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Foreword

2022 was a challenging year for the financial industry:
the war in Ukraine and the tremendous human suffering
that it caused, supply chain and energy shortages, high
inflation and the abrupt reversal of interest rates. These
are just a few examples of the difficult and complex
environment in which financial sector participants
operated in 2022.

How did BaFin address the resulting risks? What were
the priorities that it set in its work? And how did
financial market companies respond to the situation?
This annual report aims to give you an impression.

In addition, 2022 was another year of modernisation

for BaFin. It has become bolder and swifter, and more
digital. Workflows have been streamlined, and areas
such as Anti-money Laundering Supervision and Market
Supervision have been restructured. The new Financial
Reporting Enforcement Directorate started work and
the Strategy, Policy and Control Sector was established.
The latter is headed by Rupert Schaefer, who joined
BaFin's Executive Board in November 2022. Silke
Deppmeyer, who was appointed Chief Executive Director
of the Internal Administration Sector in February 2023,
is another new Executive Board member.

This report looks back at what happened in 2022.
We all know that 2023 will bring major challenges
as well. BaFin's top priority is unchanged: to ensure
a functioning, stable financial system and financial
integrity even in difficult conditions, and to protect
consumers as a whole.

Mark Branson

BaFin President, May 2023
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Key indicators at a glance

2018 2019 2020 2021 2022
Credit institutions' 2
Capital resources?
Tier 1 capital (€ billion) 514.7 511.7 567.9 591.7 6104
Own funds (€ billion) 580.5 573.0 629.6 660.2 683.5
Tier 1 capital (%, ratio) 16.8% 16.6% 17.6% 17.2% 17.4%
Own funds (%, ratio) 18.9% 18.6% 19.5% 19.2% 19.5%
Total assets
Total assets (€ billion)* 8,329.8 8,826.8 9,2914 9,547.0 10,7983
Total assets (€ billion)® 8,303.3 8,755.1 9,244.9 9,521.7 10,764.0
Structure of loans and advances to banks and non-banks (%)°®
Domestic banks 19.8% 18.3% 19.8% 19.4% 28.9%
Foreign banks 9.2% 9.0% 11.2% 14.6% 12.8%
Non-banks — other financial institutions 2.7% 2.9% 2.9% 2.9% 2.7%
Non-financial companies 16.7% 17.3% 17.7% 17.4% 15.9%
Private households 30.2% 31.0% 32.0% 31.9% 27.5%
Private non-profit organisations 03% 03% 03% 0.3% 0.2%
Public sector 4.8% 45% 45% 4.1% 34%
Foreign non-banks 16.2% 16.5% 11.7% 9.5% 85%
Ratio of amounts due to non-banks to loans and advances to 103.0% 102.0% 105.1% 106.9% 106.3%
non-banks (%)’
Proportion of foreign-currency loans to private households (%)® 0.2% 0.2% 0.2% 0.1% 0.1%
Ratio of loans in default plus loans on which specific 1.1% 12% 1.4% 15% 0.9%
allowances have been recognised before deducting specific
allowances to loans and advances to banks and non-banks®
Structure of equity and liabilities (proportion in %)
Amounts due to domestic banks 123% 124% 13.3% 13.7% 11.4%
of which to the Deutsche Bundesbank 3.7% 4.5% 23%
Amounts due to foreign banks 6.8% 7.0% 73% 9.9% 9.2%
Deposits from domestic non-banks 422% 39.7% 41.9% 40.8% 38.5%
Deposits from foreign non-banks 6.0% 5.6% 3.8% 2.9% 33%
Securitised debt including subordinated capital 11.8% 15.2% 13.5% 13.8% 12.8%
Income statement structure (in % of average total assets)"
Net interest income 1.07% 0.97% 0.88% 0.87% 0.93%
Net commissions received 0.36% 0.37% 0.35% 0.40% 0.38%
General administrative expenses 1.09% 1.06% 0.94% 0.97% 0.96 %
Net trading income 0.04% 0.03% 0.04% 0.05% 0.10%
Operating profit/loss before measurement gains/losses 0.40% 0.33% 0.36% 0.36% 0.50%
Measurement gains/losses -0.08% -0.08% -0.14% -0.04% -0.16%
Operating profit/loss 0.32% 0.26% 0.22% 0.32% 0.34%
Net amount of other and extraordinary income and expenses -0.08% -0.19% -0.06 -0.04 n/a
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2018 2019 2020 2021 2022

Profit for the period before tax 0.23% 0.07% 0.16 0.29 n/a

Profit for the period after tax 0.15% -0.02% 0.06 0.18 n/a

1) See chapter 111.3.1 for the number of undertakings under supervision.
) See chapter I11.3.1 for further information on credit institutions in Germany.

w N

) After CoRep including financial services institutions.

Y

) Assets based on balance sheet statistics (BISTA) and data provided under the FinaRisikoV (including financial services institutions).

) Assets based on BISTA.

) Structure in accordance with BISTA.

) Based on BISTA.

) Based on foreign status.

9) Based on the FinaRisikoV.

10) Based on BISTA.

11) The data for 2017 to 2021 was taken from publications by the Deutsche Bundesbank (monthly report on the performance of German credit
institutions). The figures for 2022 have been based on the preliminary FinaRisikoV notifications and an approximate income statement structure
has been given, since the 2022 annual financial statement data is not yet available in full.

0 N o v

Insurance undertakings and pension funds'

Life insurers Private health insurers

2018 2019 2020 2021 20222 2018 2019 2020 2021 20222

Gross premiums written (€ billion) 87.4 97.6 98.1 95.2 90.5 397 40.9 42.7 45.2 46.9
Investments (€ billion)? 9492 9854 1,024.2 1,049.8 1,053.6 287.7 3023 316.1 3323 3459
Average SCR coverage (%)*° 4483 3820 357.7 4527 526.0 4303 440.5 430.0 4347 4745

Property/casualty insurers

2018 2019 2020 2021 20222
Gross premiums written (€ billion) 78.2 83.3 86.5 88.7 94.5
Investments (€ billion)® 175.8 182.3 190.2 197.9 210.5
Average SCR coverage (%)*> 283.1 283.5 276.5 274.7 280.3
Pensionskassen
2018 2019 2020 2021 20222
Gross premiums written (€ billion) 7.2 6.8 6.9 6.6 6.6
Investments (€ billion)? 168.5 176.9 184.5 192.9 200.3
Average solvency (%) 135.1 139.7 138.7 143.3 146.0
Pensionsfonds
2018 2019 2020 2021 20222
Gross premiums written (€ billion) 10.2 2.6 74 5.6 35
Investments (€ billion)*®© 427 48.7 55.0 57.7 54.6
Beneficiaries 1,058,215 1,112,677 1,185,407 1,233,848 1,290,829
Benefit recipients 373,134 370,857 386,904 394,516 396,682

1) See chapter IV for the key figures for BaFin’s Insurance and Pension Funds Supervision Sector.

N

The data provided is only preliminary, since it is based on interim reports and forecasts.

» W

Figure for the fourth quarter.

)
)
) Carrying amounts in accordance with the German Commercial Code (Handelsgesetzbuch).
)
5)

Up to and including 2018. certain undertakings were exempt from interim reporting requirements on SCR coverage in accordance with
section 45 of the German Insurance Supervision Act (Versicherungsaufsichtsgesetz).
6) Total investments.
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2018 2019 2020 2021 2022

Capital market companies " 34

Supervised financial services institutions 722 706 710 745 738
Supervised branches 110 94 43 45 43
Total number of approvals' 1,174 1,097 904 828 711
Of which prospectuses 303 291 301 250 215
Of which registration documents 35 41 32 29 30
Of which supplements 836 765 571 549 466
Authorised asset management companies? 146 143 143 139 144
Registered asset management companies? 379 404 431 468 523
Number of investment funds? 5,932 6,082 6,172 6,379 6,535
Assets under management by these funds (€ billion)? 2,062 2,391 2,551 2,835 2,506

1) Data comparability between different periods is limited due to the change in the data collection method during the period under review.

2) The term “asset management company” (Kapitalverwaltungsgesellschaft) was only defined in 2013, when the German Investment Act
(Investmentgesetz) expired and section 17 of the German Investment Code (Kapitalanlagegesetzbuch) came into force. This fundamental change
in the system means that comparative figures are not available for the years up to 2013.

3) See chapter V.5 for the number of undertakings under supervision.

4) See chapter V.5 for the key figures for the Securities Supervision/Asset Management Sector.

Key:

n/a: Not available.

Tier 1: The highest category of own funds.
SCR: Solvency capital requirement.

FinaRisikoV: German Regulation on the Submission of Financial and Risk-Bearing Capacity Information under the Banking Act (Verordnung zur
Einreichung von Finanz- und Risikotragfdhigkeitsinformationen nach dem Kreditwesengesetz).
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1 Key areas of supervision

1.1 Low interest rates give way to trend
reversal

At the beginning of 2022, it was unclear whether
interest rates would remain at extremely low levels or
whether an interest rate shock would lead to significant
risks. A few months later the situation was clear. In its
publication entitled “Risks in BaFin's Focus 2022" (see
info box on page 16), BaFin warned of the consequences
of both the low-interest rate environment and an abrupt
rise in interest rates.

