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The SRB, Single Resolution Board, is the central resolution authority within the Banking Union
(BU). Together with the National Resolution Authorities (NRAs) of participating Member States, it
forms the Single Resolution Mechanism (SRM).

[ts mission is to ensure an orderly resolution of failing banks with minimum impact on the real
economy, the financial system, and the public finances of the participating Member States and
beyond. The role of the SRB is proactive, focusing on resolution planning well before a crisis
occurs, and on enhancing resolvability to avoid potential negative impacts of a bank failure on
the economy and financial stability.

The SRM and the SRB were established through the Single Resolution Mechanism Regulation
(SRMR(")) and operate within the Single Rulebook. The Rulebook is composed of a wide set
of harmonised prudential rules which institutions throughout the European Union (EU) must
respect, including: prudential requirements for banks (Capital Requirements Regulation, CRR(),
and Capital Requirements Directive, CRD()), rules on the potential failure of banks (the Bank
Recovery and Resolution Directive, BRRD(Y)) and a Directive on national deposit guarantee
schemes(®), with all related level-2 and level-3 regulations. The regulatory context within which
the SRB operates is evolving, with the adoption of the revised CRR(), CRD(’), BRRD() and SRMR(),
and the upcoming related level-2 acts and level-3 guidance.

1.1, Role of the SRB and banks in respect of resolvability

1.1.1. Role of the SRB

The SRB is the resolution authority for:
the entities("®) and groups directly supervised by the European Central Bank (ECB); and

other cross-border groups, i.e. groups that have entities established in more than one
participating Member State,

hereinafter referred to as “banks”(").

Regulation (EU) No 806/2014 of 15 July 2014.
Regulation (EU) No 575/2013 of 26 June 2013.
Directive 2013/36/EU of 26 June 2013.
Directive 2014/59/EU of 15 May 2014.

()

]

)

V]

(°) Directive 2014/49/EU of 16 April 2014.
(®) Regulation (EU) 2019/876 of 20 May 2019, amending Regulation (EU) 575/2013.
(') Directive (EU) 2019/878 of 20 May 2019, amending Directive 2013/36/EU.

(8) Directive (EU) 2019/879 of 20 May 2019, amending Directive 2014/59/EU.

(°) Regulation (EU) 2019/877 of 20 May 2019, amending Regulation (EU) 806/2014.
(

%) For the purpose of this document, the term “entities” shall be considered as referring to entities falling within the scope of the SRMR,
and the term “group”shall refer to a parent undertaking and its subsidiaries that are entities falling within the scope of the SRMR.

(") These include institutions and groups where the SRB is involved as home or host resolution authority. The Expectations for Banks will be
tailored to bank and resolution strategy specifics in both cases.
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The SRB in cooperation with the National Resolution Authorities is responsible for the resolution
planning of these banks and, should they fail, for their orderly resolution.

A key aspect of resolution planning is the assessment of resolvability aiming at achieving the
banks’ preparedness for a potential resolution.

To this end, the SRB works proactively on resolution planning to ensure banks are resolvable.

When drafting a resolution plan, the SRB assesses the extent to which a bank is resolvable by
considering if it is feasible and credible to either wind-up (liquidate) the bank under normal
insolvency proceedings or to resolve it by applying resolution tools to it while avoiding any
significant adverse consequences for the financial system and the real economy(*?).

The SRB assesses whether it is feasible to apply the selected resolution strategy effectively
in an appropriate timeframe and identifies potential impediments to the implementation
of the strategy(®). The SRB also assesses the credibility of the resolution strategy, taking into
consideration the likely impact of resolution on the financial system and real economy of any
Member State or of the Union, with a view to ensuring the continuity of critical functions carried
out by the banks(™).

The SRB has the power to instruct the National Resolution Authorities to require banks to take
proportionate and targeted measures to remove substantive impediments(®). The measures
range from additional information requirements to the cessation of activities('®).

1.1.2. Role of banks in achieving resolvability
“Working together” is crucial for building resolvability.

The legal framework acknowledges the important role of banks in the context of resolution
planning("”) and crisis management. According to Art. 8 (8) SRMR, the SRB may require banks to
assist it in the drawing up and updating of resolution plans.

