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Opinion

BaFin President Felix Hufeld on low interest rates,

digitalisation and regulation

2016 was dominated by three issues at BaFin,
and they will continue to feature high on its
agenda in 2017: continuing digitalisation,
de-facto zero interest rates and the question
of the right level of regulation. These issues
have often enough been carried forward

from one year to the next. Together, they
pose a threefold challenge for the supervised
undertakings - especially for banks.

Digitalisation and big data as an opportunity

Whether you tend to regard the increasing
digitalisation of the financial sector as a
destructive force or as an opportunity is a
question of perspective, because digitalisation
has a bit of both: it has its destructive
elements, but - to quote loosely from
Schumpeter - it's a creative destruction, one
that can also offer opportunities and give rise
to new things. That by no means suggests that
the old, i.e. the established world of finance, is
necessarily doomed to failure.

Yet digitalisation and big data are having an
influence on the entire value chain of financial
services. They may even break up this chain
and reassemble it anew. There may also be
links in the chain that will become obsolete

in a few years’ time. The question is what

this creative destruction does to the business
models of banks and insurers. Take insurers, for
example: given the amount, range and quality
of the data modern technology allows them to
gather and analyse, they will in future be able
to tailor their tariffs to individual customers
with increasing precision. From a regulatory
perspective, this is both sensible and desirable.
Ultimately, however, big data could put the
concept of the community of the insured to the
test.

Old against new?

The catalysts of digitalisation are innovative
fintech companies competing with the
established companies in the financial sector.
They use ultra-modern, flexible IT technology
and put established providers under pressure in
terms of offering and pricing. At the very least,
this puts a question mark over existing business
models. But even in the age of digitalisation,
the banking and insurance business is based

on trust, and fintech companies will first have
to earn that trust. Meanwhile, established
companies will require a degree of agility,

and to demonstrate intelligence when making
business decisions. As Ludwig Borne taught us,
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in a rolling ship, he falls who stands still, not he
who moves.

Data giants

This applies all the more in an environment of
increasing competition: there are large firms
outside the financial sector that hold huge
amounts of customer data. In the future,
these data giants could decide - as a sideline,
effectively — to add financial services to their
portfolio. Who and what offerings will prevail
in the market in the coming decades will be
decided by the market itself, i.e. the customer.

Supervision doesn’t take sides

Supervision is impartial. It is without fear

or favour. It applies its rules and standards
appropriately to fintech companies, too, based
on the old principle of “same business, same
risks, same rules”. What BaFin has made clear
right from the start therefore continues to
apply: its role is to supervise, not to boost
the economy. Both functions are important
and meaningful, but they should not be

mixed. Fintech companies and the issue of
digitalisation in general also pose challenges for
BaFin. It has to get to the core of these issues
and must not allow its knowledge to become
outdated, because it is rightly expected to
provide adequate answers to the regulatory
and supervisory questions of digitalisation.
Here, the watchword is “shape administrative
procedures around target groups”.

Cyber risk

This also, and in particular, applies to cyber
risk, the dark side of digitalisation, where
destruction is not coupled with creative
benefits - not mentioning the illegal advantages
cyber attackers seek to gain. Digitalisation
creates a huge target. The business and

value chain processes in the financial sector
are heavily IT-dependent. For this reason,
confidence in financial services providers today
means above all confidence in IT security and
the protection of personal data. To consider

IT security purely from a cost perspective is
therefore not only risky for operations, but
also strategically short-sighted. True, to ensure
sustained IT security is not an easy task -
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neither for established providers nor for fintech
companies, incidentally. What’s more, by its
very nature, IT security is short-lived. What is
considered secure today may become a gateway
for cyber attacks tomorrow. But BaFin insists

on sustained IT security and demands that
undertakings also insist on such security from
their IT service providers and suppliers. Both
supervisors and the supervised undertakings
must realise: there is no end to learning.

