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The SSM in the global market context (I/II)

 Current situation is characterized by:
 Excessive liquidity for banks practically at zero cost accompanied by …
 …subdued economic growth mostly due to …
 …high unemployment in the periphery and …
 …close to zero inflation rate in combination leading to …
 …richening of practically all fixed income products.
 Cheap funding is not translated into higher loan production due to scarcity or looming
scarcity of equity as well as low demand for loans – in particular from SMEs.
 With around EUR 30bn in deposited overnight at the ECB yielding -20bp the overall
situation comes close to a classical liquidity trap. Ideally, a liquidity trap is also
associated with the fear for higher rates resulting in real cash holdings rather than a
constant run on liquid FI assets.
 Numerous economic text books – taking reference to J.M. Keynes - mention a higher
inclination of lawmakers, regulators or central banks to actively intervene in capital
markets.
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The SSM in the global market context (II/II)
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The Single Supervisory Mechanism

 The Single Supervisory Mechanism (SSM) is integral part of the European Banking
Union. It is accompanied by the Single Resolution Mechanism (SRM), which will
establish uniform rules and procedures for the resolution of failing banks.
 The SSM will create a new system of banking supervision at the ECB and the
national competent authorities of participating EU countries.
 Among these EU countries are those whose currency is the euro and those whose
currency is not the euro but who have decided to enter into close cooperation with the
Single Supervisory Mechanism.
 The legal basis for the SSM was laid on 29 October 2013. This regulation entered into
force on the fifth day following the publication, i.e. on 3 November 2013. The ECB will
assume its new supervisory tasks on 4 November 2014.
 The main aim in of the Banking Union is that the implementation of a European single
supervision mechanism in conjunction with a single resolution mechanism will make a
key contribution towards restoring financial stability in the euro area.
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Scope of the SSM

 The SSM confers supervisory powers to the ECB in full for banks located in the euro
area exceeding particular thresholds. However, banks referred to in Article 2 (5) of the
Capital Requirements Directive (CRD IV) are excluded, for example central banks of
the member states and several other named banks like the KfW in Germany. In any
case:
 The SSM will only include member states within the eurozone (obligatory) and
member states outside the eurozone that decide to join the SSM (voluntary),
together known as the "participating member states" (see next page).
 The SSM endows the ECB with specific supervisory powers. Any supervisory
functions not transferred to the ECB will be carried out by national supervisors.
These tasks can be seen as not being crucial for the stability of the financial
sector.
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SSM Countries

FI (3)
EUR 432bn
Eurozone Countries
IE (4)
EUR 323bn

EE (2)
EUR 13bn
LV (3)
EUR 13bn

NL (7)
EUR 2.2tn
BE (7)
EUR 775bn
LU (5)
EUR 83bn

non-SSM countries

DE (21)
EUR 4.6tn
AT (8)
EUR 493bn

SK (3)
EUR 33bn

FR (10)
EUR 7.1tn

PT (4)
EUR 318n

ES (15)
EUR 3bn

IT (14)
EUR 2.3tn

MT (3)
EUR 16bn
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GR (4)
EUR 354bn

CY(4)
EUR 50bn
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And what "The Power" means in detail

 The ECB either conducts itself or delegates the following tasks:
 Ensure compliance with EU law, including national law that implements EU legislation, that
imposes requirements on banks with respect to own funds, securitization, large exposure
limits, liquidity, leverage, and reporting and public disclosure of information on such matters.
This constitutes the core of bank supervision.
 Authorizing banks and withdrawing authorization of banks.
 If a bank is established in a participating member state and wishes to establish a branch or
provide cross-border services in a non-participating member state, the ECB has to carry out
the tasks the competent authority of the home member state should have under the
relevant EU law.
 Supervise the governance arrangements in banks.
 Supervision on a consolidated basis, including financial holding companies and mixed
financial holding companies, and to participate in supervision on a consolidated basis.
 Assessing mergers, acquisitions and disposals of banks. National authorities will prepare
the assessment of acquisitions, but the ECB makes the final decisions.
 Carry out supervisory reviews, including stress tests and supervisory tasks in relation to
recovery plans, and early intervention.
 Participation in supplementary supervision of a financial conglomerate in relation to the
bank included in it.

