banking Union.

Mr. Willem Pieter de Groen (Centre for European Policy Studies)
The author assesses the effectiveness of six options that are used to solve the NPL issue, using sample
of 79 EU banks to assess their impact on bank viability, financial and economic stability and costs of
taxpayers. Among those options, three deal with the assets on-balance sheet (no tool, sell of the entire
bank and guarantees), while three other options rely on the transfer of NPL out of the balance sheet
(selling the assets, bridge banks and asset separation).
Regarding the impact on long term viability, banks tend to suffer substantial initial losses before their
return on risk-weighted assets recovers. This is particularly true when banks sell part of the business,
transfer assets to AMC or benefit from guarantee on NPLs. On financial and economic stability, the
loan growth is generally negative, with the worst performances observed in the case of sale of the
entire business and bridge banks. Finally higher peak losses are observed in carve-out tools. However
the author stresses that while avoiding direct sales may minimize losses in the short term, it is positive
for financial stability and long term viability, especially for those cases when banks hold substantial
amounts of NPLs. Similarly, the relatively good performances observed on the sample of banks where
no tool were implemented may underline the better situation of those banks at inception.
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Annex 1: Overview of the main risk and vulnerabilities in the EU banking sector

Source: EBA
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