Low interest rates pose added challenge

In addition to the various challenges arising
from digitalisation, there is another issue
facing the sector: persistently low interest
rates. Their effect is increasingly being felt -
especially among those traditionally affected
by them, such as life insurers in Germany.
Most undertakings have prepared themselves
well for continuing hard times on the interest
rates front, for example by strengthening their
capital base, cutting back discretionary bonuses
and offering new products with new forms of
guarantees. But the pressure, especially on
weaker life insurers, is visibly mounting. They
will have to make great efforts if they want

to reliably keep paying the benefits they once
promised in better times. Some owners may
also have to get used to the fact that they

will have to strengthen the capital of their
undertakings. For BaFin, this means that it
continues to operate - and increasingly so - in
intensified supervision mode.

Pensionskassen and Bausparkassen in the low
interest rate environment

This applies even more so to Pensionskassen,
which are also struggling to cope with the

low interest rates. They, too, started to take
mitigating steps at an early stage in order to
boost their risk-bearing capacity. Almost all
Pensionskassen have recognised additional
provisions. However, if the low interest rates
persist, some of them may no longer be able to
provide the promised benefits in full.?

It comes as no surprise that the low interest
rates are also weighing on the earnings of

1  See chapter IV 2.4.5.
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the Bausparkassen. One of the reasons is

that interest expenses for Bauspar deposits
dating back to periods of higher interest

rates are not offset by similar interest income
from Bauspar loans. The Bausparkassen are
trying to deal with the consequences of this
discrepancy. They are introducing new lower-
interest tariffs, creating leaner processes and
reducing their costs. The fact that they are

also visibly working to reduce the proportion of
high-interest-bearing Bauspar contracts in their
portfolios has repeatedly caused a stir in the
media. A recent court ruling has created greater
clarity in this regard.?

Banks also increasingly affected

The longer the historically low interest rates
continue, the more deeply felt their impact

will be on the banks’ books. In terms of
capitalisation, German institutions are still in
relatively good shape. But for how much longer?
In times such as these, operating profitably
becomes increasingly difficult, especially for
banks that are primarily involved in the deposit-
taking and lending business. The institutions
are making the usual adjustments: cutting
costs, introducing adequate prices, looking

for new sources of income and revising their
business models. A tour de force, especially in a
banking sector that is as fiercely competitive as
the one in Germany. But as I said earlier: those
who don’t move will fall. The trick is to make
the right moves.

Interest rate risk

The longer interest rates remain low, the
greater interest rate risk becomes for banks
and insurers. All the more so, because in
times of low interest rates banks are inclined
to accept long-term loans and insurers favour
extremely long-term investments. At the
same time, the supervisory system requires
that assets and liabilities are balanced
appropriately. BaFin keeps an eye on these risks
and intervenes where necessary.? In general,
the regulatory community faces the issue of
the unintended procyclical effect of financial

2 See chaptersI5.3 and III 2.4.6.
3 Seee.g. chaptersI5.2 and III 2.1.
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regulation - in combination with international
accounting standards as well.

Is regulation a burden?

Competition from fintechs and sluggish earnings
because of low interest rates — banks in
particular have for some time been complaining
about another burden they’d love to eliminate:
regulation. Let’s take a quick look back: it’'s
true that regulation has been tightened, and
significantly so, since the outbreak of the
financial crisis in 2007/2008. But it was with
good reason, because large-scale deregulation
had taken place in the years leading up to the
crisis, and that had to be corrected.

There is no rule that says that regulation should
be fun for the regulated. But there are rules

in both German and European law that specify
that it must be appropriate and must not be an
excessive burden. In terms of proportionality,
European bank regulation is not yet where it
should be. As part of the reforms of the CRD IV
and CRR*%, BaFin is therefore looking for ways to
lessen the burden on smaller institutions. That
this needs to be done is beyond doubt for BaFin,
although it is far from clear to what extent it
will be able to prevail in the European legislative
process.