The provision of information for resolution planning and crisis management is one important
aspect. Banks are required to deliver information according to the SRMR, BRRD and Commission
Implementing Regulations:

According to Art. 34 (1) SRMR, the SRB may require banks to provide all of the information
necessary to perform the tasks conferred on it by the SRMR. The SRB, in cooperation with
the National Resolution Authorities, has the authority to collect from banks information for

(") For further details see Art. 10 (3) SRMR.

(") Art. 26 (1) Commission Delegated Regulation (EU) 2016/1075 of 23 March 2016 ("DR 2016/1075").
(") Art.32(1) DR 2016/1075.

(") Art. 10 (10) SRMR.

()

See Art. 10 (11) SRMR as well as the European Banking Authority (EBA) Guidelines (GL) on the specification of measures to reduce or
remove impediments to resolvability and the circumstances in which each measure may be applied under BRRD (EBA/ GL/2014/11) for
further details.

Art. 8,10 and 34 SRMR, Art. 11, 13 BRRD and Section B of the Annex to the BRRD.
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drawing up and implementing resolution plans, among others, information and analyses
specified in Section B of the Annex to the BRRD(®).

Commission Implementing Regulation (IR) (EU) 2018/1624 provides for a minimum set of
standard templates(”®) for the provision of core information by institutions to resolution
authorities on a regular basis. However, this does not prevent the resolution authority
from collecting any additional information it deems necessary. The SRB can ask banks to
provide additional information not covered by any template(®) that is necessary for the
purposes of drawing up and implementing resolution plans or where the format in which
this information is provided by the competent authority pursuant to Art. 8 (2) Commission
Implementing Regulation (IR) (EU) 2018/1624 is not suitable(*).

The SRB will closely cooperate with competent authorities(*?) to obtain the information(*)
that is already available to these authorities. In particular recovery plans are one of the main
inputs for the drawing up of resolution plans and are subject to a yearly SRB examination
for assessing banks’ resolvability(*); so the quality of information they contain is key and
assessed as part of the yearly SRB examination.

When drafting and updating resolution plans, the SRB assesses the extent to which banks are
resolvable(*), and focuses on any impediments to resolvability(*).

In this context, banks are expected to play an active role in the process of identifying and
removing impediments; this is the most efficient way to progress towards resolvability. It is the
SRB's task to set the direction and to ensure that it actually happens.

In cases where the Board(¥’), pursuant to an assessment of the banks’ resolvability according to
Art. 10 (3) and (4) SRMR, determines that there are substantive impediments(*®), this triggers the
procedure for addressing these impediments under Art. 10 SRMR (Chapter 3).

Where the SRB determines substantive impediments, banks will receive a report from the
SRB outlining those impediments and recommending measures to remove them. Within four
months from the date of receipt of the report, banks shall provide the SRB with proposals of
possible measures to address or remove the substantive impediments identified in the report(®).

Pursuant to Art. 8 (4) SRMR, Art. 11 (1) BRRD and Section B of the Annex to the BRRD.
E.g. Liability Data Report, Critical Functions Report and FMI Report.

See Annex 1 IR 2018/1624 for further details.

Art. 7 1R 2018/1624.

%) Art. 34 SRMR, Art. 11 (2) BRRD.

Art. 10 (2) SRMR.

%) Art.10 (1) and (3) SRMR.

Art. 22 (7) DR 2016/1075.

7) After consulting the competent authorities, including the ECB.
Art. 10 (7) SRMR.

)
)
)
)
)
%) Also see MoU between the SRB and the ECB in respect of cooperation and information exchange.
)
)
)
)
)
) Art. 10 (9) SRMR.
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1.2. Purpose and scope

This document sets out the SRB's Expectations for Banks (EfB) in the resolution planning phase,
to demonstrate that they are resolvable and prepared for crisis management. The Expectations
for Banks document is a guidance on the actions banks under the SRB's remit are expected to
undertake to ensure an appropriate level of resolvability. This document only focuses on the
resolvability of banks for which the strategy is resolution(*°).

The work on resolvability is an iterative process between the SRB and banks. The banks
themselves are the first line of defence towards resolvability and they should work on making
themselves resolvable.

The SRB will support and guide banks in this process in the form of () the Expectations for Banks,
(i) additional operational guidance documents and (jii) the cooperation between the Internal
Resolution Teams (IRTs) and individual banks.

