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Valuations of Financial 
Instruments

Market Risk 
Modelling

CVA/DVA/FVA

Credit Risk 
Modelling

AQR & Stress 
Testing

FS Analytics at KPMG 

Basel Validation

Provisioning 
Models

Presenter
Presentation Notes
Across the Eurozone, KPMG either advised on the AQR or is the auditor of 93 out of the 128 banks, more �than any other Audit firm. 
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Global standard setters defining 
principles

EU institutions agree legislation
and are increasing using ‘EU-
level regulations’ to prevent
national inconsistencies

EU supervisors have increasing
power over technical
requirements and direct
supervision of firms

National authorities focus on 
enforcement and less on rule-
making

FSB BCBS IOSCO IAIS

ESA

EBA EIOPA ESMA

European Central Bank

AFM DNB

The new layers of rule-making and influence

EU Council

European Parliament European Commission

Presenter
Presentation Notes

Er zijn drie sectorale Europese toezichthouders: European Banking Authority (EBA), European Insurance and Occupational Pensions Authority (EIOPA) en European Securities and Markets Authority (ESMA). Gezamenlijk worden zij de European Supervisory Authorities (ESA’s) genoemd. Zij hebben op grond van artikel 16 van de respectievelijke ESA Verordeningen , de bevoegdheid om richtsnoeren en aanbevelingen (“guidelines and recommendations”) uit te vaardigen gericht tot bevoegde autoriteiten of financiële marktdeelnemers.


Business has been brisk for regulators and rule-makers since the crisis.

Whole new layers and structures exist where previously they didn’t.

All want to use their new found importance, all have new tools and powers to use.

So the days of relying on relationships with just the FSA are passed.

There are challenges in navigating the new landscape but also some benefits to industry.

For large global firms the increased role and influence of global standard-setters is a good thing, it means greater consistency between jurisdictions and less scope for gold-plating. It also creates a less-political forum in which to influence future thinking.

The EU institutions are well known by reputation but often not fully understood in terms of influence. While most feared the European Commission currently has less direct input into the details of the rules, MEPs and the Council are the greater influencers. The Commission has largely completed its remit and is now planning ahead for the next set of reforms.

Parliament has been where the most unexpected actions have come from – think the Belgium Green MEP who got a bonus cap through. On derivatives rules many of the sensible changes have come through MEPs with banking backgrounds.

The workings of the Council is less transparent but crucial in the final decisions, the rotating presidency adds a complication as complex proposals are passed from one country to the next.

EU supervisors are still in their infancy and finding their feet. With most of the new rules stuck at level 1 they are yet to get their teeth into much.

The most interesting development is the ECB, who as they emerge from being a central bank into a supervisor for Eurozone banks have a strong influence over the scope and details of rules. MEPs are scrabbling to secure safeguards and controls on the ECBs power. I’ll talk a bit more about that when I come to banking union.

So lastly while still important the days when national regulators were dominant has I think ended. The new FCA and PRA will undoubtedly want to show their teeth but largely the rules under which firms operate will be agreed at European or global level. The scope for gold-plating rules is also restricted as the EU favours ‘EU level regulation’ like EMIR, CRR etc.
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“Against this background, the ECB conducted a 
thorough review of banks’ balance sheets and risk 
profiles, in preparation for the start of single 
supervisory mechanism.
More generally, this review will foster greater 
transparency in banks’ balance sheets and advance 
the consistency of supervisory practices in Europe”

Impact of NL

The rationale – Loss absorption capacity

Scope and supervision
■ Ca. 130 banks in scope for CA of which 120 will be under 

direct supervision
■ ECB indirect supervision on rest (some 3700 entities))

– Supervision by National Competent Authority (NCA) teams
– Oversight by ECB

Daniele Nouy, head of banking supervision at ECB
“This exercise is an excellent start in the right direction…”

Presenter
Presentation Notes
Econfin has decided that a European Supervisory was required, anticipating on the financial crisis, to address the shortcomings of national supervisory 
- Uniform assessmment and supervision of banks
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The EBA/ECB stress test 2014 – a credible stress?