Navigating challenges

The process of reducing the burden on smaller
institutions involves some challenges that have
to be navigated carefully; for instance, banks
can only fulfil their important economic role if
they are sufficiently solvent and have adequate
liquidity, and the banking system as a whole is
stable and resilient. The capital and liquidity
requirements, which were tightened following
the crisis, must not be relaxed again — not even
for smaller banks. The equation that “small
equals low-risk” is in many cases a fallacy, and
there have to be firm minimum standards for all
banks. Consequently, concessions for smaller
institutions should above all focus on areas
where administrative effort can be minimised
without reducing risk-bearing capacity.

4 Capital Requirements Directive IV and Capital
Requirements Regulation.
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Regulatory concessions that are a threat to
financial stability must be off the agenda.
This also and above all means that the
particularly stringent requirements for large
and systemically important banks must not be
relaxed. Proportionality works both ways and
must not be confused with laxity. In general,
the reasonable and important objective to

put greater emphasis on the principle of
proportionality must not be confused with
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general deregulation. If there is one thing

we have to prevent from happening, itis a
relapse into the destructive “pork cycle” of
deregulation-crisis-regulation-deregulation-new
crisis. From a global perspective, such a relapse
can by no means be ruled out at present. It

is all the more important, therefore, to keep
referring back to the lessons the financial crisis
has taught us.
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Spotlights

1 Reform of the Basel framework

The member states of the Basel Committee on
Banking Supervision (BCBS) are negotiating
the finalisation of the Basel III reform agenda.
Its key aspect is a review of global banking
regulation, which in BaFin’s opinion should also
reflect the various national market structures
and business models of the banks, despite its
high level of detail. The crucial meeting of the
Group of Central Bank Governors and Heads
of Supervision (GHOS), originally planned

for early January 2017, has been postponed,
because some last important details still had to
be clarified. The issue in question is the design

2 Important European reforms

2.1 Commission’s reform package

2.1.1 Banks

Since the start of the financial crisis in
2007/2008, banking regulation has been
significantly tightened - at both the global
and the European level. In 2016, the European

and level of an output floor intended to limit the
variability of risk-weighted assets (RWA) when
using internal models. From BaFin’s point of
view, the aim has to be to find an acceptable
global compromise and thus bring Basel III to a
successful conclusion.! However, a compromise
at any price is, in the opinion of BaFin’s President
Felix Hufeld, not an option. He believes that it is
correct to limit the risk sensitivity of the Basel
framework and therefore also the use of internal
models in a reasonable way. “But we are not
prepared to, de facto, relinquish risk sensitivity
as a regulatory principle.”

Commission dealt intensively with the issue of
whether post-crisis regulation is adequate and
at the same time proportionate. At the end of
November 2016, it presented a comprehensive
package of reform proposals intended to further

1 No results were available at the time of going to press.
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* Planned amendments

The European Commission aims to reduce
risks and thus increase financial stability
and strengthen the trust in the European
banking sector. To this end, the Commission
intends to make additions in particular to

complete the regulation of the financial markets
and also improve proportionality at the same
time (see info box “Planned amendments”).

2.1.2 Capital markets

The Capital Markets Union project, which

the European Commission launched with an
action plan in 2015 and which is intended to
create a single EU market for capital, made
further progress in 2016. A number of the 33
actions and individual measures contained in
the Commission’s action plan are about to be
concluded. The Commission is expected to
publish a mid-term review of the project in June
2017, based on a public consultation process
running until March. All the planned actions are
to be finalised by 2019.

In particular, the Commission aims at

greater involvement of institutional and

private investors in the long-term financing

of companies and infrastructure projects. In
addition to traditional bank financing, capital-
market-based financing instruments and access
to equity and risk capital are to be promoted.

3 Verdict: one year of Solvency I1

Solvency II, the regulatory framework for
insurance supervision, entered into force at
the beginning of 2016. Its aim is to make risks
more transparent and thus easier to manage.
The system got off to a successful start and
insurers are gradually learning how to deal
with it. But despite the extensive preparations,
the framework continues to pose challenges
for both undertakings and BaFin. “Additional

17

the Capital Requirements Regulation (CRR) and
the Capital Requirements Directive IV (CRD 1V)
as well as the Bank Recovery and Resolution
Directive (BRRD) and the Single Resolution
Mechanism Regulation (SRMR).