The expectations in Chapter 2 describe the necessary steps and initiatives banks are expected
to take to demonstrate they are resolvable. The Expectations for Banks represents a common
approach to ensure consistency and a level playing field within the Banking Union and, therefore,
was developed for all banks under the SRB's remit. While the expectations are general in nature,
their application to each bank will have to be tailored, taking into account the proportionality
principle, and based on a dialogue between each bank and its IRT. The expectations included
in the following chapters are not exhaustive and do not prejudge the content of further SRB
communications related to resolvability requirements for banks. In this context, IRTs may request
information and analyses on specific topics in addition to what is described in the Expectations
for Banks when relevant to progress in resolution planning and to improve the resolvability of the
bank throughout the respective resolution planning cycle. Taking proportionality considerations
(see 1.5) into account when applying the expectations, IRTs might also decide not to fully apply
all of the expectations, provided they consider this appropriate and proportionate in light of the
bank-specific characteristics.

Banks are expected to work towards resolvability having regard to the principles set out in this
document. However, the Expectations for Banks will be subject to a gradual phase-in as further
detailed in Chapter 3 and as reflected in the yearly dedicated priority letters communicated to banks.

In any case, banks are expected to build EfB capabilities for a steady state of resolution planning
by 31 December 2023, except where indicated otherwise.

The SRB will update the Expectations for Banks document following further developments
in policies and/or changes as required. Therefore, banks are invited to take into account any
additional SRB guidance for implementing the expectations().

1.3.  Definition of resolvability

Pursuant to Art. 10 (3) SRMR an entity shall be deemed to be resolvable, if it is feasible and
credible to either liquidate it under normal insolvency proceedings or to resolve it by applying

(%) The EfB document does not cover normal insolvency proceedings which are carried out at national level.

() E.g.the SRB Expectations for Banks in the context of Brexit: https://srb.europa.eu/en/node/743.
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to it resolution tools and exercising resolution powers while avoiding, to the maximum extent
possible, any significant adverse consequences for financial systems, including circumstances
of broader financial instability or system-wide events, of the Member State in which the entity
is situated, or other Member States, or the Union and with a view to ensuring the continuity of
critical functions carried out by the entity(*?).

The SRB assesses whether the selected resolution strategy is feasible, in particular whether (i)
it is effectively applicable in an appropriate timeframe, (i) any potential impediments to the
implementation of the selected resolution strategy, including impediments to the short-term
stabilisation of the institution or group, have been identified and (i) in the case of open bank
bail-in, any foreseeable impediments to a business reorganisation, which is required pursuant to
Art. 52 BRRD or otherwise likely to be required if the resolution strategy envisages all or part of
the institution or group being restored to long-term viability, have been considered(®).

The Expectations for Banks is structured along the following dimensions for assessing resolvability:
Governance;
Loss absorption and recapitalisation capacity;
Liquidity and funding in resolution;
Operational continuity and access to Financial Market Infrastructure (FMI) services;
Information systems and data requirements;
Communication; and

Separability and restructuring.

These dimensions build on objectives, principles and expectations. The objectives (the first
layer) describe a steady state and the steps banks are expected to take, in principle, to become
resolvable. Each objective lays down principles derived from the legal framework (second layer),
which can be demonstrated in practice by a set of expectations (third layer). The objectives are
the following:

1) Governance

Banks have in place robust governance processes that facilitate the preparation as well as
the implementation of the resolution strategy. Robust governance arrangements ensure (i) a
timely and accurate provision of relevant information on a regular and ad hoc basis, (ii) effective
oversight during resolution planning and in crisis and (iii) efficient decision-making at the time
of resolution.

2) Loss absorption and recapitalisation capacity

Banks have sufficient loss absorption capital available and, if applicable, recapitalisation
capacity at the point of entry to absorb losses in resolution, to comply with the conditions
for authorisation and to regain market confidence post-resolution, allowing the continued
performance of critical functions during and after resolution. Banks also maintain loss absorption

(*?) For the resolvability assessment for groups, please refer to Art. 10 (4) SRMR.