Mario Draghi regarding stress 
test 2014: “Banks must fail”

International media quotes (27 October 2014)

Wenn die Restauranttesterin zur Köchin wird
(slager keurt eigen vlees)
Handelsblatt

Europe's bank test celebrations mask 
mounting challenges
Reuters

Stress Tests Mark Step Closer Toward 
Eurozone Banking Union
Wall Street Journal

Gefahr für Steuerzahler: Auch der Stresstest
macht die Banken nicht sicher
Der Spiegel

Der Test allein hilft nicht
Frankfurter Allgemeine

ECB test is only the beginning
Financieele Dagblad

Europe's Banks Are Still a Threat
Bloomberg

Presenter
Presentation Notes
EBA moest verder gaan dan 2011
Reacties toch sceptisch – wat er nu uit is gekomen had iedereen verwacht – een politiek compromis???
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THE APPROACH – AQR and stress testing framework

AQR
Reclassifications 

PE  NPE

Revaluations of collateral

IBNR & collective provisioning

Credit value adjustment

Existing core tier 1 
capital

Stress test Market Risk

Cost of Funding

Securitisation

Credit Risk

Sovereign Risk

Net interest income

Expected loss

Fair value of assets & 
liabilities

Risk weighted assets

Key assumptions
► Stable balance sheet
► Same business mix
► Replace maturing items with same items with same maturities

Required Core 
Tier 1 capital 

(per 2016)

Base: 8%
Stress: 5.5%
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Country GDP
COMMERCIAL 

PROP.
RESIDENTIAL 

PROP.
UNEMPLOY-

MENT
Netherlands -1.6% -15.0% -16.7% 9.6%
France -1.1% -4.7% -28.1% 12.2%
Germany -2.4% -0.1% -4.2% 7.0%
UK -1.5% -18.2% -19.2% 11.5%
Italy -3.2% -7.9% -15.3% 14.4%
Spain -1.2% -5.6% -9.5% 27.1%

2014-2016

      

Country GDP COMMERCIAL 
PROP.

RESIDENTIAL 
PROP.

UNEMPLOY-
MENT

Netherlands -1.5% -19.0% -8.2% 5.9%
France 0.6% -33.2% -15.4% 9.8%
Germany -0.3% -19.0% 4.8% 6.9%
UK 0.2% -33.0% -17.3% 10.6%
Italy -1.1% -19.0% -4.8% 9.2%
Spain -2.1% -46.7% -21.9% 22.4%

  

2011-2012

Shock impact under adverse scenarios (cumulative figures)

THE APPROACH - The ESRB stress scenario, an economic or 
political scenario?

Previous stress –
EBA 2011 stress

EBA 2014 
stress

Presenter
Presentation Notes
Key components of the narrative
an increase in global bond yields amplified by an abrupt reversal in risk assessment, especially towards emerging market economies (EMEs), and pockets of market liquidity; 
a further deterioration of credit quality in countries with feeble demand, with weak fundamentals and still vulnerable banking sectors
stalling policy reforms jeopardising confidence in the sustainability of public finances
the lack of necessary bank balance sheet repair to maintain affordable market funding.
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EBA stress test 2014 
Portfolio perimeter of the EBA stress test

P&L RWA
Credit Risk Market Risk Funding risk Credit Risk Market Risk

As
se

ts

Loans & 
Receivables Amortised Cost   

Corporate Bonds
Amortised Cost   

Fair Value  (AFS, FVPL)   

Fair Value (HFT)   

Government 
Bonds

Amortised Cost   

Fair Value  (AFS, FVPL)   

Fair Value (HFT)   

Securitisations
Amortised Cost   

Fair Value  (AFS, FVPL)   

Fair Value (HFT)   

Li
ab

ili
tie

s
&

 d
er

iv
at

iv
es

Liabilities
Debt instruments (fair value)  

Wholesale funding 

Customer Funding 

Derivatives
Interest rate swaps    

FX swaps    
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EBA stress test 2014 
Templates, templates, ....

The templates have been organised as:
Core templates
■ Advance Data Collection (ADC)
■ Calculation Support and Validation data (CSV)
■ Transparency (TR)

Many updates of the templates (including completely 
new templates replacing other ones)

Challenge to map accounting reality onto economic reality, e.g. 
different treatment of hedge accounting and non-hedge accounting

Specification of extreme detail not accounting for 
complex operational/IT environment at banks

Changes in guidance and ad-
hoc solutions in templates 

(suggested by 
NCAs/EBA/ECB)

More than 2,000 Q&A from 
EBA/ NCAs and ECB; a number 

of Q&A was even circulated 
after the submission deadline Some templates (e.g. 9 vs. 9a and 

11 vs. 11a) almost the same but 
still with significant differences
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Comprehensive assessment results

■119,000 debtors analysed in detail and 
170,000 collateral items revalued

■1.5 million data points

■18% increase in NPEs across sampled 
portfolios

■ AQR contributed €13.4 billion of the 
aggregate capital shortfall out of €24.6 billion

■25 banks failed, but proactive capital raising 
has reduced banks with capital shortfalls to 
only 13

■ A reduction of 4 percentage points in the 
CET1 median capital ratio of the 130 banks.