Stress test for banks

In 2022, BaFin and the Deutsche Bundesbank jointly
conducted a stress test on nearly 1,300 small and
medium-sized banks and savings banks under their
direct supervision, so as to assess the impact of interest
rate risk on the banks. In this 2022 LSI" stress test, the
supervisors investigated the institutions’ resilience in
adverse economic conditions and assessed the impact
on their capital resources. The banks and savings banks

1 LSl stands for “less significant institutions”.

simulated their financial performance and resilience
for 2022 to 2024 using two scenarios specified by the
supervisors — a baseline scenario and a stress scenario.

In parallel to the LSI stress test, BaFin and the
Bundesbank required the credit institutions to perform
earnings simulations under five interest rate scenarios
prescribed by the supervisors for the period from 2022
to 2026. These mainly included scenarios involving
higher interest rates. BaFin found in the course of this
stress test exercise that an interest rate rise in and of
itself could lead to a significant increase in profitability.
"However, there are downside effects as well as upside
ones”, is how Raimund Roseler, Chief Executive Director
of Banking Supervision put it in a speech in Munich in
November 2022.

The simulations showed that higher interest rates

would initially lead to lower profits, due in particular to
declining securities prices. In the medium to long term,
however, profits would rebound on the back of widening

Annual Report 2022
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At a glance

Risks in BaFin’s Focus 2022

"Risks in BaFin's Focus” was published for the first
time in 2022. In this document, BaFin outlines the
risks that pose the greatest potential threats to the
integrity and stability of the German financial system
and that — in keeping with a risk-based approach

to supervision — require particular attention. The
publication also addresses key future risks and
trends. In addition, BaFin explains what it is doing to
contain these risks to the best of its ability, and how
it is dealing with the trends mentioned.

margins and would improve profitability. In addition to
a positive interest rate shock, the interest rate scenarios
specified by the supervisory authorities included a

gradual rise in interest rates and a yield curve inversion.

“Not all institutions are well capitalised [post-stress]”,
underscored Raimund Rdseler in his presentation of the
results of the stress test at a joint press conference with
the Bundesbank. “We shall be keeping a very close eye
on the ones that are particularly weakly capitalised.”

- Further information on banking supervision can be
found starting on page 38 of this report.

Close monitoring of life insurers and Pensionskassen
For a number of years, BaFin has been monitoring life
insurers and Pensionskassen that were hit particularly
hard by the low interest rate period. The trend reversal
in interest rates improved the position of these two
groups in 2022. Thanks to the rate rise, all life insurers
met the solvency capital requirement under Solvency I
in Q2 and Q3 2022 without recourse to the transitional
measures offered by the framework — the first time this
had been the case since 2016.

In 2022, Insurance Supervision's projection exercises
focused on current challenges such as the impact of
policy lapses on life insurers. As interest rates rise,

the risk faced by life insurers is that contracts will be
cancelled more often, or that there will be a slump in
new business, especially in the case of single-premium
policies. What is more: high inflation increases the lapse
risk even further.

Dr Frank Grund, BaFin's Chief Executive Director for
Insurance and Pension Funds Supervision, addressed

This chapter of the Annual Report 2022 provides a
brief overview of the measures that BaFin has taken
to combat these risks.

- More detailed information on the various topics
can be found in chapters Il to VII of this report.

- "Risks in BaFin’s Focus 2022" is available on
BaFin's website.

the two-way effects that the trend reversal in interest
rates was having on insurers in a speech on 1 September
2022. He also mentioned the close relationship between
inflation and interest rates: on the one hand, companies
were able to improve their profitability, while on the
other hand, property insurers faced higher claims
expenses. BaFin will keep a close eye on this trend.

- Further information on the supervision of life
insurers and Pensionskassen can be found starting on
page 50 of this report.

1.2 Risks caused by corrections on the real
estate markets

BaFin also kept a close eye on risks arising from
corrections on the real estate markets in 2022.2 On

1 February 2022, BaFin raised the countercyclical capital
buffer from zero to 0.75% of risk-weighted assets on
domestic exposures. In addition, it ordered a sectoral
systemic risk buffer of 2% of risk-weighted assets on
domestic loans secured by residential property. The
requirement was that the additional capital requirements
should be met in full as of 1 February 2023.

These measures by BaFin — coupled with its warning

to banks, insurance undertakings and other lenders

to be careful and apply conservative standards when
extending loans — have contributed to a more risk-
oriented approach at the supervised entities and
enhanced the robustness of banks' capital resources.
This means these entities would be in an even stronger
position to withstand credit defaults.

2 See "Risks in BaFin's Focus 2022", page 6 ff.
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“Retaining equity in the system”

“Our macro-prudential measures — the countercyclical
capital buffer and the sectoral systemic risk buffer

for real estate loans — are an important contribution
to increasing the resilience of German banks. Thanks
to these measures, capital has [...] been retained in
the system”, said BaFin President Mark Branson in an
interview that was published on 17 November 2022 in
the Supervision Newsletter on the European Central
Bank's website.

1.3 Risks caused by significant
corrections on the international
financial markets

BaFin also focused on risks caused by significant
corrections on the international financial markets? in
2022. These include the risks that materialised on the
international commodities markets in the course of
the year. This was noted by Dr Thorsten Pétzsch in a
speech he held in Frankfurt on 15 June 2022: “First
and foremost, we are monitoring the situation on the
derivatives markets for energy products at the moment”,
said BaFin's Chief Executive Director of Securities
Supervision/Asset Management. In particular, power
companies had to fear sometimes hefty price rises on
the derivatives markets and substantial collateral calls.
Consequently their liquidity could have come under
significant pressure.

In addition, given the global rise in risk from the non-
bank financial institution (NBFI) sector, BaFin kept an
eye on the supervised credit institutions’ exposure to
shadow banks. The insights gained in this area are being
used as the basis for more intensive reviews of the
institutions’ exposures.

1.4 Risks caused by corporate loan defaults

Risks caused by corporate loan defaults* are a core issue
for Germany’s financial stability and were therefore
another focus for BaFin in 2022. As Raimund Rdseler,
Chief Executive Director of Banking Supervision at BaFin,
noted in a lecture in Frankfurt on 1 June 2022, loan
defaults need watching given the uncertain economic
and geopolitical situation. His emphasis was less on
loans in default that were already reflected in banks’
balance sheets, he said. Rather, it would be essential to

discuss the defaults that might still arise as a result of
current and future developments.

Another particular focus in the course of the year was
on the impact of the war in Ukraine on the German
economy. BaFin looked at how individual institutions
were handling credit risk and whether they had
recognised sufficient loan loss allowances.

1.5 Cyber risks

The number of successful cyber attacks — particularly
those with severe consequences — observed in the
German financial sector in the period up to the end

of 2022 was not significant. However, cyber risks® can
be expected to rise. To contain them, BaFin stepped

up its IT inspections at credit institutions and other
financial sector companies in 2022. The inspections
focused primarily on the extent to which supervisory

IT requirements (BAIT, VAIT and ZAIT®) are being
implemented at an operational level. One objective of
the inspections was to identify material weaknesses

at the individual entities. In addition, BaFin wanted

to identify deficiencies that recurred across different
institutions and sectors. In addition to banks, most of
which were inspected by the Deutsche Bundesbank, the
focus was on insurers, investment services providers and
payment institutions.

“Are financial institutions still able to manage
outsourced risks along an extremely fragmented value
chain?” This is the question that Raimund Roseler asked
in his speech at BaFinTech in Berlin on 18 May 2022. In
BaFin's opinion, even outsourcing to entities within one's
home country entails risk. And the more global the value
chains became, the more significant such risks would be,
Roseler said.

BaFin used the insights gained from the IT inspections
to specify areas of emphasis for its practical work.

The supervisors’ main goal is to ensure institutions’
operational resilience and raise the supervised
institutions’ and entities’ awareness of BaFin's
requirements.

3 See "Risks in BaFin's Focus 2022", page 9 ff.
4 See "Risks in BaFin's Focus 2022", page 11 ff.

5 See "Risks in BaFin's Focus 2022", page 12 f.
The German abbreviations refer to the Supervisory Requirements
for IT in Financial Institutions, Insurance Undertakings, and Payment
Services and Electronic Money Institutions respectively.
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1.6 Risks caused by inadequate money
laundering prevention

Financial intermediaries run a particularly high

risk of being misused for money laundering. BaFin
restructured its Anti-money Laundering Supervision
Sector and expanded its headcount, so as to curtail

the risks resulting from inadequate money laundering
prevention” and to step up its wide range of on-site and
off-site measures. It took a large number of supervisory
measures in both the banking and the non-banking
areas in 2022.

BaFin's money laundering prevention activities in

2022 focused on non-banks such as payment services
providers. These entities have become more important
in recent years —among other things because a
growing proportion of payment transactions are being
transferred to them. These institutions are subject

to the same rules as apply to banks with traditional
business models. The German Money Laundering Act
(Geldwidischegesetz) does not make a distinction here.
In particular, this means that they are covered by the
know-your-customer principle, i.e. the duty to identify
their clients.