(*) Pursuant to Art. 26 (1) and (2) DR 2016/1075.
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and recapitalisation capacity at subsidiary level, and set up a credible and feasible internal loss
transfer and recapitalisation mechanism within resolution groups, if applicable.

3) Liquidity and funding in resolution

Banks have established processes and developed capabilities to (i) estimate the liquidity and
funding needs for the implementation of the resolution strategy, (i) measure and report the
liquidity situation in resolution and (jii) identify and mobilise available collateral that can be used
to obtain funding during and after resolution.

4) Operational continuity in resolution and access to FMI services

Banks have in place adequate operational arrangements to ensure the continuity of the services
that are necessary for preserving critical functions, and the core business lines necessary for the
effective implementation of the resolution strategy and any consequent restructuring.

Banks have established the necessary processes and arrangements to maximise the likelihood
of maintaining access, ahead of, during and after resolution, to FMIs and to payment, clearing,
settlement and custody services provided by intermediaries.

5) Information systems and data requirements

Banks have in place adequate Management Information Systems (MIS), valuation capabilities and
technological infrastructure to provide the information necessary for (i) the development and
maintenance of resolution plans, (i) the execution of a fair, prudent and realistic valuation and (jii)
the effective application of resolution actions, also under rapidly changing conditions.

6) Communication

Banks have in place communication plans to ensure timely, robust and consistent communication
to relevant stakeholders, and to support the implementation of the resolution strategy, as well as
governance arrangements to ensure an effective execution of these plans.

7) Separability and restructuring

Banks' structure, complexity and interdependencies do not present obstacles to, and ideally
support, the operational implementation of the resolution strategy and the achievement of the
resolution objectives.

Notwithstanding the above, the business model, structure and complexity or other areas might
have to be addressed to achieve the banks' resolvability.

14. Phases

This section aims to shed more light on the different resolution stages banks are expected to
prepare for as part of the resolution planning phase. It also provides an overview of activities
covered under the resolution planning and the crisis management phases, for banks to develop
a better understanding of the purpose of certain expectations.
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The crisis management phase covers activities from the enhanced monitoring of ailing banks
to the drafting of resolution decisions and the monitoring of their execution. It is subdivided
into three phases, namely (i) the preparation for resolution, (i) the “resolution weekend” and the
implementation of the resolution scheme and (jii) the closing of the resolution (see subsections
14.2t0 14.4).

1.4.1. Resolution planning

Resolution planning includes the analysis of the banks’ legal, financial and operational structures;
the identification of critical functions and services; the analyses of the banks’ capital and funding
structures; and the design and operationalisation of resolution strategies, including the choice
of the relevant tool(s) as well as the determination of the minimum requirement for own funds
and eligible liabilities that banks will be required to maintain at all times. Moreover, resolution
planning includes an assessment as to what extent banks are resolvable and prepared for the
execution of the resolution strategy. It includes an identification of potential impediments
to their resolvability and, where necessary, the preparation of action plans to address such
impediments. Banks are expected to report any information needed to review or update the
plans as appropriate ().

1.4.2. Preparation for resolution

During this phase, the SRB prepares for the adoption of the resolution scheme. Valuations are
performed to inform, notably:

the determination of whether the conditions for resolution or for write-down or conversion
are met (Valuation 1);

the decision on the appropriate resolution action to be taken and the tools to be applied
(Valuation 2).

The ability of the banks’ MIS to provide accurate and timely information in an accessible format
is key to supporting reliable valuations. Banks are expected to demonstrate these capabilities in
the resolution planning phase, taking into account the principles and methodologies of the SRB
Framework for Valuation(®).

1.4.3. “Resolution weekend” and implementation of the resolution
scheme

The “resolution weekend” starts with the determination that an entity is failing or is likely to fail.
While this phase refers to a weekend, this phase could start any time and covers all processes
needed for the adoption of the scheme.

The decision to adopt a resolution scheme must be implemented by the competent NRA. The
weekend ends the next business day when relevant markets open. Depending on the tool(s)
used, the possible business restructuring phase only starts thereafter. In case the open bank bail-

() Art.8(12) SRMR.