The aim is to invigorate the European
securitisation market and to make it more
robust, in particular by introducing simple,
transparent securitisations (STS) as a new
product. Deeper, more closely integrated and
more liquid markets are intended to provide a
larger portfolio of financing sources to the real
economy and expand the investment horizon
for investors. The project is a key component of
the Investment Plan initiated by the European
Commission in order to create more jobs and
generate growth in the EU.

Germany provides constructive feedback

and support on the action plan. Elisabeth
Roegele, Chief Executive Director of Securities
Supervision, believes that efforts will have to be
made in many areas to ensure that all measures,
which might be amended or expanded in the
light of fresh challenges, are completed on
schedule. “"But if the outcome is the promotion
of an investment-friendly environment, these
efforts should ultimately pay off - for investors
as well as for companies that require capital in
order to expand and create jobs.”

factors are the difficult market conditions - ‘low
interest rate environment’ is a key term here -
and the requirements of the additional interest
provision, the ‘Zinszusatzreserve’ (ZZR)",
explains Dr Frank Grund, Chief Executive
Director of Insurance and Pension Funds
Supervision. “BaFin is keeping a close watch

on this difficult situation and will intervene if
necessary.”
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In the summer of 2016, BaFin presented initial
figures on the respective insurance classes
the undertakings had reported under the

new reporting system. Pursuant to section 89
of the German Insurance Supervision Act
(Versicherungsaufsichtsgesetz), which
implements Solvency II in Germany, insurers
must at all times have eligible own funds
equivalent, as a minimum, to their solvency
capital requirement (SCR).

The analysis of the day 1 reporting revealed
that - with few exceptions in property and
casualty insurance - all insurers were able to
meet the new solvency capital requirements
adequately. Among life insurers, the SCR
ratios varied widely due to the difficult capital
market environment, but reached their highest
levels at the end of the fourth quarter. By
contrast, the SCR coverage ratios for providers

I Spotlights

of private health insurance remained largely
stable for the whole of 2016. After a decline

in the second quarter, the SCR ratio again
approached its starting level towards the end
of the fourth quarter. The ratios in the property
and casualty insurance and the reinsurance
business proved relatively steady. Because of
high volatility levels attributable to changing
market conditions, a simple comparison of the
SCR coverage ratios should be considered with
caution.

With Solvency II, supervision moves away from
purely rules-based towards more principles-
based supervision - with all the challenges this
kind of supervision entails, including for the
undertakings. The interpretative decisions BaFin
has taken to date have provided the necessary
guidance to insurers. The insurance supervisors
intend to continue this process.

4  Verdict: two years of European banking supervision

The eurozone’s Single Supervisory Mechanism
(SSM) for banks celebrated its second birthday
in November 2016 (see info box “Supervision
in the SSM” on page 19). The integration of
European banking supervision has been and
still is a project of historic proportion, which
continues to pose major challenges for the
European Central Bank (ECB) as well as the 19
participating supervisory authorities. The SSM
has got off to a good start, but it hasn’t got to
where it should be yet, says Raimund Rdseler,

Chief Executive Director of Banking Supervision.

“Of course it will still take some improvements
to achieve the objective of standardised and
efficient banking supervision.”

One of the key challenges will be to revise the
governance system, with particular emphasis on
optimising the decision processes and allocating
responsibilities. Currently, all major decisions

in the SSM have to be taken by the 25 voting
members of the Supervisory Board, the SSM’s
highest body. In addition, they have to be
approved by the ECB’s Governing Council. Given
the multitude of different issues — more than
2,000 decisions have to be taken each year -
this is not effective and entails unnecessary
administrative effort. The Supervisory Board
should rather focus on critical decisions

that are of fundamental importance. BaFin
therefore supports the efforts to delegate more
competences to the working level.
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Supervision in the SSM

Under the leadership of the European
Central Bank (ECB), the Single Supervisory
Mechanism (SSM) directly supervises the
eurozone’s approximately 130 significant
institutions (SIs) or groups of institutions.
The national competent authorities are part
of the SSM. The so-called less significant
institutions (LSIs) are supervised by the

5 Low interest rates

5.1 Insurers

The persistently low interest rates are
increasingly weighing on insurers, especially
life insurers. The sector has prepared for

a continuation of depressed interest rates

in the short term. The undertakings have
strengthened their equity bases, cut their
discretionary benefits and offer products with
new types of guarantees. Yet some life insurers
are increasingly coming under pressure, and
BaFin is therefore supervising them with
particular attention.