7 See "Risks in BaFin's Focus 2022", page 13 f.

At a glance

For humanitarian reasons, BaFin made it easier in
2022 for people who had sought refuge in Germany
as a result of the war in Ukraine to open basic
payment accounts. As BaFin President Mark Branson
emphasised in his speech at BaFin's Annual Press
Conference in May 2022, BaFin was also mindful of
these people’s fate. “It was important to us to provide
fast and unbureaucratic help for these people.”

The background to this is that banks are required
by law to check the identity of people who apply
to open accounts. To do this, they need proof

of identity, among other things. The documents
that can be used for this are set out in the Money
Laundering Act and the German Payment Account
Identity Verification Regulation (Zahlungskonto-
Identitdtspriifungsverordnung).

BaFin also strengthened its supervision of investment
institutions and crypto asset transactions. BaFin directly
supervises institutions that conduct crypto custody
business and that perform crypto securities registration
services. These, too, must comply with the extensive
supervisory requirements.

Enhanced powers

BaFin's Anti-money Laundering Department, like its
other supervisory sectors, was assisted in its outsourcing
inspections in 2022 by the revisions to section 44

of the German Banking Act (Kreditwesengesetz)

that were introduced in 2021 by the German Act to
Strengthen the Integrity of the Financial Markets
(Finanzmarktintegritdtsstdrkungsgesetz)®. Before this,
inspections could only be performed at the outsourcing
institutions. When the Act to Strengthen the Integrity
of the Financial Markets entered into force, BaFin

has gained direct access to the companies providing
outsourced services. As a result, the identification and
rectification of irregularities at such a company lead
directly to improvements at a number of institutions.’

8 See page 16 of the Annual Report 2021 for information on the Act to
Strengthen the Integrity of the Financial Markets.

9 The topic of outsourcing is also discussed in the “Bases of supervisory
practice” sections of the individual chapters on BaFin's supervisory
activities.

Basic payment accounts for refugees from the war in Ukraine

In March 2022, BaFin emphasised that credit
institutions under its supervision would not face

any supervisory consequences if they used a valid
Ukrainian identity card to validate the data that

they are required to collect in accordance with
section 11 (4) no. 1 of the Money Laundering Act
when opening a basic payment account for refugees
from the war zone.

BaFin clarified in its April 2022 supervisory statement
that it would not object, in certain circumstances,

if refugees opening basic payment accounts did

not have a Ukrainian identity document complying
with the requirements of section 12 of the Money
Laundering Act or an arrival certificate pursuant to
section 63a of the German Asylum Act (Asylgesetz).
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BaFin's anti-money laundering activities were on the
right track, wrote Birgit Rodolphe in a comment piece
on the occasion of BaFin's December 2022 conference
on combating money laundering and terrorist financing.
However, BaFin was a still a long way away from
achieving its objective, emphasised the Chief Executive
Director of Resolution and Prevention of Money
Laundering. The prevention of money laundering has
become a hot topic, she added, and the speed at which
technologies are evolving has increased significantly,
too. "The requirements governing the prevention

of money laundering are increasing, resulting in

further challenges for both the entities under BaFin's
supervision and for BaFin itself’, she explained (see info
box entitled "FATF reviews money laundering prevention
in Germany”).

- Facts and figures on the measures taken by Anti-
money Laundering Supervision can be found starting
on page 93 of this report.

1.7 Risk from ongoing digitalisation
BaFin looked closely at the future risk posed by

digitalisation in 2022.7 It held eight workshops in
2022 addressing practical applications of machine

learning (ML) and artificial intelligence (Al) in the
insurance sector. BaFin used these workshops to collect
examples of applications from insurers, so as to obtain
an overview of the status and speed of developments.
The agenda covered the use of ML and Al not only in
insurers’ risk models but also along the entire value
chain. The main focus was on issues relating to business
organisation, consumer protection and IT infrastructure.
Insurance Supervision is now using the insights from the
workshops to develop an inspection policy.

1.8 Sustainability risks

In BaFin's opinion, companies in the financial sector
and the BaFin itself need to look closely at the issue of
sustainability and the risks resulting from it."!

BaFin President Mark Branson spoke about the
complexity of the issue in his keynote speech at BaFin's
second Sustainable Finance Conference in Berlin on

13 September 2022, saying that sustainability has
implications for both companies and consumers.

This applied in particular/for example to the issue of
greenwashing: “Trusting that a simple label alone can
make the world a better place may seem like a good
thing. But from a supervisory perspective, transparency,

10 See "Risks in BaFin's Focus 2022", page 15 f.

At a glance

The Financial Action Task Force (FATF) published its
evaluation report on money laundering prevention
in Germany on 25 August 2022. The report takes a
generally positive view of BaFin's work. For example,
the assessors highlighted the following positive
aspects: the strong understanding of risk in anti-

money laundering and terrorist financing prevention;
the differentiated, risk-based supervisory approach,
and BaFin’s combination of its own inspections and
audits by financial statement auditors.

At the same time, the FATF made recommendations.
In the assessors’ opinion, BaFin can further improve
AML supervision in the non-bank financial sector
and the rectification of shortcomings at individual
financial institutions, particularly at major banks.

11 See "Risks in BaFin's Focus 2022", page 16 f.

FATF review of money laundering prevention in Germany

Birgit Rodolphe, who as Chief Executive Director
heads up BaFin's money laundering prevention
activities, among other things, said she was pleased
that the FATF had acknowledged BaFin’s progress
in preventing money laundering. “We agree with its
recommendations and will implement them as part
of our efforts to further enhance our anti-money
laundering supervision”, she announced.
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clear standards regarding the minimum amount of
sustainable assets in a specific product and a market-
driven selection of different types of sustainable financial
products are a better way to accommodate investor
preferences.” Investors had to be allowed to decide for
themselves what they defined as “green”.

The background to this is that, since August 2022,
providers of investment products have been obliged to
enquire about consumers’ sustainability preferences as
part of the consultation process. However, investors can
only make conscious and well-informed decisions about
investment products if they know what the content

and the purpose of these products are. This means that
products have to be labelled appropriately.

BaFin’s administrative practice

Despite the regulatory uncertainty that remains, BaFin's
administrative practice helps ensure that German retail
funds are not permitted to be labelled as “sustainable”
if their fund rules do not fulfil certain minimum
requirements. BaFin checks that this is the case. Between
August 2021 and the end of 2022, BaFin approved

the fund rules for more than 150 German retail funds,
confirming that these funds fulfil the sustainable
investment criteria defined in its administrative practice.
The funds were required to prove to BaFin that they
meet all the latter's new transparency standards and
rules on sustainable product content. This action by
BaFin served to combat greenwashing and encouraged
investor responsibility by ensuring transparency with
respect to sustainability.

2 Key areas of
supervisory practice

2.1 New financial reporting enforcement
structures

Since the beginning of 2022, financial reporting
enforcement has been BaFin's sole responsibility. The
previous two-tier procedure — with the German Financial
Reporting Enforcement Panel (Deutsche Prifstelle fur
Rechnungslegung) serving as tier 1 and BaFin as tier 2 -
did not prove sufficiently effective. BaFin's rights to
examine the financial statements of companies listed in
Germany were strengthened significantly by the Act to
Strengthen the Integrity of the Financial Markets.

At a glance

Investigations of companies’
financial reporting in 2022

BaFin completed 40 investigations of companies’
financial reporting in 2022. Of this total, 14

were ad hoc inspections and 26 were random
sampling examinations. BaFin identified and
published errors in the case of 11 investigations.
These also included the partial error findings
published on 1 August 2022 and 17 November
2022. 2022 was the first time this instrument was
used. BaFin also announced seven examination
orders in 2022. This brought the total number

of announcements on its investigations of
companies’ financial reporting to 18 in 2022.

- Additional information on BaFin's activities in
the areas of the investigation of companies’
financial reporting and securities supervision
can be found starting on page 65 of this
report.

“The risk of getting caught was never higher”, said

Dr Thorsten Potzsch in a lecture he gave at Vienna
University of Economics and Business in September 2022.
As Potzsch, who also heads up the Financial Reporting
Enforcement unit, underlined, “We have learned from
the Wirecard scandal. We are in a much better position
today. We have more powers — for example with respect
to public relations — and we certainly use them.” Among
other things, BaFin can publish examination orders,
allowing the market to see when an examination is
launched. What is more, BaFin can now also inform the
public of key steps in procedures and of the results of
its examinations (see info box entitled “Investigations

of companies’ financial reporting in 2022"). All in all, its
significantly enhanced options for public relations are
among the key tools in financial reporting enforcement,
according to Potzsch.

2.2 BaFin presents consumer protection
strategy

BaFin presented its consumer protection strategy at its
Consumer Protection Forum on 22 November 2022. The
goal of the strategy is to enable consumers to navigate
in a transparent, fair environment. “The requirements
placed on consumers are rising every day”, said Mark
Branson. This is why a Supervisory Authority that
adequately protects citizens is needed, he added. As the
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BaFin President emphasised, “A lot is expected of us. We
want our new consumer protection strategy to offer a
fitting answer to current challenges.” Branson’s speech
also made clear that, thanks to its solvency supervision
activities, BaFin is an integrated authority and takes

an end-to-end approach that goes beyond consumer
protection in the narrower sense of the word: “We intend
to make even more of this advantage going forward.”