(*) For further details, please see the SRB Framework for Valuation: https://srb.europa.eu/sites/srbsite/files/framework_for_valuation_
feb_2019_web_0.pdf. The SRB Dataset for Valuation, complementing the SRB Framework for Valuation, is under development in close
collaboration with the EBA to ensure consistent implementation of the EBA Valuation Handbook (February 2019) and related Data
Dictionary for Valuation (March 2020).

11
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inis applied, the bank shall prepare a business reorganisation plan that must be approved by the
SRB, in agreement with the competent authority(®).

In this phase, banks need to have adequate governance and communication arrangements in
place to support the effective execution of the resolution strategy.

1.4.4. Closing resolution

The SRB shall ensure that a valuation is carried out by an independent valuer as soon as possible
after the resolution action or actions have been effected, with the aim of assessing whether
affected shareholders and creditors would have received better treatment had the bank entered
into normal insolvency proceedings (Valuation 3)(*’). The SRB will have to take a decision on
whether or not to compensate affected shareholders and creditors, based on the above
valuation.

1.5. Proportionality

The SRB shall take into account the principle of proportionality when applying the measures of
Art. 10 (11) SRMR to remove any impediments identified.

Pursuant to paragraph 5 of the European Banking Authority (EBA) Guidelines on Impediments to
Resolvability, each of the measures listed in Art. 17 (5) BRRD (Art. 10 (11) SRMR) are applied if they
are (i) suitable, (i) necessary and (iii) proportionate to reduce or remove the impediments to the
implementation of a certain resolution strategy(*®).

A measure is suitable if it is able to materially reduce or remove the relevant impediment
in a timely manner.

A measure is necessary if it is required to remove or materially reduce a substantive
impediment to the feasible or credible implementation of the relevant resolution strategy,
and if there are no less intrusive measures which are able to achieve the same objective to
the same extent(*).

A measure is proportionate to the threat that those impediments pose to financial stability
in the event of a failure of the institution, if the overall benefits for making the resolution
of an institution feasible and credible outweigh the overall costs and negative effects of
removing the impediments to resolvability. Resolution authorities should also consider less
intrusive measures when assessing proportionality.

Proportionality considerations will be taken into account when IRTs apply the expectations
included in this document, tailored for each bank based on a dialogue between banks and IRTs.

(%) Art. 52 BRRD. Preparatory work for the business reorganisation plan is already expected to be done during the resolution planning
phase. Moreover, for transfer strategies, separability analysis is expected to be performed during resolution planning to support the
implementation of the transfer tools.

() Art.20 (16-18) SRMR.
(%) See also Art. 10 (7) (second sentence), (10) (third subparagraph) and (13) (b) SRMR.

(*) Intrusiveness shall be assessed by costs and negative effects on the institution and its owners and their right to conduct business, and
on the soundness and stability of the ongoing business of the institution.
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21. Governance

2.1.1. Objective

Banks have in place robust governance processes that facilitate the preparation as well as the
implementation of the resolution strategy. Robust governance arrangements ensure (i) timely
and accurate provision of relevant information on a regular and ad hoc basis, (i) effective
oversight during resolution planning and in crisis, and (jii) efficient decision-making at the time
of resolution.

2.1.2. Background

A precondition of an effective and timely implementation of the resolution strategy by the SRM
requires the banks’ governance procedures to support timely decision-making in resolution.
In this context, key roles must be adequately staffed to support resolution planning, and
governance arrangements must provide effective oversight and decision-making. This includes
assigning clear responsibilities of business units, senior managers up to and including board
members, and identifying a member of the management body(“°) responsible for ensuring the
bank is and remains in compliance with resolution planning requirements; this member of the
management body is further responsible for ensuring that resolution planning is integrated into
the bank's overall governance processes. In addition, banks should ensure there is an appropriate
level of oversight by their board and senior management(*') over the staff responsible for the
implementation of the principles below.

For an effective and timely execution, banks therefore must establish appropriate governance,
business-as-usual procedures and controls to ensure that the banks’ assessment is updated on a
timely basis, provided that there are any material changes or where evidence suggests that the
assessment is no longer accurate.

Dry runs and playbooks can be used to refine these governance processes and the actions to
be taken by the board and/or by the management body before, during and after the resolution
event.

(*9) Art. 2 (24) BRRD, EBA Guidelines on internal governance under Directive 2013/36/EU.
(*) Art. 2 (25) BRRD, EBA Guidelines on internal governance under Directive 2013/36/EU.