New kinds of guarantees

Long-term contracts with guaranteed interest
continue to be a focus of new business at
German life insurers. To date, the most
significant product category has been deferred
annuity insurance with life-long guarantees of
the applicable maximum technical interest rate
as well as annual increases in the guaranteed
benefits by way of profit participation. In

the current low interest rate environment,
these kinds of guarantees pose a significant
risk to life insurers. For several years, the
undertakings have therefore increasingly

been promoting products with new types

of guarantee mechanisms. For example,

the guarantees may be based to a greater
extent on a bullet payment at maturity, they
may be recalculated at the commencement

of the annuity, or cover only the sum of the
contributions made.
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ECB indirectly; they continue to be subject to
national supervision. The approximately 1,600
LSIs in Germany are supervised by BaFin with
the support of the Deutsche Bundesbank.

In principle, the SSM can also be joined by

EU member states that are not part of the
eurozone.?

Pensionskassen in the low interest rate
environment

The low interest rates are increasingly

having a negative impact, particularly on
Pensionskassen, whose business model is
based on a long-term view. BaFin therefore
monitors them closely, too, so that the
undertakings maintain and further strengthen
their risk-bearing capacity as far as possible.
The Pensionskassen have already taken early
steps in this regard, as evidenced by BaFin’s
projections. Almost all Pensionskassen have
recognised additional provisions. However, if
the low interest rates persist much longer, it
is expected that some Pensionskassen may no
longer be able to provide the promised benefits
in full from their own resources. If it comes to
that, the appropriate response in the case of
Pensionskassen organised as mutual insurance
associations (Versicherungsverein) would be
that funds are provided by their owners; in the
case of stock corporations, this would be the
shareholders’ responsibility.

5.2 Banks

The extended duration of the low interest
rate environment is having an increasingly
significant impact on the banks’ books as well.
The capital resources of German institutions
are still relatively sound, but the longer

2 The current list of all significant institutions under
direct SSM supervision can be found at https://www.
bankingsupervision.europa.eu. The significant German
institutions under direct SSM supervision are listed in
Table 31 (Appendix, page 221).
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interest rates remain low, the more difficult

it will become for the institutions to generate
adequate income and to maintain a sufficient
capital buffer in the long run. In many cases,
this can only be achieved through increased
maturity transformation. This applies above all
to banks that operate primarily in the deposit
and lending business.

Interest rate risk

What is more, the longer interest rates stay low,
the greater the banks’ interest rate risk in the
banking book (IRRBB) will become as a result of
the increased maturity transformation. Again,
this hits institutions with a broad customer base
in the deposit and lending business particularly
hard. Significantly more than 50 % of all credit
institutions face increased interest rate risk -
and the trend is rising.

Pillar I of the regulatory framework does not
currently specify general capital requirements
for interest rate risk in the banking book. In
2016, BaFin therefore began, as part of the
Pillar II supervisory review and evaluation
process (SREP), to examine whether the
approximately 1,600 institutions under its
direct supervision have set aside sufficient own
funds to allow them to cushion this and other
risks.

BaFin subjected the first 319 banks to the
SREP process in 2016. Banks that received

a SREP notice by the end of 2016 will have

to increase their own funds by an average

of 0.89 percentage points for interest rate
risk in the banking book. To ensure equal
treatment, institutions that were not notified
of their capital requirement by BaFin in 2016
are required as from 1 January 2017 to cover
at least the IRRBB quantified by BaFin. The
legal basis for this is provided by a general
administrative act of 23 December 2016,
which has been in force since the beginning
of 2017. As soon as one of the banks receives
a final SREP notice with its individual capital
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requirement, the general administrative act will
cease to apply to this bank.