The new consumer protection strategy has four main
components:

1. BaFin is continuing to expand its market
monitoring activities in the direction of data-based
supervision so as to obtain an even better market
overview and to be able to identify relevant issues at
an even earlier stage.

2. BaFin is intensifying its proactive and bold approach
to supervision and is taking action as soon as there
are indications of any irregularities.

3. BaFin is contributing indirectly to improving
financial education and is informing consumers,
consumer protection organisations and multipliers.
The objective is for consumers to be able to act
independently on the financial markets and to take
decisions for themselves.

4. BaFin is working together with German and
international players in the area of financial
consumer protection, extending existing partnerships
and looking for new partners, so as to ensure the
most comprehensive consumer protection possible
for all financial questions.

At a glance

One of the core elements of BaFin's consumer
protection strategy is that it boldly and
systematically deploys its supervisory tools in areas
where it considers that irregularities exist. In March
2022, it provided concrete assistance to a large
number of consumers by issuing FAQs specifying a
maximum duration for processing securities account
transfers by institutions. The FAQs stipulate that
securities account transfers should not generally take
longer than three weeks. Prior to this, a large number
of consumers had complained to BaFin about delays
in such transfers.

- Further information on BaFin's consumer protection
activities can be found starting on page 83 of this
report and on BaFin's website.

2.3 Guidance Notice: Customer benefits in
the case of life insurance

Life insurance savings products should provide
customers with appropriate value for money, and
conflicts of interest in the distribution of these
products should be avoided. To ensure both of these
objectives, BaFin launched a consultation process on

a draft Guidance Notice at the end of October 2022.
The title is “Guidance Notice on Aspects of Conduct of
Business Supervision for Savings Products”.

“Life insurance savings products often only make
economic sense for customers if the insurance

policy is maintained for a certain period”, said Chief
Executive Director Dr Frank Grund in a speech at the
Zukunftsforum Assekuranz event on 19 September 2022.
This was why it was even more important that insurers
take consumer protection requirements extremely
seriously during the product development process, he
continued. “This applies in particular to a product’s value
for money, or the benefit that it offers customers.”

Grund emphasised that inappropriately high costs
reduced the value for money. He said it was true that
there were no statutory regulations governing the size
of the costs that could be charged. However, statutory
rules of conduct required life insurers to pay attention

BaFin specifies maximum duration for securities account transfers

A market survey performed in November 2022 at

20 banks and savings banks confirmed the positive
effect of BaFin's rule: institutions accelerated the
speed with which they transferred securities accounts
in Q2 and Q3 2022 in particular —immediately after
the FAQs were published. The average customer wait
in Q3 2022 declined by roughly two days compared
to the prior-year quarter and by a good five days
compared to Q3 2020. This resulted in an average
wait in Q3 2022 of just under six days. At the same
time, transfer requests with a processing time of
more than three weeks accounted for less than 2%
of the total following publication of the FAQs (expert

article).
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to an appropriate price-performance ratio when
designing their products as part of the product approval
process.

Another important point: "High distribution
remuneration can also lead to inappropriate incentives
at the point of sale. In other words, they can conflict with
the provision of open-ended information and advice to
policyholders”, Grund explained.

Focus on the product approval process

The draft consultation paper concentrates mainly on

the product oversight approval process. The objective

is for insurers to ensure that their products provide the
intended value for money and to establish the processes
required by law for this purpose. Insurers have to make
sure this is the case during product testing.

The distribution remuneration requirements set out
in the draft consultation paper are designed to avoid
inappropriate incentives.

Risk-based supervision

BaFin also explains its risk-based supervisory approach
in the draft. In line with this approach, BaFin will examine
in detail those insurers for which the reduction in yield
for savings products is particularly high. In addition,
BaFin will closely examine those insurers whose
expenses for insurance intermediaries stand out as being
unusually high. The main focus here will be on high
levels of acquisition commission.

2.4 More efficient and more risk-oriented
market surveillance

Market surveillance by BaFin is essential to ensuring a
capital market that is based on integrity; this applies
especially to the prevention of insider trading or
market abuse. Starting at the beginning of 2022,

BaFin successively restructured its Market Surveillance
Directorate in order to organise these important tasks
in an even more efficient and risk-based manner. "We
have [...] completely changed the focus of the five
investigative divisions”, reported Chief Executive Director
Dr Thorsten Potzsch in his welcoming speech at BaFin's
Forum on White-collar Crime and the Capital Market.
The divisions are now focused on specific corporate
sectors such as banking, insurance and real estate. To
achieve this, BaFin defined a total of 19 sectors on the
basis of commonly used market standards. In contrast
to the practice to date, each investigative division now

covers the entire range of supervisory activities: ad hoc
disclosure, managers' transactions, investigation of
insider trading and market manipulation, short selling
and voting rights, Pétzsch added.

- Facts and figures on Market Supervision can be
found starting on page 65 of this report.

2.5 Focused supervision and Task Force

BaFin's focus units supervised a total of 20 banks,
insurers, securities firms and payment services providers
as at the end of 2022. The job of these units is to
supervise entities that are being specially monitored by
BaFin, e.g. because they have a particularly complex or
innovative business model (expert article). The goal of
the focus units is to identify critical risks early on and
take appropriate action.

The focus units have enabled BaFin to further strengthen
its overall view of the supervised entities: if a focus

unit decides to monitor a particular entity, it acts as

the central coordination point for all BaFin's activities
relating to it. In 2022, this led to significantly more in-
depth supervision of the entities concerned. As a result,
BaFin increased the number of both the individual
measures and cross-sectoral packages of measures

in 2022 to ensure that the institutions are organised

in a due and proper manner. It also published these
measures on its website.

On site: BaFin's Task Force

BaFin's Task Force helps operational supervisors

examine suspicious cases by enabling rapid deployment,
including on site at the companies concerned. To do this,
it calls on experts from all BaFin sectors (expert article).
In 2022, this multidisciplinary unit was successfully
deployed seven times. In addition, two deployments
were launched in 2022 but had not been completed by
the editorial deadline.

The deployments in 2022 varied widely: for example,

the Task Force performed a forensic back-up so as to
investigate accusations of manipulation made by a
whistleblower. In addition, the Task Force assisted the
public prosecutor’s office in a search relating to an
accusation of investment fraud. On another occasion,
the Task Force helped investigate external tip-offs
during an authorisation procedure and assisted the units
responsible for operational supervision by contributing
its expertise in forensic interview techniques.
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The Task Force is deployed in the first instance to help
shed light on critical issues. However, these deployments
regularly lead to BaFin taking supervisory measures. In
this way, the Task Force strengthens BaFin's supervisory
activities in general and is helping BaFin to improve the
speed and quality of its supervisory decisions.

The Coordination of Focused Supervision & Task Force
Office — or "KFT" for short in German — coordinates and
manages BaFin's focus units and the Task Force. Both
units were launched in mid-August 2021.

3 Key areas of BaFin's
modernisation
activities

3.1 Transformation management

BaFin continued its modernisation process in 2022.
The Transformation Management Office, which

was established during the year, played a key role
here. Its objective is to support BaFin in its ongoing
modernisation process and to create the appropriate
framework for this.

Transformation Management uses the modernisation
agenda that was established in 2022 to bundle projects
that are particularly relevant for change and for BaFin's
development. The agenda creates transparency and
serves as the basis for the central management of
BaFin's modernisation projects by its Executive Board.
Another internal management instrument is the
investment management process, which assists the
Executive Board in setting priorities for, and managing,
the most important and costly projects.

Focus areas of modernisation

One of the focus areas of BaFin's modernisation efforts
in 2022 are its continuous improvements to structures
and processes. This includes optimising and digitalising
processes to an even greater extent. For example, BaFin
automated selected processes using robotic process
automation (RPA) software in 2022 and has already
enhanced its efficiency.

In its ongoing modernisation process, BaFin also focused
on strengthening new ways of working and hence also
promoting internal networking among employees.

BaFin explicitly encourages interdisciplinary cooperation
between different divisions, and made significant
progress in this area in 2022. The goal is to leverage its
potential as an integrated authority while also laying the
foundations for further developments to its culture.

Modernisation is one of BaFin's medium-term objectives
(see info box), although BaFin President Branson
considers it to be a permanent task.

At a glance

A BaFin medium-term
objective - modernisation and
a bold supervisory culture

BaFin is continuously enhancing its working
methods and supervisory culture, especially

by digitalising its processes and using modern
technologies in its supervisory activities, so as to
increase the speed and quality of its supervisory
decisions.

Efficiency gains achieved are reinvested, enabling
BaFin to be more effective with the available
resources.

3.2 New Strategy, Policy and Control Sector

The new Strateqy, Policy and Control (SPS) Sector started
work on 1 April 2022. SPS is responsible for BaFin's
central, overarching management, policy and control
functions. Rupert Schaefer, who was previously an
Executive Board member at FINMA, the Swiss Financial
Market Supervisory Authority, became Chief Executive
Director of the new Sector in November 2022 (see info
box on page 24).

- Information about the SPS Sector’s activities in 2022
can be found starting on page 27 of this report.
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At a glance

New faces on BaFin's Executive
Board

BaFin's Executive Board was expanded in 2022
and all positions on it have now been filled
following the personnel changes.