8

4 November 2015: ECB takes over supervision

 Having a Single Supervisory Mechanism (SSM) in place can hardly be seen
negative. Internationally operating banks should be supervised also by a supranational
entity.
 Covered Bond wise the topic is tricky:
 UCITS 52(4): Member States may raise the 5 % limit […] to a maximum of 25 %
where bonds are issued by a credit institution […] and is subject by law to special
public supervision designed to protect bond-holders.
 In the epic response to the EU Commission titled " EBA Report on EU Covered
Bond Frameworks and Capital Treatment" EBA takes reference to Covered Bond
special public supervision
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EBA's discussion

 EBA took a closer look at European supervisory practices in four different contexts:
 Covered Bond oversight prior to issuance
 Ongoing supervision
 EBA considers aspects like on-site inspections, supervision of changes to
the program, role of the supervisor in appointing various figures involved,
asset eligibility criteria, coverage calculations etc.
 Supervision post issuer's default
 EBA states the particular relevance of supervision post insolvency
("designed to protect bondholders")
 Operational aspects
 Covered Bond-specific units, independent cash-flow calculations, stress
scenarios …
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Covered Bond oversight prior to issuance

 EBA recognizes significant national specifics between:
 One-off licensing for becoming a "covered bond bank":
 France, Spain, Ireland, Italy
 One-off covered bond specific licensing:
 Austria, Germany, Denmark, Finland, Netherlands, Norway, Sweden
 Authorization prior to each program:
 Germany, Netherlands, UK
 Ex-ante notification of each program:
 Finland, France
 Notification of issuance:
 Portugal (ex ante), UK (ex ante), Netherlands (ex post)

11

Ongoing supervision

 Ongoing supervision is probably the aspect that draws the most attention as well as it
is the most complex topic in the context of special public supervision:
 One of the most interesting aspects in ongoing supervision is the role between trustee,
cover pool monitor and supervisory authority
 Implementation of regular on-site inspections;
 Reporting requirements;
 Implementation of supervisory guidelines specific to covered bond issuance
business;
 Supervision of changes in the features of existing covered bond programs;
 Role of the supervisor in the appointment of the various figures involved in the
monitoring/management of the CB program;
 Supervision of asset eligibility and asset valuation criteria;
 Supervision of coverage calculations;
 Supervisory prompt corrective action practices.
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Supervision post issuer's default
 This might appear a bit strange to some readers, however this is where the UCITS wording
"designed to protect bondholders" really becomes reality.
 The first and most prominent duty of the supervisor in or shortly before an issuer default
is the appointment of the cover pool administrator … normally
 However, this aspect is quite broadly designed:
 Germany: supervisor proposes to court the administrator, can propose to court to
dismiss the administrator, can undertake ad hoc audits of the cover pool, etc.
 France: supervisor appoints the special administrator and is entitled to impose
random audits
 Finland: supervisor appoints administrator and supervises the program
 Ireland: supervisor "may request" the national treasury to identify a suitably
qualified person or appoint the NTMA if such a suitably qualified person cannot
be identified
 …
 Spain: Insolvency court will appoint the insolvency administrator amongst those
suggested by the deposit guarantee fund (the management committee of the
deposit guarantee fund is currently composed of 12 members, six of them
designated by the Bank of Spain).
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Operational aspects

 The organization of the supervisor in relation to CB supervision, in particular whether
the supervision of CB is carried out by CB-specific units and whether the supervision is
organized in issuer-specific teams;
 The practice of developing independent cash flow sensitivity/stress test models for the
supervision of covered bond programs
 The practice of providing supervision staff members covered bond business-specific
training.
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EBA final recommendations on supervision