5.3 Bausparkassen

The low interest rates are also having a major
negative impact on the earnings situation of the
Bausparkassen. One reason is that there is no
corresponding interest income from Bauspar
loans to offset the interest expenses on Bauspar
deposits paying a comparatively high rate of
interest. However, an amended Bausparkassen
Act (Bausparkassengesetz) came into effect at
the end of 2015. It helps the Bausparkassen to
lessen the consequences of low interest rates
for the long term.

In 2016, the Bausparkassen continued their
attempts to deal with the consequences of the
low interest rate environment. As in previous
years, they introduced new lower-interest
tariffs, created leaner processes and reduced
their costs.

In addition, the Bausparkassen are also
continuing their efforts to reduce the
proportion of high-interest Bauspar contracts
in their portfolio. This was made clear by

the many terminations again announced by
Bausparkassen in 2016, relating to Bauspar
contracts that are over-saved or have been
eligible for allocation for more than 10 years.
The prevailing opinion of the courts is that
the termination of over-saved building savings
contracts is permissible.

On 21 February 2017, the Federal Court of
Justice (Bundesgerichtshof — BGH) ruled in
principle that Bausparkassen may terminate
Bauspar contracts that have been eligible for
allocation for at least 10 years without the savers
having taken out the allocated loan. Allowing a
Bauspar contract to run for more than 10 years
simply as a savings account was in conflict with
the meaning and purpose of Bauspar plans,
according to the Court’s decision.
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6 Consumer protection .ﬁ;\

The protection of consumers collectively

has been one of BaFin’s responsibilities

for a number of years. Since 2015, BaFin’s
supervisory objective of collective consumer
protection has also been laid down in law. In
order to meet this objective, BaFin established
a department for issues relevant to consumer
protection at the beginning of 2016.

No patronising

In principle, consumers should be able to

act under their own responsibility and take
decisions on the basis of adequate information
without being told what to do. For this

reason, BaFin campaigns for a transparent,
comprehensible offering of financial and
insurance products and financial services. The
information that providers make available -
whether in compliance with legal requirements
or on a voluntary basis - must be presented
in such a way that it meets the needs and
knowledge requirements of consumers. This
is the only way the knowledge gap between
consumers and providers can be closed.

In addition, BaFin proactively raises awareness
of the different types of financial and insurance
products and financial services and the risks
associated with them - for example on its
website, www.bafin.de, in the BaFinJournal,

in brochures as well as at trade fairs and
Bérsentage.

New instruments

If adequate collective consumer protection
cannot be provided by requiring

transparency, providing information and
raising awareness alone, BaFin uses its new
supervisory instruments for preventing

and correcting deficiencies laid down in

the German Retail Investor Protection Act
(Kleinanlegerschutzgesetz). They allow it to
issue orders to prevent or remedy deficiencies
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related to consumer protection if general
clarification is called for in the interest of
consumer protection. In serious cases, it

can even restrict or altogether prohibit the
distribution of products or certain sales
practices — notably in cases where investor
protection or the proper functioning or integrity
of the financial markets is at risk.

For example, in summer 2016, prompted by
its own market investigation, BaFin considered
the prohibition of the distribution of what have

up until now been referred to as credit-linked 11
notes. These types of notes are highly complex }
products: the interest rate and repayment

of the cash amount invested are dependent
on the credit risks of the reference company.
It is normally difficult for retail clients to
estimate whether a credit event will occur in
relation to the underlying reference liability.
The associations of the affected issuers

and distributors responded to the planned
prohibition with a comprehensive voluntary
undertaking. On this basis, BaFin announced
in December 2016 that it would postpone its
planned ban and examine the effect of the
voluntary undertaking.