Rupert Schaefer became Chief Executive Director
of the new Strategy, Policy and Control Sector at
the beginning of November 2022.

Before joining BaFin, Schaefer worked for the
Swiss Financial Market Supervisory Authority
(FINMA) from 2010 until 2022, and was a
member of its Executive Board from 2015
onwards. Until 2020, he was responsible for the
Strategic Services Division and following this was
Head of the Recovery and Resolution Division.

“Modernisation also means ensuring a goals-
driven organisation”, said BaFin President Mark
Branson when Schaefer moved to BaFin. “Rupert
Schaefer’s first-rate expertise will allow him to
play a key role in enhancing our way of working
and our supervisory culture”, he announced.

As at 1 November 2022, Silke Deppmeyer took
over the leadership of the Internal Administration
Sector, initially on an interim basis. She was
appointed as its Chief Executive Director on 6
February 2023.

A lawyer by training, Deppmeyer has held a
number of management positions during her 20
years at BaFin. Most recently she was head of the
Transformation Management Office. In addition,
Deppmeyer became the interim head of the new
Strategy, Policy and Control Sector in April 2022.

BaFin President Mark Branson emphasised Silke
Deppmeyer's proven specialist and management
expertise, saying that she was the right person to
drive forward the modernisation process in areas
of IT, human resources and budgetary affairs.

At a glance

BaFin’s organisation chart

BaFin’s current organisation chart can be found
on its website.

3.3 Rules for private financial transactions

Since 1 September 2022, private financial transactions
by BaFin employees have been subject to some of the
strictest rules in the world, according to BaFin President
Mark Branson. This was the day on which new official
instructions took effect, replacing the transitional rules
dated 16 October 2020. BaFin had issued these as one of
the lessons learned from the Wirecard AG events.

In combination with the German Act Establishing

the Federal Financial Supervisory Authority
(Finanzdienstleistungsaufsichtsgesetz), the new official
instructions prohibit BaFin employees from trading in
financial instruments issued by supervised companies
and in financial instruments that are traded on a German
organised market. Equally, BaFin employees may not
engage in speculative financial transactions, e.g. in
derivative financial instruments or equities.

All BaFin employees must report all financial transactions
from the first euro onwards. They are forbidden as a
matter of principle from trading in financial instruments
relating to credit institutions, insurance undertakings
and other financial institutions domiciled in the
European Union. Additional restrictions apply to roughly
10% of employees: in particular, Market Supervision
staff are not permitted to trade in financial instruments
that have been admitted to trading on the regulated
unofficial market (Freiverkehr). BaFin's Compliance

team constantly checks whether these rules are being
observed.
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1 New Strategy, Policy
and Control Sector at
BaFin

By establishing the new Strategy, Policy and Control
(SPS) Sector on 1 April 2022, BaFin continues its
modernisation process. SPS is responsible for BaFin's

central, overarching management, policy and control
functions. At the end of 2022, this covered the following
divisions: Strategy, Risk and Innovation; International
Policy and Financial Stability; Communications; Central
Legal Department and Compliance; Transformation
Management; the Data Intelligence Unit; and the
Coordination of Focused Supervision & Task Force
Office.

Rupert Schaefer,> who was previously an Executive
Board member at FINMA, the Swiss Financial Market
Supervisory Authority, became Chief Executive Director
of the new Sector at the beginning of November 2022.

1 See for chapter | further details on the new Sector, Focused
Supervision, the Task Force and Transformation Management.
2 See chapter I.3.2 for further information on Rupert Schaefer.
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2 Digitalisation/Financial
innovation

2.1 BaFinTech 2022

In a period of digital transformation, BaFin considers
direct dialogue between the supervisory authority,
the financial industry, policymakers, academia and
consumers to be particularly important. BaFin uses
BaFinTech and other such events to achieve this.
BaFinTech was held for the fourth time in 2022. As in
the past, there was keen interest in the conference,
which was held in Berlin on 18 and 19 May 2022 and
was attended by more than 600 experts. The event was
hosted jointly by BaFin and the Deutsche Bundesbank
for the first time.

Focuses at BaFinTech 2022 included machine learning,
decentralised finance (DeFi), crypto assets and open
finance. BaFin President Mark Branson underscored
BaFin's openness to innovative topics and companies.
However, he said that BaFin also had to ensure that
existing rules are observed: "Any company that wants
to be admitted to the regulated financial market must
prove to us that it has what it takes.”
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2.2 Dialogue with fintechs

BaFin aims to support and advise innovations early

on and in a competent manner (see info box). In line
with this, it expanded and restructured the information
available on its website in September 2022. The

resulting FinTech Innovation Hub was received extremely
positively.

At a glance

A BaFin medium-term
objective: innovation

BaFin has a comprehensive understanding of
how new technologies are being used on the
market, the risks they involve and their impact
on new and old business models. BaFin responds
to these issues in its operational supervision
and rule-setting, without favouring specific
technologies or business models. Customers
should be able to benefit from innovation
without being unduly exposed to the risks
associated with the technology. BaFin also
focuses on the use of artificial intelligence

in finance and the challenges this entails for
effective supervision.

The hub offers information on innovations and business
models in the area of financial technology. It uses FAQs,
which are updated on an ongoing basis, to inform
companies in a succinct manner. It also provides a
digital contact form that enables swift contact with
BaFin's experts. This is another way in which BaFin can
identify new questions and trends early on. Where it
makes sense from a supervisory perspective, BaFin
initiates workshops with relevant market participants or
takes other strategic measures. For example, in 2022 it
held workshops on new identification procedures and
decentralised finance (DeFi).

2.3 Support for legislative projects

In 2022, SPS provided expert support for the Federal
Ministry of Finance (Bundesministerium der Finanzen)

in a number of legislative procedures. One example is
MiCAR, the EU’s Regulation on Markets in Crypto-assets,
which is expected to be applied in full in 2024. MiCAR
will lead to BaFin being entrusted with new tasks, for
which it prepared in 2022.

Another example is the cross-sector regulation of
artificial intelligence (the EU's Artificial Intelligence Act).
Yet another is the European Commission’s planned
framework for the open exchange of data between
companies in the financial sector, known as "Open
Finance”. The Commission intends to publish proposed
legislation on this subject in Q2 2023. BaFin discussed
potential preconditions for paving the way for open
finance in the European Union with market participants
at BaFinTech 2022 (expert article).

3 Sustainable finance

Centre for Sustainable Finance

Sustainability® and sustainable finance are another of
BaFin's 10 medium-term objectives (see info box on
page 29). The topic is also addressed in more detail
in the “Risks in BaFin's Focus".# Sustainable finance is
a cross-sector topic that is being discussed in depth
both in Germany and internationally. It is important
that BaFin, where relevant, actively involves itself in

this discussion. This is why it established the Centre

for Sustainable Finance (Zentrum Sustainable Finance —
ZSF) at the end of 2021. The ZSF coordinates strategic
questions at an overarching level within BaFin and works
together with the individual sectors to develop BaFin's
positions on sustainability in the financial sector.

Together with BaFin's Central Events Management unit,
the ZSF organised a conference entitled “Sustainable
Finance — New EU Standards, Risk Management and
Supervisory Practice” in September 2022 (expert article).
Roughly 1,000 participants used the occasion to obtain
information on topics such as the EU’s Sustainable
Finance Disclosure Regulation and how companies are
dealing with sustainability risks in their risk management
systems. This was the second Sustainable Finance
Conference to be held.

3 See chapter I1.4.2 for more information relating to sustainability.
4 See chapter |.1 for the "Risks in BaFin’s Focus".

28 | Il Strategy, Policy and Control

Annual report 2022


https://www.bafin.de/dok/18463888
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A52021PC0206
https://www.bafin.de/dok/15188980
https://www.bafin.de/dok/19089174
https://www.bafin.de/dok/13477858
https://www.bafin.de/dok/19578206
https://www.bafin.de/dok/18899312
https://www.bafin.de/dok/13477858
https://www.bafin.de/dok/13477858

At a glance

A BaFin medium-term
objective: sustainability

BaFin integrates sustainability issues in its
supervisory activities. Its focus here is on the
analysis and mitigation of financial risks for the
supervised undertakings and on compliance with
disclosure requirements.

BaFin protects consumers by combating
misleading marketing practices (“greenwashing”).

Participation in regulatory initiatives

The ZSF and representatives of other organisational
units also contributed to the ongoing development
of sustainable finance regulation at EU level. For
example, since May 2022 BaFin has been a member
of the working groups set up by the three European

Supervisory Authorities (ESAs) to answer a call for advice

from the European Commission on greenwashing —
a topic that BaFin also takes very seriously in its
supervisory practice.

BaFin is also involved, via the ESAs’ Joint Committee,

in the interpretation of and updates to the Regulatory
Technical Standards (RTSs) for the Sustainable Finance
Disclosure Regulation (SFDR), which have had to be
applied with effect from 1 January 2023 (expert article).®

The ZSF also represented BaFin as a permanent
observer on the Federal Government’s Sustainable
Finance Advisory Committee and as a member of the
Network of Central Banks and Supervisors for Greening
the Financial System. It is active here as a member of
the “Supervision” workstream. Rupert Schaefer, Chief
Executive Director of BaFin's Strategy, Policy and Control
(SPS) Sector, is a member of the NGFS's Steering
Committee.