13
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2.1.3. Principles

[PRINCIPLE 1.1] ACTIVE INVOLVEMENT OF MANAGEMENT BODY AND SENIOR
MANAGEMENT

The management body and the senior management shall provide all necessary assistance
for the achievement of the resolution objectives and the operationalisation of the bank'’s
resolution strategy(*).

The management body is actively involved in resolution planning and has identified
a member of the management body as well as an experienced senior-level executive to
manage the bank’s resolution-related activities.

1) Banks are expected to appoint a member of the management body that is responsible for
the (internal) work on resolution planning and the implementation of the resolvability work
programme(®).

This member:

is ultimately responsible for the provision of the information necessary to prepare the
bank’s resolution plan as well as for those persons responsible, if different, for the relevant
legal persons, critical operations and core business lines;

is responsible for ensuring that the bank is and remains in compliance with resolution
planning requirements;

ensures that resolution planning is integrated into the bank’s overall governance
processes(*);

is responsible for amending existing committees or establishing new committees to
support resolution activities, where needed;

signs off on the main deliverables or ensures adequate delegation arrangements in
this respect, as part of appropriate internal control and assurance mechanisms, e.g. the
resolution reporting templates;

updates on a regular basis the other members of the management body and of the
supervisory body on the state of resolution planning activities and the resolvability of the
bank, which is documented by means of minutes;

ensures adequate budgeting of and staffing for resolution activities. In particular in,
but not limited to, the case of a BU entity of groups headquartered in a third country:
this member ensures employment of staff knowledgeable of local circumstances and
dedicated resolution planning staff that is actively involved in and contributes to the
overall group resolution planning activities, with the ability to provide effective supportin
a group resolution scenario; and

identifies a senior-level executive heading and/or coordinating resolution planning
activities.

(*3) Art. 34 (d) BRRD.
(¥) The appointed member of the management body may be supported by a dedicated committee.

(%) For further details, please see Principle 1.2.
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2) Banks are expected to appoint an experienced senior-level executive who is responsible for
managing and coordinating the (internal) resolution planning/resolvability work programme(*).

The experienced senior-level executive:

coordinates and manages resolution activities (e.g. preparation of workshops, completion
of questionnaires and other IRT requests);

serves, with his/her team, as the main point of contact for the IRT to ensure a coordinated
approach for resolution planning and as the main point of contact for the implementation
of the resolution strategy across the group;

avoids parallel and/or inconsistent communication with resolution authorities/IRTs;

coordinates the operationalisation of the resolution strategy (preparation and testing of the
relevant steps for the implementation of the strategy in the context of resolution planning)
and participates in dry runs to test and evaluate the operational readiness of the bank(*);
and

where necessary, establishes dedicated work streams to address resolution topics.

[PRINCIPLE 1.2] GOVERNANCE FOR RESOLUTION ACTIVITIES

The governance processes and arrangements ensure that resolution planning is integrated
into the overall management framework of banks and support the preparation and
implementation of the resolution strategy.

Banks are expected to:

ensure that the resolution governance function is adequately staffed to ensure that
decisions in the context of resolution before, during and after a resolution event can be
made in a timely manner;

establish clear lines of responsibility, including reporting lines and escalation procedures up
to and including board members and approval processes, for both resolution planning and
crisis management (e.g. the implementation of the resolution decision, communication
with relevant stakeholder groups(*), etc.), all of which is documented in dedicated policies
and procedure documents (incl. playbooks);

ensure that strategic decisions take into account resolution-related interconnections
impacting resolvability (e.g. M&A activities, legal entity restructuring, changes to the
booking model, use of intra-group guarantees and changes to the IT environment);

inform resolution authorities without undue delay on material changes planned to
elements such as the business model, the structure, the operational set-up (e.g. changes
to the IT infrastructure) and the governance having an impact on resolution planning
activities or the implementation of the preferred resolution strategy and resolvability(*®);

#) This executive might be supported by a team of experts (project team, task force, the set-up of a unit for resolution activities, etc.).

47

(*)

(*) For further details, please see Principle 5.1.