III

v
In the middle of December, BaFin announced }

its intention to impose restrictions on the

marketing, distribution and sale of contracts

for difference (CFDs) in order to protect retail

investors. The sale to retail clients of contracts

entailing an obligation to make additional

payments should then no longer be permitted,

because they are unable to calculate the risk v
of loss. If the difference the investor has to

settle exceeds their invested capital, they

have to settle the difference from their other

assets. Comments on the relevant draft general
administrative act could be submitted until

20 January 2017. No decision had been taken on

this issue by the time of going to press. VI
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7 Digitalisation and fintech companies

The financial sector is undergoing radical
change, driven primarily by digitalisation.
Companies with innovative technology-

driven business models - so-called fintech
companies - are pushing onto the market and
pose a challenge to established companies
(see info box “The BaFin fintech project”).
However, even the established companies are
increasingly using digitalised processes. They
are forging alliances with fintech companies,
draw inspiration from their models, or develop
their own ideas.

Thanks to the large data volumes that can
now be collected and analysed, insurers can
tailor their tariffs to customers with increasing
precision. However, the digital revolution also
spans technological innovation in payment
transactions, crowdfunding, automated
financial advice, comparison services platforms
and virtual currencies, all of which hold
opportunities as well as risks. Security, in the
sense of protection against cyber attacks, is
therefore an important issue for fintechs and
established companies. The threat of these
types of attacks increased again in 2016.

Regulation of fintech companies

Whether and in what way fintech companies
are regulated depends on the business model
they follow, based on the principle of “same
business, same risk, same rules”. Once

a fintech company has entered regulated

8 Brexit

On 23 June 2016, the citizens of the United
Kingdom voted in a referendum, which returned
a slim majority in favour of leaving the European
Union (EU). Although the Brexit vote caused
significant price and exchange rate fluctuations
on the following day, calm quickly returned to
the markets. The longer-term economic impact
of Brexit on trade links with Continental Europe
will depend on the upcoming exit negotiations.

territory, it will be supervised by BaFin in the
same way and according to the same rules as
established companies - following the principle
of proportionality. In this process, BaFin

tries to pursue a technology- and innovation-
friendly administrative practice, for example
by communicating clearly and promptly.

BaFin has no mandate to stimulate economic
development - to avoid potential conflicts of
interest, among other reasons.

Information tailored to affected companies

Start-ups and fintech companies have, for
some time now, been able to contact BaFin

by using a special online form. To make it
easier for companies to familiarise themselves
with supervisory issues, the BaFin website
provides compact, easy-to-follow information
on a number of fintech business models that
is specifically tailored to fintech companies.
BaFin also supports direct dialogue by attending
various events. In June, it hosted its own
conference, BaFin-Tech 2016.

The BaFin fintech project

At the beginning of 2016, BaFin
established a fintech project group; as at
1 January 2017, its responsibilities were
transferred to an organisational unit in
the President’s Directorate specifically set
up for the purpose.

A large number of companies under UK
supervision - including many subsidiaries of
major non-European banks - are using the
European passporting rights to offer banking

and other financial services in other EU member
states. At the end of 2016, approximately 140 UK
companies from all supervised financial sectors
conducted their business through a branch in
Germany. An even larger number provide cross-
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» Brexit workshop with foreign banks
Acting on the initiative of President Europeans, Brexit is not a reason to
Felix Hufeld, BaFin invited around celebrate. But we have to be pragmatic now
50 representatives of foreign banks and give institutions the supervisory clarity
to a workshop held in Frankfurt on they need in taking their strategic decisions.”
30 January 2017 to exchange views on BaFin was doing this, he said, to provide a
supervisory issues relating to Brexit. reliable basis for the activities of companies I
The event focused on topics such as risk wishing to relocate their business to Germany
management, compliance, outsourcing, as well as to ensure that no threats arise for
internal models, rules for large exposures, the German financial sector. In this respect, he
recovery planning and authorisation saw a special role for BaFin as the integrated
proceedings under the German Banking Act German financial supervisor, since it monitors
(Kreditwesengesetz). the whole of the financial market. BaFin will
continue to make itself available for future
Department head Dr Peter Lutz said after consultations.
the discussions: “For us as committed }II
border services, with over 2,700 companies Authority, it aims to offer the undertakings
using the services passport. Depending on the clarity and support, as well as a reliable
type of Brexit deal, the passporting rights may framework that allows them to provide financial
no longer be available in future, prompting the services even under the new political conditions.
affected companies to consider relocating their II
registered offices to other financial centres To this end, BaFin provides the relevant
within the European Union. information on its website. A special e-mail
address (access@bafin.de) and a contact form
BaFin is ready to deal with queries in this have also been set up. All communication may
regard and is also actively approaching be conducted in English. BaFin will respond
interested undertakings, for example, by to all queries within two working days and
offering workshops (see info box) or individual guarantees that issues will be processed quickly v
consultations. As the German Supervisory and efficiently. }
V
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9 Timeline of important events in 2016