5 See chapter 11.4.2 for information on the European Supervisory
Authorities’ work on sustainable finance.

4 BaFin's international
role

4.1 Bilateral and multilateral cooperation

BaFin works closely together with supervisory authorities
in other countries. The formal basis for this cooperation
generally consists of bilateral and multilateral
memoranda of understanding (MoUs) between BaFin
and its partner institutions (see the table in the Appendix
on page 104).

Within the European Union (EU), cross-border
cooperation largely takes place under the umbrella

of the European supervisory organisations. However,
BaFin is also represented on the global standard-setting
bodies (see info box entitled “BaFin’s international role”
on page 30). The list below shows selected work in
which BaFin was involved.

Stability assessment by the International Monetary
Fund

The German financial sector weathered the
consequences of the COVID-19 pandemic relatively
well. This is the conclusion of a report published by the
International Monetary Fund (IMF) in July 2022 as part
of its Financial Sector Assessment Programme (FSAP).
According to this report, the war in Ukraine also has not
yet had any major impact on Germany'’s financial sector.
The FSAP assesses the financial stability of, and selected
supervisory issues in, individual countries. Where
necessary, the IMF recommends actions that should be
taken. FSAP assessments are normally performed every
five years. Germany was assessed in 2021 and 2022.

The IMF made a number of recommendations to key
players such as BaFin in its report. The recommendations
related to a number of supervisory areas: for example,
banks should expand their analytical capacity for
assessing climate risks, monitoring lending standards
and collecting data in the real estate area. As regards
insurance, for example, liquidity management reporting
requirements should be enhanced and the frequency of
on-site inspections reviewed.

BaFin generally implements the IMF's
recommendations — depending on the areas of
responsibility involved this is done either alone or in
conjunction with the other players responsible.
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BaFin's international role

BaFin's role in the European System of Financial Supervision
BaFin is an active participant in the European System of Financial Supervision (ESFS), which was established at
the start of 2011.

Figure 1: European System of Financial Supervision

European System
of Financial Supervision

Micro-prudential Macro-prudential
supervision supervision

Joint Committee

Network of national competent authorities (NCAs)

The three European Supervisory Authorities (ESAs) are responsible for preparing technical standards for the
European Commission on the basis of EU Regulations and Directives (Level 2 of the European legislative
process). The ESAs also publish their own guidelines and recommendations (Level 3).

Figure 2: The levels in the EU’s legislative process and the role of the ESAs

= Directive or regulation
Level 1 = Article 289 of the Treaty on the Functioning of the European Union (TFEU)
= Ordinary (i.e. co-decision) or special legislative procedure
= Right of proposal: European Commission; European Parliament and Council involved

= Delegated acts (Article 290 of the TFEU) adopted by the European Commission (Level 1):
these include the Regulatory Technical Standards (RTS) developed by the ESAs
Level 2 = Implementing acts (Article 291 of the TFEU) adopted by the European Commission
(Level 1): these include the Implementing Technical Standards (ITS) developed by the ESAs
= The ESAs may also have an advisory function in these cases (calls for advice by the
European Commission)

= Non-legislative regulations issued by the ESAs
= Main instruments: guidelines and recommendations in accordance with Article 16 of the
Level 3 ESA Regulations
= Characteristic: non-binding, but national authorities must give reasons for not applying
them (“comply or explain” principle)
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the Single Resolution Mechanism (SRM).

Financial Services Board (IFSB).

eliminate them.

4.2 The Work of the ESAs and the ESRB

EBA

One focus of the work by the European Banking
Authority (EBA) in 2022 was on monitoring the long-
term effects of the COVID-19 pandemic on the
banking sector. The EBA drafted three Regulatory
Technical Standards (RTS) for implementing the Risk
Reduction Measures package: one on identifying
groups of connected clients, one on internal modelling
of interest rate risk in the banking book and credit
spread risk in the banking book, and one on applying
supervisory outlier tests. These last-mentioned RTS were
supplemented by guidelines on own funds and eligible
liabilities.

In 2022, the EBA prepared the 2023 EU-wide stress test
for the banking sector, publishing the milestone dates,
methodology, draft templates and template guidance
for this in November. This stress test is performed every

BaFin's role in global organisations

Another core task performed by the ESAs is ensuring that the national competent authorities apply these
provisions on a convergent basis. Despite their name, however, the ESAs — apart from a few closely defined
exceptions — are not supervisory authorities. The Joint Committee works on topics which are significant across
all sectors. The ESAs and the Joint Committee operate at a micro-prudential level.

The European Systemic Risk Board (ESRB), which is attached to the European Central Bank (ECB), is
responsible for macro-prudential matters. It is tasked with identifying systemic risks for the European financial
system and issuing warnings on them at an early stage. The micro- and macro-prudential levels are closely
dovetailed to ensure that information flows between them in both directions.

BaFin’s role in the European banking union

At the level of the European banking union, BaFin forms part of the Single Supervisory Mechanism (SSM) and

BaFin is also a member of a number of global bodies, such as

= the International Organization of Securities Commissions (I0SCO),

= the International Association of Insurance Supervisors (IAIS),

= and the Basel Committee on Banking Supervision (BCBS). BaFin is also represented on the BCBS's
supervisory body — the Group of Governors and Heads of Supervision (GHOS).

Within these international associations, BaFin collaborates on the development of global regulatory

standards. In addition, it is involved, for example, in the Financial Action Task Force (FATF) and the Islamic

BaFin is also represented on the Financial Stability Board (FSB). The FSB's tasks include monitoring the
international financial system. If it discovers any weak points in the process, it makes proposals on how to

two years. In May 2022, the EBA published a_discussion
paper on environmental risks. The objective is to better
integrate such risks into Pillar 1 of the prudential
framework. The EBA's final report was still under
development at the time this report was published. The
EBA provides detailed information on its activities on its
website.

Raimund Réseler, Chief Executive Director of Banking
Supervision, represents BaFin on the EBA’s Board

of Supervisors. In addition, Birgit Rodolphe, Chief
Executive Director of Resolution and Prevention of
Money Laundering, is a member of the EBA’s Resolution
Committee.

EIOPA

In 2022, the European Insurance and Occupational
Pensions Authority (EIOPA) published supervisory
statements on inflation, exclusions in insurance products,

non-affirmative cyber exposures and the supervision of
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run-off undertakings. It also revised its Guidelines on
Contract Boundaries and its Guidelines on the Valuation
of Technical Provisions. Furthermore, EIOPA collected
information on greenwashing to answer a call for advice
from the European Commission. In addition, it published
a Discussion paper on the Prudential Treatment of
Sustainability Risks, the comments period for which
ended on 5 March 2023.

Since June 2022, EIOPA has been working on a call

for advice from the European Commission on the
planned review of IORP Il (Directive on the activities and
supervision of institutions for occupational retirement
provision). EIOPA has until 1 October 2023 to answer.

In 2022, EIOPA headed the first climate stress test

for institutions for occupational retirement provision
(IORPs). One of the objectives was to improve the latters’
handling of climate risks. EIOPA published the results

on 13 December 2022. Additional information on EIOPA
and its activities can be found on the EIOPA website.

Dr Frank Grund, Chief Executive Director for Insurance
and Pension Funds Supervision, represents BaFin on
EIOPA’s Board of Supervisors and Management Board.

ESMA

The work of the European Securities and Markets
Authority (ESMA) in 2022 was largely dominated by the
impact of inflation, volatility and market uncertainty.

Sustainability also played a major role in ESMA’s annual
work programme for 2022, as in the past. In the autumn,
ESMA launched a consultation on guidelines on fund
names using sustainability-related terms.

ESMA also continued its work on supervisory
convergence in 2022. After four peer reviews, it gave
the national supervisors affected recommendations on
how to improve the quality and convergence of their
supervisory activities. Additional information on ESMA
and its work can be found on its website.

BaFin Chief Executive Director Dr Thorsten Potzsch
was elected to ESMA’s Management Board on 25
January 2022. He has also been chair of ESMA's new
Sustainability Standing Committee since 14 December.

measures to enhance the resilience of German credit
institutions and capping the maximum loan-to-

value ratio for properties being financed. BaFin took

this warning, among other things, into account in its
package of macro-prudential measures. This comprises
a countercyclical capital buffer of 0.75% of risk-weighted
assets on domestic exposures and a sectoral systemic
risk buffer of 2.0% of risk-weighted assets on loans
secured by residential property.®

In September 2022, the ESRB warned of vulnerabilities
in the EU financial system due to geopolitical tensions,
high inflation, interest rate rises and higher energy
costs. Among other things, it called on supervisory
authorities — in view of the resulting rise in credit risks —
to increase banks' resilience, urging the authorities not
to release any capital buffers at present.

Additional information on the ESRB’s work can be found
on its website. President Mark Branson represents BaFin
on the ESRB.