() Please refer to the Principles for Communication (2.6) for further details.
(

“) Art. 10 (6) BRRD.
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ensure an efficient flow of information on resolution matters between the management
board, the senior level executive and all other relevant staff, enabling them to perform their
respective roles before, during and after the resolution event;

ensure that intra-group providers of relevant services have their own governance structure
and clearly defined reporting lines, do not rely excessively on senior staff employed by
other group entities, have contingency arrangements to ensure that relevant services
continue to be provided in resolution and that the provision of relevant services within
the group is structured to avoid preferential treatment upon the failure or resolution of any
group entity; and

in the case of a group headquartered in a third country, ensure that the BU entity is well
staffed and the BU entity’'s management is well informed about the group resolution
strategy, including the decision-making processes/procedures in a crisis, and is able to
balance decision-making by the group headquartered in a third country in going-concern,
by taking into account the resolvability of local entities.

[PRINCIPLE 1.3] QUALITY ASSURANCE AND INTERNAL AUDIT

Banks have established a quality assurance process to ensure the completeness and accuracy
of information sent to resolution authorities for resolution planning purposes. Resolution-
relevant information is also regularly reviewed by internal audit.

Banks are expected to:
establish a quality assurance process for resolution-related information;
have arrangements that ensure the completeness and accuracy of data;

ensure that resolution-relevantinformation is regularly reviewed by internal audit (resolution
planning activities are part of the annual audit plan);

ensure that the audit committee monitors the effectiveness of the institution’s internal
quality control, and receive and take into account audit reports; and

ensure that the audit committee or another body periodically reviews these arrangements.
[PRINCIPLE 1.4] TESTING AND OPERATIONALISATION OF THE STRATEGY

Banks describe all operational aspects of the resolution strategy in playbooks (including
responsibilities and escalation procedures) and regularly evaluate and test those aspects by
means of dry runs.

Since operational aspects of the resolution strategy are mostly linked to the tool to be used,
and touch upon several expectations outlined in the following chapters, banks are expected
to demonstrate testing and operationalisation capabilities as further described in the below
principles and in accordance with any other tailored requests from IRTs.



EXPECTATIONS FOR BANKS

2.2. Loss Absorbing and recapitalisation capacity

2.2.1. Objective

Banks have sufficient loss absorption capital available and, if applicable, recapitalisation
capacity at the point of entry to absorb losses in resolution, to comply with the conditions
for authorisation and to regain market confidence post-resolution, allowing the continued
performance of critical functions during and after resolution. Banks also maintain loss absorption
and recapitalisation capacity at subsidiary level, and set up a credible and feasible internal loss
transfer and recapitalisation mechanism within resolution groups, if applicable.

2.2.2. Background

Resolution authorities must have the necessary flexibility to allocate losses to creditors in a
range of circumstances(®). For this purpose, it is desirable that the power of write-down and
conversion as well as the bail-in tool can be applied, in line with the appropriate resolution
strategy, to as wide a range of the unsecured liabilities of a failing institution as possible, subject
to the mandatory exclusions provided in the legal framework(*®). Moreover, the resolution
authority may exclude or partially exclude certain liabilities, in a number of circumstances
defined by the regulation(”’). To meet this goal, banks need to implement adequate internal
processes, governance arrangements and MIS capabilities to identify liabilities, notably those
which are mandatorily excluded from bail-in; support the resolution authorities’ assessment for
the adoption of discretionary exclusions; and support the execution of the resolution tools.

The Minimum Requirement for Own Funds and Eligible Liabilities (MREL) is a requirement set by
resolution authorities in order to ensure that banks maintain a minimum amount of own funds
and eligible liabilities at all times and to facilitate the implementation of the preferred strategy.
MREL is set at consolidated resolution group level with requirements to be met with externally-
issued eligible liabilities at the level of the resolution entity and own funds at the level of the
resolution group, and for subsidiaries at individual level in view of enforcing an effective loss-
transfer mechanism to the resolution entity.

Building up and maintaining MREL capacity by focusing on quantity, quality, governing law and
appropriate location of MREL instruments plays a key role in improving the banks’ resolvability,
by underpinning the credibility and feasibility of the preferred resolution strategies and by giving
resolution authorities greater flexibility and confidence. In particular, subordination requirements
set by the SRB improve resolvability by reducing the risk of breaching the No Creditor Worse
Off (NCWO) principle, while ensuring an adequate location of eligible instruments issued in
jurisdictions where they can be enforced is instrumental to supporting the implementation of
the resolution strategy.