 #1: The legal/regulatory covered bond framework should provide sufficiently detailed
description of what the duties and powers of the competent authority are on the
covered bond program, as well as its administration, in a scenario of issuer’s
default
 #2: Requirements relating to the role of the special public supervision should be
considered for inclusion among the qualifying criteria determining the preferential
treatment enshrined in Art. 129 of the CRR
 #3: The legal/regulatory covered bond framework should provide a clear and
sufficiently detailed illustration of the duties and powers of the competent authority
regarding the ongoing supervision of the applicable activities/regulatory
requirements of covered bond issuers.
 #4: The legal/regulatory covered bond framework should provide sufficiently detailed
description of what the duties and powers of the competent authority are on the
covered bond program, as well as its administration, in a scenario of issuer’s
default.
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being offered, sold, delivered or advertised in the Russian Federation. This analysis is intended for qualified investors, as defined by the Law, and shall not be distributed or disseminated to a general public and to any person, who is not a
qualified investor.
Notice to Singapore investors
The information in this publication is intended solely for Institutional and Accredited investors only, as defined in section 4A of the Securities and Futures Act (Cap. 289) of Singapore (“SFA”) and is not intended to be made available to the
retail public. We have taken reasonable steps to select information based on sources believed to be reliable. However we do not make any representation as to its accuracy or completeness. This publication is distributed for information only
and is not a prospectus as defined in the SFA. It is not and should not be construed as an offer to sell or a solicitation of an offer to buy any security or investment product. It is also not and should not be construed as providing advice
regarding any security, investment or product. Any opinions herein reflect our judgement at the date hereof and are subject to change without notice. Such opinions do not take into consideration the investment objectives, financial situation,
risk appetite of any other characteristics and particular needs of an investor. You should consult your advisers concerning any potential transactions and consider carefully whether the security, investment or product is suitable for you before
making any investment decision. Any reports provided herein are provided for general information purposes only. Any information regarding past performances of the investment may not be indicative of future performances and cannot
substitute the obtaining of independent financial advice.
Notice to Turkish investors
Investment information, comments and recommendations stated herein are not within the scope of investment advisory activities. Investment advisory services are provided in accordance with a contract of engagement on investment advisory
services concluded with brokerage houses, portfolio management companies, non-deposit banks and the clients. Comments and recommendations stated herein rely on the individual opinions of the ones providing these comments and
recommendations. These opinions may not suit your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely on the information stated here may not result in consequences that meet your
expectations.
Notice to UK investors
This communication is directed only at clients of UniCredit Bank who (i) have professional experience in matters relating to investments or (ii) are persons falling within Article 49(2)(a) to (d) (“high net worth companies, unincorporated
associations, etc.”) of the United Kingdom Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 or (iii) to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant
persons”). This communication must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this communication relates is available only to relevant persons and will be engaged in
only with relevant persons.
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Notice to U.S. investors
This report is being furnished to U.S. recipients in reliance on Rule 15a-6 ("Rule 15a-6") under the U.S. Securities Exchange Act of 1934, as amended. Each U.S. recipient of this report represents and agrees, by virtue of its acceptance
thereof, that it is such a "major U.S. institutional investor" (as such term is defined in Rule 15a-6) and that it understands the risks involved in executing transactions in such securities. Any U.S. recipient of this report that wishes to discuss or
receive additional information regarding any security or issuer mentioned herein, or engage in any transaction to purchase or sell or solicit or offer the purchase or sale of such securities, should contact a registered representative of UniCredit
Capital Markets, LLC.
Any transaction by U.S. persons (other than a registered U.S. broker-dealer or bank acting in a broker-dealer capacity) must be effected with or through UniCredit Capital Markets.
The securities referred to in this report may not be registered under the U.S. Securities Act of 1933, as amended, and the issuer of such securities may not be subject to U.S. reporting and/or other requirements. Available information
regarding the issuers of such securities may be limited, and such issuers may not be subject to the same auditing and reporting standards as U.S. issuers.
The information contained in this report is intended solely for certain "major U.S. institutional investors" and may not be used or relied upon by any other person for any purpose. Such information is provided for informational purposes only
and does not constitute a solicitation to buy or an offer to sell any securities under the Securities Act of 1933, as amended, or under any other U.S. federal or state securities laws, rules or regulations. The investment opportunities discussed
in this report may be unsuitable for certain investors depending on their specific investment objectives, risk tolerance and financial position. In jurisdictions where UniCredit Capital Markets is not registered or licensed to trade in securities,
commodities or other financial products, transactions may be executed only in accordance with applicable law and legislation, which may vary from jurisdiction to jurisdiction and which may require that a transaction be made in accordance
with applicable exemptions from registration or licensing requirements.
The information in this publication is based on carefully selected sources believed to be reliable, but UniCredit Capital Markets does not make any representation with respect to its completeness or accuracy. All opinions expressed herein
reflect the author’s judgment at the original time of publication, without regard to the date on which you may receive such information, and are subject to change without notice.
UniCredit Capital Markets may have issued other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. These publications reflect the different assumptions, views and analytical
methods of the analysts who prepared them. Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is provided in relation to future performance.
UniCredit Capital Markets and any company affiliated with it may, with respect to any securities discussed herein: (a) take a long or short position and buy or sell such securities; (b) act as investment and/or commercial bankers for issuers of
such securities; (c) act as market makers for such securities; (d) serve on the board of any issuer of such securities; and (e) act as paid consultant or advisor to any issuer.
The information contained herein may include forward-looking statements within the meaning of U.S. federal securities laws that are subject to risks and uncertainties. Factors that could cause a company’s actual results and financial
condition to differ from expectations include, without limitation: political uncertainty, changes in general economic conditions that adversely affect the level of demand for the company’s products or services, changes in foreign exchange
markets, changes in international and domestic financial markets and in the competitive environment, and other factors relating to the foregoing. All forward-looking statements contained in this report are qualified in their entirety by this
cautionary statement
This document may not be distributed in Canada.
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