4.3 Work by global standard-setters

BCBS

In December 2022, the Basel Committee on Banking
Supervision (BCBS) published regulatory requirements
for the prudential treatment of crypto asset exposures.
Under the standard, banks are required to classify
crypto assets into two groups for the purposes of capital
requirements: those that meet a set of classification
conditions and those that fail to meet these conditions
(see Figure 3 on page 33). Among other things, the
classification conditions specify that certain redemption
rights must exist and that the issuers of the crypto assets
are subject to prudential supervision. The new rules
must be transposed into national law in the Member
States by 1 January 2025.

The BCBS provides detailed information about its

work on its website. Chief Executive Director Raimund
Roseler is a member of the Basel Committee on Banking
Supervision.

IAIS
In 2022, the International Association of Insurance
Supervisors (IAIS) assessed how the |AIS Holistic

ESRB

In February 2022, the European Systemic Risk Board
(ESRB) published a recommendation on vulnerabilities
in Germany's residential real estate sector. This drew
attention to the clear overvaluation of residential real
estate prices. It also recommended taking capital-based

Framework for Systemic Risk in the Insurance Sector had
been implemented. BaFin was one of ten supervisory
authorities that successfully passed the Baseline

6 See chapter I.1.2 for information on BaFin’s package of macro-
prudential measures.
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Assessment and the Targeted Assessment. The IAIS
recommended that the Financial Stability Board (FSB)
endorse the framework as a systemic risk monitoring
tool in the insurance sector.

The third round of the monitoring period for the
Insurance Capital Standard (ICS) was held. In addition,
climate change continued to be a major topic for the
IAIS in 2022. For example, the Association assessed the
risks associated with climate change and expanded its
sustainability capacity.

The IAIS provides detailed information about its work on
its website. Chief Executive Director Dr Frank Grund is a
member of the IAIS’s Executive Committee.

l10Ssco

Sustainability and crypto assets dominated the work of
the International Organization of Securities Commissions
(I0SCO) in 2022. Other topics on the agenda included
financial stability, non-banking financial institutions and
the effects of the COVID-19 pandemic.

IOSCO's call for action in November 2022 appealed for
good practices to be promoted to counter greenwashing
risk in relation to asset managers and ESG rating and

data providers. "ESG” stands for “environmental, social
and governance”.

|OSCO's Crypto Asset Roadmap for 2022-2023 laid the
foundations in 2022 for global regulation of the market
for crypto assets. IOSCO provides detailed information
about its work on its website. Chief Executive Director
Thorsten P6tzsch is a member of the IOSCO Board.

FSB

In 2022, the Financial Stability Board (FSB) focused
among other things on the regulation of non-bank
financial intermediaries (NBFIs), on digital innovations,
on financial risks arising from climate change, and on
improving the resilience and resolvability of central
counterparties (CCPs). The FSB followed BaFin's
suggestion and resolved to set up a new working group
in 2022. Its main task will be to review the efficiency of
the individual reforms implemented in past years in its
member jurisdictions at the FSB's recommendation.

Detailed information on the FSB's work can be found

on the FSB website. BaFin President Mark Branson is

a member of the FSB Plenary and of the FSB Steering
Committee group on Non-bank Financial Intermediation
(SCN).

Figure 3: Capital requirements for crypto asset exposures

Meets classification conditions

Tokenised traditional assets (Group 1a)
Stablecoins (Group 1b)

Capital treatment generally based on
existing Basel Framework

= Add-on for any observed
infrastructure weaknesses

Does not meet classification conditions

Tokenised
traditional assets
Stablecoins
Unbacked crypto assets

Meets hedge recognition
criteria (Group 2a)

Adapted market
risk rules with netting and
100% capital charge

Does not meet hedge
recognition criteria
(Group 2b)

1,250% risk weight

Group 2 exposure limit

Other applicable elements: operational risk, adapted liquidity requirements,
leverage ratio, large exposures, supervisory review and disclosure requirements

Source: Basel Committee on Banking Supervision, Prudential treatment of crypto asset exposures, December 2022.
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5 Contact point for
whistleblowers and
Market Contact Group

BaFin's contact point for whistleblowers gives the
latter a way of reporting potential failures to comply
with supervisory law. BaFin defines whistleblowers

as individuals who, as a result of their personal or
professional circumstances, have information about
potential failures to comply with supervisory law that
is not publicly known or accessible. The information
they submit can be very helpful and valuable for
financial supervisors, especially if it provides evidence
of any misconduct. BaFin investigates such reports
conscientiously and protects whistleblowers to the best
of its abilities.

The Market Contact Group (MCG) attached to the
contact point for whistleblowers serves as the contact
point for market participants such as short sellers and
analysts, as well as for academics and the media. These
and other experts often have valuable information
about market activities (see expert article on the BaFin
website). In isolated cases, the Market Contact Group
has also deliberately contacted market experts on its
own initiative and has obtained important information
as a result.

Change in the number of whistleblower reports

In 2022, BaFin's contact point for whistleblowers
received 1,666 submissions (previous year: 2,281).

A further 129 submissions were received via the
Market Contact Group (previous year: 50; the MCG
was only established in August 2021). The decrease

in the number of submissions received by the contact
point for whistleblowers is due among other things
to the fact that BaFin now addresses whistleblowers,
market participants and consumers even more
precisely on the contact point’s website and therefore
channels the flow of submissions from these better.

In addition — in contrast to the previous year — there
was no particular single event leading in 2022 to mass
submissions.

The contact point for whistleblowers examines and
assesses all submissions and then forwards them to the
divisions responsible for further handling. A total

of 403 reports received related to Banking Supervision,
710 to Securities Supervision (including Financial
Reporting Enforcement and Consumer Protection) and
77 to Insurance Supervision. BaFin's Resolution Sector
received 164 submissions relating to money laundering
prevention and 664 relating to the integrity of the
financial market. Reports that did not fall within BaFin's
area of responsibility were forwarded to the relevant
external bodies.

In 2022, the contact point for whistleblowers again
received a large number of reports about potentially
unauthorised business operations (567) and possible
cases of fraud (397). A large number of submissions
were also about consumer protection issues (148),
market manipulation (137) and potential infringements
of prospectus (118), anti-money laundering (108) or
organisational (73) requirements. Other common topics
for reports were crypto transactions (63) and potential
breaches of compliance rules (60).

6 Sanctions

In 2022, BaFin initiated a total of 200 administrative

fine proceedings (see info box on page 35). These
proceedings under the German Act on Breaches of
Administrative Regulations (Ordnungswidrigkeitengesetz)
were brought against issuers, credit institutions, insurance
undertakings, payment institutions, institutions engaged
in finance leasing and/or factoring,” and other legal
persons covered by the specialist supervisory legislation.
BaFin also instituted proceedings against the persons
responsible for these entities, where necessary, and

other natural persons. The proceedings were triggered

by violations of provisions of the following German acts,
among others, that are punishable by administrative fines:

= German Money Laundering Act (Geldwdschegesetz)
= German Investment Code (Kapitalanlagegesetzbuch)
= German Banking Act (Kreditwesengesetz)
= Benchmarks Regulation (Regulation (EU) 2016/1011)
= Market Abuse Regulation (Regulation (EU)
No 596/2014)
= German Insurance Supervision Act
(Versicherungsaufsichtsgesetz)
= German Securities Acquisition and Takeover Act
(Wertpapiererwerbs- und Ubernahmegesetz)

7 Section 1 (1a) sentence 2 nos. 9 and 10 of the German Banking Act
(Kreditwesengesetz).
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Definition
Measures or sanctions?

BaFin can take a large number of different measures
to protect the integrity of the financial market and
collective consumer interests; these are defined

in various specialised pieces of legislation. This
catalogue of measures enables BaFin to take

action against both legal entities, i.e. undertakings,
and natural persons. In addition to using classic
supervisory law measures, BaFin can also pursue
breaches of the law by imposing administrative fines.
It does this by instituting proceedings under the Act
on Breaches of Administrative Regulations.

= German Securities Trading Act (Wertpapierhandels-
gesetz)

= German Payment Services Act (Zahlungsdienste-
aufsichtsgesetz)

= German Payment Accounts Act (Zahlungskonten-
gesetz)

Total volume of administrative fines
BaFin imposed administrative fines totalling
€33,375,350 across all of its sectors in 2022.

At a glance

Administrative fines imposed
by BaFin

In 2022, BaFin imposed administrative fines
totalling €33,375,350.

= Total administrative fines of €9,111,000°
were attributable to Banking Supervision,
Resolution, Prevention of Money Laundering
and Insurance Supervision.

= Securities Supervision/Asset Management
imposed a total of €24,264,350 in
administrative fines.

8 Including compensation of €4,500,000 seized under a confiscation
order.

The two options for taking action differ in terms of
their objectives. Supervisory measures are intended
to avoid risks materialising. In other words, they
should be seen as preventive administrative actions
that do not necessarily have to be prompted by a
legal violation. Administrative fines, by contrast,
are sanctions (i.e. repressive administrative acts).
The word “repressive” is used because the law on
breaches of administrative regulations aims to
sanction breaches that have been established by
imposing fines. Another goal of sanctions is to
persuade the persons committing the breach to
comply with the legal provisions in future.

At a glance

New administrative fine
proceedings initiated by BaFin

BaFin initiated 200 new administrative fine
proceedings in 2022.

= Of this figure, 105 were attributable to Banking
Supervision, Prevention of Money Laundering
and Insurance Supervision.