■€263 billion capital depletion over the three-
year horizon

Bigger stress test capital impact 
than comparative exercises

3.90%

2.90%

2.10%

4.00%

0.00%
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1.00%
1.50%
2.00%
2.50%
3.00%
3.50%
4.00%
4.50%

AQR Spain
(2012)

CCAR (2014) EBA stress
test (2011)

EBA stress
test (2014)
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Presenter
Presentation Notes
Waarom grotere impact:
Bepaalde stress wel meegenomen. (bv sovereign stress)
Macro’s more conservative in een beter economisch klimaat
AQR meegenomen

Maar

Macro’s not as logical as you would expect

Forward looking? Example of funding stress en securitisation spreads rising.

Rumours that Banks that were in the danger zone, tried hard to make their case, whilst banks that easily succeeded didn’t put a lot of effort in this process so ending up with relatively higher stresses. [support by the figures]

Future risks
Deflation
Basle 3 fully loaded
Leverage ratio
IFRS 9
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Landesbank

Mediobanca

HSBC France

Ulster Bank

UniCredit

IKB

Wüstenrot Bank AG 
Pfandbriefbank

Volkswagen 
Financial Services 

Wusternot
Bausparkasse

5.5 to 7% CET1 ratio 
under Adverse scenario

20 banks may particularly wish to create additional capital headroom

Alpha Bank

Bank of Ireland

Raiffeisenlandesbank 
Oberösterreich AG

BAWAG P.S.K. Bank für Arbeit
und Wirtschaft und Öster-

reichische Postsparkasse AG

WGZ Bank AG Westdeutsche
Genossenschafts-Zentralbank

Banks with CET1 ratios lower than 5.5% 
on a Basel III fully loaded basis

DZ Bank

Allied Irish 
Bank

HSH Nordbank

Caixa Geral de 
Depositos

SNS Bank

Source: ECB/EBA; KPMG Analysis
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Banks that are capital constrained with a particularly adverse RoE
and NPE backdrop require early management action

Bank Country
Capital 

constrained

Fully loaded 
CET1 Ratio 
below 5.5% RoE NPE Coverage DTA

UniCredit S.p.A. IT 6.8% 6.5% (35%) 11% 50% Yes

DZ Bank AG Deutsche Zentral-Genossenschaftsbank DE 6.0% 4.9% 15% 2% 43% No

HSBC France FR 6.6% 9.3% 9% 2% 43% No

Bank of Ireland IE 9.3% 2.9% (7%) 14% 48% No

Allied Irish Banks plc IE 6.9% (3.6%) (18%) 22% 44% No

HSH Nordbank AG DE 6.1% 4.8% (23%) 18% 34% No

Caixa Geral de Depósitos, SA PT 6.1% 4.9% (8%) 16% 23% Yes

Landesbank Berlin Holding AG DE 6.8% 5.5% 7% 2% 37% No

Volkswagen Financial Services AG DE 7.0% 6.5% 16% 3% 57% No

WGZ Bank AG Westdeutsche Genossenschafts-Zentralbank DE 7.3% 4.6% 10% 0% 60% No

Mediobanca - Banca di Credito Finanziario S.p.A. IT 6.2% 6.2% (0%) 3% 42% Yes

SNS Bank N.V. NL 6.8% 4.9% (59%) 2% 24% No

Alpha Bank, S.A. GR 8.1% 1.3% 36% 36% 48% No

Raiffeisenlandesbank Oberösterreich AG AT 7.9% 3.9% 5% 6% 42% No

BAWAG P.S.K. Bank für Arbeit und Wirtschaft und Österreichische
Postsparkasse AG

AT 8.5% 4.5% 10% 3% 38% No

Ulster Bank Ireland Limited IE 6.2% n/a (95%) 40% 66% No

IKB Deutsche Industriebank AG DE 6.5% 6.1% 33% 5% 41% No

Wüstenrot Bausparkasse AG DE 6.9% 6.9% 0% 2% 16% No

Wüstenrot Bank AG Pfandbriefbank DE 6.5% 6.5% 1% 2% 25% No
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ECB identifies €879 billion of NPEs across portfolios 
assessed consistently for the first time

Digging deeper, KPMG estimates:

Aggregate NPEs: €1.2 trillion, pre AQR adjustments

Capital tied up: €96 billion (10% of total capital for sector)

RoE drag: 150 basis points

Concentrated and thereby undermining the 
most troubled national economies

Capital tied up supporting NPLs could drive new lending 
of nearly €2 trillion in the sector.

Substantial challenges remain to bridge gap 
between COE and ROE

Addressing NPEs alone will not fix profitability

Presenter
Presentation Notes
Goede richting, transparantie, maar nog te beperkt om fundamenteel herstel te monitoren.. 
Bemoedigend, maar wel een aantal vraagtekens, sommige zijn te evident om ze zomaar te laten passeren.
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