Banks need to be involved in order to provide resolution authorities with bank-specific
information necessary to determine MREL in a timely manner, to monitor MREL build-up and to
ensure compliance with MREL requirements.

(*) Recital (68) BRRD.
(%) Recital (70) BRRD.
() Recital (72) BRRD.
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2.2.3. Principles - Loss absorption and recapitalisation capacity
and cross-border recognition of resolution actions

[PRINCIPLE 2.1] SUFFICIENT LEVEL OF LOSS ABSORPTION AND RECAPITALISATION
CAPACITY

Banks have a sufficient level of loss absorption and recapitalisation capacity to allow the
allocation of losses to as wide a range of liabilities as possible(*?) and to ensure the effective
application of the resolution strategy(>).

In particular, banks are expected to identify and quantify, subject to specific guidance, in a timely
and reliable manner(*):

the amount of liabilities which are likely, under the preferred resolution strategy, to
contribute to loss absorption or recapitalisation;

the amount of liabilities which are mandatorily excluded from write-down and
conversion(®); and

the amount of liabilities which are not likely to contribute to loss absorption or
recapitalisation, if applicable, considering at a minimum the following factors(®):

maturity;
subordination ranking;
the types of holders of the instrument, or the instrument’s transferability;

legal impediments to loss absorbency such as lack of recognition of resolution tools
under foreign law or existence of set-off rights;

other factors creating risk that the liabilities would be exempted from absorbing
losses in resolution; and

the amount and issuing legal entities of qualifying eligible liabilities or other liabilities
which would absorb losses.

The set of liabilities not excluded from bail-in is broken down by classes of creditors in the
institution, in accordance with the applicable hierarchy of claims(*’). Additionally, banks are
expected to provide all relevant information needed to estimate the treatment that each class of
shareholders and creditors would be expected to receive if the institution were wound up under
normal insolvency proceedings(®®), in order to support the application of the NCWO principle
and to respect the pari passu principle.

Also Recital (70) BRRD.
Recital 79 and Art. 54 (1) BRRD, DR 2016/1075 25 (3) (b).
Art. 20 (14) SRMR.

)
)
)

*%) Art. 27 (3) SRMR.
) DR2016/1075 (28) (2).
)

See SRB publication on insolvency ranking: https://srb.europa.eu/sites/srbsite/files/Idr_-_annex_on_insolvency_ranking_2019_clean_
v2_v1.1.pdf.

(*%) Art. 20 (16-18) SRMR.
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EXPECTATIONS FOR BANKS

[PRINCIPLE 2.2] CROSS-BORDER RECOGNITION OF RESOLUTION ACTIONS

Banks have adequate arrangements in place to ensure the cross-border recognition and
effectiveness of resolution actions.

For agreements governed by the laws of a third country, banks are expected to include
contractual terms that are effective and enforceable in that third country to:

ensure that the write-down and conversion of liabilities would be effective and enforceable
in that third country, in line with Art. 55 BRRD(*). For derivatives transactions executed
under an International Swaps and Derivatives Association (ISDA) Master Agreement (or
another Protocol-covered agreement), adherence by all parties to the relevant ISDA bail-in
protocol can be one suitable way to achieve such bail-in recognition; and

bind the counterparty of a financial contract to the restrictions of Art. 68 BRRD, so that crisis
prevention measures or crisis management measures including any directly linked events
(such as e.g. change of control) shall not entitle the counterparty to terminate, suspend,
modify, net or set-off contracts or to enforce security rights, including in cross-default
constellations and ensure that the contract may be subject to the exercise of suspension
powers under Art. 69-71 BRRD. Adherence by all parties to a covered agreement to the ISDA
2015 Universal Resolution Stay Protocol and/or the relevant modules under the ISDA 2016
Jurisdictional Modular Protocol can be one suitable way to achieve such resolution stay
recognition for derivatives or securities financing transactions executed under a Master
Agreement covered by the Protocols.

In addition to ISDA Protocols, national initiatives might be available or bilateral contract clauses
may be inserted to achieve recognition of resolution actions.

Banks are expected to reg