January

February

March

>

The new European framework for insurance supervision, Solvency II, enters into
force.

BaFin's new Consumer Protection Department starts its work.

BaFin publishes new editions of its Guidance Notice on management board
members pursuant to the German Banking Act (Kreditwesengesetz — KWG), the
German Payment Services Supervision Act (Zahlungsdiensteaufsichtsgesetz -
ZAG) and the German Investment Code (Kapitalanlagegesetzbuch — KAGB)

and its Guidance Notice on members of administrative and supervisory bodies
pursuant to the Banking Act (Kreditwesengesetz — KWG) and the Investment Code
(Kapitalanlagegesetzbuch — KAGB).

The Basel Committee on Banking Supervision (BCBS) publishes a fundamentally
revised framework for market risk capital requirements.

BaFin - in consultation with the European Central Bank (ECB) and still under the
transitional provisions (Ubergangsregelung) - grants banking authorisation to EIS
Einlagensicherungsbank GmbH, Berlin. The institution, a joint venture of the
Association of German Banks (Bundesverband deutscher Banken) and the Auditing
Association of German Banks (Priifungsverband deutscher Banken), has been
established to improve the responsiveness of private deposit protection in cases
where an institution protected by the deposit protection fund is at risk of getting
into financial difficulties.

The Insurance Distribution Directive (IDD) enters into force; it has to be
transposed into national law by 23 February 2018.

BaFin issued a ban on disposals and payments (moratorium) for Maple Bank
GmbH because of a threat of excessive balance-sheet debt. Shortly afterwards,

it files an application to initiate insolvency proceedings and then also determines
that a compensation event has occurred.

The intention of Deutsche Bérse AG and the London Stock Exchange Group to
merge under a joint holding company (HLDCO123 PLC) is made public in an ad hoc
disclosure published by Deutsche Borse AG.

The ECB cuts the interest rate for main refinancing operations from 0.05%
to 0%. At the same time, it lowers its rate for the marginal lending facility from
0.3% to 0.25% and the deposit facility rate from -0.3 % to -0.4 %.

The German Act Implementing the Mortgage Credit Directive (Gesetz zur
Umsetzung der Wohnimmobilienkreditrichtlinie) enters into force. The amendments
to, among other laws, the German Civil Code (Biirgerliches Gesetzbuch) and the
Banking Act, are intended to give consumers the best possible protection when
buying residential property.

The European Commission publishes a delegated regulation, which sets out,
among other things, detailed requirements for the contents and supervisory
assessment of recovery plans and the conditions for intragroup financial
support.

The ECB publishes its regulation on the exercise of options and discretions
available in Union law as well as a guide on harmonising options and discretions in
banking supervision.

Under its Financial Sector Assessment Program, the International Monetary Fund
(IMF) also scrutinises BaFin’s work (FSAP assessment) in February and March.
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April

May

June

July

The BCBS publishes the revised framework for the treatment of interest rate
risks in the banking book.

The BCBS publishes a revised version of the leverage ratio framework.

BaFin issues a regulation detailing requirements for the expertise of employees
engaged in the granting of consumer loans for immovable property.

The first Supervisory Review and Evaluation Process (SREP) for less significant
inst