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1. Overview of the paper……………………………………………..Recommended improvements

# Move to dynamic balance sheets

# Move to a reinforced holistic approach to measure capital adequacy (CET1 
ratio, output floor, leverage ratio) in line with the Basel III finalization

# Move to top-down stress tests and full ownership of the exercise by the
supervisor

# Consider more than one adverse scenario; Develop sensitivity scenarios; 
Incorporate ICAAP in the stress testing procedure

# Reintroduce binding hurdles
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2. Alternative scenarios

# Why do need more than one adverse scenario?

# Option 1: Vary the relative intensity of the key components of the 
adverse scenario

3 types of shocks: real economy; financial markets; asset prices

# Option 2: Sensitivity scenarios

# Option 3: A more balanced focus on capital adequacy - profitability
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3. Integration in the supervisory process

# AQRs + TRIM

# SREP

# ICAAP

# Recovery Plans

# P2G disclosure
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3. Integration in the supervisory process………………………….... P2G disclosure

CONS
ꟷ P2G is not a binding requirement in the recently agreed CDR5/CRR2 package;
ꟷ P2G does not determine automatic restrictions in the distribution of dividends;
ꟷ P2G has been introduced precisely to ensure that capital add-ons stemming from the STs

are not included in the P2R as binding;
ꟷ There is the risk that, by disclosing it, the market perceives the P2G as binding;
ꟷ No disclosure of P2G provides flexibility to the supervisor in times of crisis;
ꟷ P2G does not depend only on ST outcomes

PROS
ꟷ Increased transparency for investors and for the functioning of the markets;
ꟷ Current disclosure practices(SW) have not had negative consequences;
ꟷ There is the risk that some banks decide to release its P2G putting pressure on other

banks.

CONCLUSION………………….…PROS do not seem to be compelling enough to compensate the CONS
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4. How to improve the efficiency of the exercise?

THE BANK LEG

Bank’s Baseline Projection

Bank’s ICAAP Baseline Projection

Bank’s Stressed Projection

Bank’s ICAAP Stressed Projection

Bank’s Sensitivity-Based Projection

THE SUPERVISORY LEG

Top-Down Baseline Projection

Top-Down Stressed Projection
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4. How to improve the efficiency of the exercise?

PREPARATORY PHASE

ꟷ Publication of the final methodology of the EBA forward-looking exercise by
October-November 2022, including the templates and any relevant guidance
for the exercise;

ꟷ Release, by 15 December 2022, of a preliminary macro-financial projection
(based on the ECB December projections) with the very specific purpose of
permitting banks, if they so wish, to do preparatory work on the definition of
their baseline projections;

ꟷ Optional: Scrutiny of the Banks’ Starting Point, first quarter of 2023 (but not
later than 15 March).
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4. How to improve the efficiency of the exercise?

FORWARD-LOOKING PHASE

ꟷ Week 1 – Day 1: The EBA releases the macro-financial baseline, drawing on the most recent
ECB projections;

ꟷ Week 3 – Day 5: Banks submit the following package to the EBA: Historical Data, the Starting
Point, the Baseline Projection, the ICAAP Baseline, the ICAAP Stress Test, and the
corresponding narratives;

ꟷ Week 4 – Day 1: The EBA releases the common (macro-financial) adverse scenario, the
complementary stress testing adverse scenarios, and the sensitivity scenario;

ꟷ Week 7 – Day 5: Banks submit the (common) Stressed Projection, the Sensitivity-Based
Projection and the corresponding narratives to the EBA;

ꟷ Weeks 8 – 9: Meetings between supervisors and banks, where banks present their
submissions and face supervisors’ challenging;

ꟷ Week 9 – Day 5: Last day for banks to submit the full set of results, concluding the bank leg
phase (ownership belongs to the banks, so they have a final say on projections).
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4. How to improve the efficiency of the exercise?

FORWARD-LOOKING PHASE (THE SUPERVISORY LEG)

ꟷ Week 14 – Day 5: Supervisors conclude the Top-Down Baseline Projection, the Top-Down
(common) Stressed Projection, and the complementary Top-Down Stressed Projections; the
results are sent to banks;

ꟷ Weeks 15 – 16: Meetings between supervisors and banks and definition of possible
(immediate) capital measures;

ꟷ Week 16 – Day 5: The supervisory leg is closed;

ꟷ Week 17: The results of the stress test (i.e. the predominant supervisory leg) are released by
the EBA and immediate capital measures, if necessary, are announced; the aggregate results
and the sample distribution metrics of the sensitivity analysis are also released by the EBA.

FOLLOW-UP PHASE

ꟷ 31 March – 15 April 2024: Banks submit a report explaining the deviations between the
baseline projection for 2023 (presented one year ago) and the final outcome.
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