= A total of 95° were attributable to Securities
Supervision/Asset Management.

Administrative fine proceedings initiated by
Securities Supervision

BaFin's Securities Supervision/Asset Management
Sector imposed administrative fines totalling roughly
€24,264,350 in the reporting period for violations of
capital markets law.’® A total of 95 were initiated, while
316 proceedings were still pending from the previous
year. All in all, the Sector completed 175 proceedings,
68 of them by imposing administrative fines.

9 These figures also include the figures given in chapter V.7.

10 This includes violations of the Securities Trading Act, the
Securities Acquisition and Takeover Act, the Capital Investment
Act (Vermdégensanlagengesetz), the Securities Prospectus Act
(Wertpapierprospektgesetz), Regulation (EU) No 1286/2014 (the PRIIPs
Regulation), Regulation (EU) No 236/2012 (the Short Selling Regulation),
Regulation (EU) No 600/2014 (MiFIR), Regulation (EU) No 2016/1011
(the Benchmark Regulation) and Regulation (EU) No 596/2014 (MAR).
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Administrative fine proceedings relating to

the supervision of undertakings

BaFin imposed a total of 283 individual administrative
fines in 2022 with respect to its supervision of
undertakings, or to be more precise its Banking
Supervision," Insurance Supervision and Money
Laundering Prevention operations. These fines related to
breaches of the provisions of the Money Laundering Act,
the Investment Code, the Banking Act and the Insurance
Supervision Act. The individual fines amounted in the
aggregate to €4,611,000. They were imposed on credit
institutions, payment institutions, institutions engaged
in finance leasing and/or factoring, and auditing firms,
among other entities, and — depending on the specific
facts of the case — also on the persons responsible

for these entities or on third parties commissioned to
perform certain tasks.

In one major case, BaFin imposed final administrative
fines totalling €3,751,000 on a credit institution due to
numerous delayed suspicious transaction and order
reports in the area of money laundering.

In addition, BaFin issued one confiscation order against
an e-money institution. As an incidental consequence
of the administrative offence, BaFin ordered the
confiscation of the proceeds of the offence relating to
the economic benefit generated from the offence in the
total amount of €4,500,000.

All'in all, 97 administrative offence proceedings relating
to the supervision of undertakings were completed.

7 Communications

Press enquiries

As in the past, BaFin received a large number of
enquiries from journalists in 2022. The most important
press topics were as follows:

= the consequences of the war in Ukraine for BaFin's
supervisory practice and the economic position of the
supervised companies,

= the stress test for less significant institutions and the
survey on the potential impact of increased interest
rates on banks' financial performance,

= events relating to VTB Bank (Europe), a bank with a
Russian parent,

= supervisory measures taken in relation to supervised
institutions and the deployment of special
commissioners,

= BaFin's package of macro-prudential measures, i.e.
the introduction of a countercyclical capital buffer and
a sectoral systemic risk buffer for loans secured by
residential property,

= the practices adopted by the banks in relation to the
opening of accounts for refugees from Ukraine,

= the crypto custody business and the crypto custody
licences issued by BaFin,

= the establishment and effectiveness of the new,
single-tier financial reporting enforcement process in
Germany,

= the accusations of greenwashing levied against
individual asset management companies,

® consumer protection issues: premium-aided savings
plans, changes to general terms and conditions of
business, and securities account transfers,

= the discussion about banning payment for order flow,

= the assessment by the Financial Action Task
Force (FATF) of Germany's anti-money laundering
regulations and their practical implementation, and
the impact of the assessment on BaFin'?,

= the observance of know-your-customer rules by
obliged entities under anti-money-laundering law,

= warnings issued by BaFin to companies conducting
unauthorised business,

= the situation of life insurers and Pensionskassen in
the low interest rate environment and the impact on
insurance undertakings of the trend reversal in interest
rates,

= the impact of inflation on insurance undertakings, and
in particular on property insurers,

= the BaFin Guidance Notice on business conduct
supervision aspects of endowment insurance policies

= and considerations regarding BaFin's sustainable
finance rules.

Social media

BaFin expanded its social media presence in 2022. Since
the official launch of its LinkedIn profile in February
2022 and its Twitter profile in May 2022, BaFin has been
using these channels to provide regular information

on current topics ranging from finance through to
consumer protection, and to maintain a dialogue with
the community.

BaFin acquired a total of approximately 14,900 new
LinkedIn followers in 2022, and roughly 2,700 new
followers overall on Twitter since it launched its account

11 See chapter 111.3.1.3 for the Banking Supervision measures.

12 See chapter VII.2.5 for information on the FATF.
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there in May. It also prepared to set up other social
media channels such as Mastodon in 2022.

Events

BaFin offered a wide range of events in 2022, as in
previous years. These included established series

of events such as the Annual Insurance Supervision
Conference and the Forum on White-collar Crime, which
were held in person again. The second Sustainable
Finance Conference was also held, this time as a hybrid
event. BaFinTech took place for the fifth time — and

was co-hosted by the Deutsche Bundesbank for the

first time. One new digital offering in 2022 was the IT_
Supervision of Insurers event. The Consumer Protection
Forum in November 2022 also used a digital format. The
Combating Money Laundering and Terrorist Financing
Symposium was the last event to take place in 2022.

Publications

BaFin published more than 550 notifications about
unauthorised business activities, measures and
consumer protection topics on its website in 2022.
BaFinJournal — one of BaFin’s core publications — has
appeared in HTML format rather than as a monthly
PDF since May 2022. This reflects the wish expressed
by many readers to be informed of current topics in a
timely manner. Other benefits of the new format are
that BaFinJournal is now largely barrier-free and can
be accessed more easily across different devices. BaFin
circulates a monthly overview of links to the topics

addressed in BaFinJournal.

"Risks in BaFin's Focus 2022" is a new report that was
published on BaFin’s website for the first time in 2022,

replacing the previous "Supervisory Priorities”. “Risks in
BaFin's Focus” addresses the risks that pose the greatest

threats to the stability and the integrity of the financial
markets in Germany. It also details the measures taken
to contain these risks."

BaFin's Annual Report 2021, which was published in
2022, provided information on its activities during the
reporting period. 2022 also saw the publication of the
activity report for BaFin's Arbitration Board.

13 See chapter | for information on the Risks in BaFin's Focus.
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financial services providers
and payment institutions



1 Bases of supervisory
practice

Amending Regulation for Pfandbrief Legislation
On 7 October 2022, BaFin announced its

Amending Regulation for Pfandbrief Legislation
(Pfandbriefrechtliche Anderungsverordnung). This
involved the issuance of a Pfandbrief Reporting
Regulation (Pfandbrief-Meldeverordnung) plus
amendments to the other Pfandbrief regulations.

The new rules serve among other things to implement
the Covered Bonds Directive and to amend the

legislation in line with the changes to Article 129 of the

Capital Requirements Regulation (CRR).

Amendment to the Reports Regulation under the
German Banking Act

Following the entry into force of the Reports Regulation
under the German Banking Act (Anzeigenverordnung
nach dem Kreditwesengesetz) on 29 November 2022,

it is now mandatory to submit outsourcing reports
electronically via the reporting and publishing platform
(MVP). This offers a new specialised procedure for this,
“Reporting outsourcing”.
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New Holder Control Regulation

A revised version of the German Holder Control
Reqgulation (Verordnung tiber die Anzeigen

nach § 2c des Kreditwesengesetzes und § 17 des
Versicherungsaufsichtsgesetzes) entered into force

on 28 December 2022. The changes to the Holder
Control Regulation reflect amendments to the Banking
Act and the German Insurance Supervision Act
(Versicherungsaufsichtsgesetz) triggered by the German
Risk Reduction Act (Risikoreduzierungsgesetz), plus

guidelines from the European Supervisory Authorities.

General administrative act on the countercyclical
capital buffer

As of 1 February 2022, BaFin used a general
administrative act to raise the countercyclical capital
buffer from zero to 0.75% of risk-weighted assets.” The
buffer must be applied with effect from 1 February 2023.
The objective was to strengthen the resilience of the
German banking sector as a precautionary measure.

Circular on the Capital Requirements Regulation
(net stable funding ratio)

On 1 August 2022, BaFin published a Circular explaining
how institutions should apply selected articles of the

1 See chapter 1.1.2 for information on BaFin's countercyclical capital buffer.
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Capital Requirements Regulation. The Circular addresses
the treatment of off-balance sheet products when
calculating the net stable funding ratio (NSFR) and the
simplified net stable funding ratio (sNSFR).

Circular on Reporting Serious Payment Security
Incidents

Circular 03/2022 (BA) on reporting serious payment
security incidents entered into force on 1 October 2022.
It replaces the previous circular that dated from 2018.
In it, BaFin has amended the criteria for reportable
operating or security incidents. The objective is to
ensure that more incidents that are relevant for the
Supervisory Authority are reported, and that fewer
irrelevant ones are.

Guidance Notice on account access interfaces
(PSD2/ZAG)

On 18 February 2022, BaFin published a Guidance
Notice on account access interfaces entitled “Granting
of an exemption from the requirement to provide an
emergency mechanism pursuant to Article 33(6) of
Delegated Regulation (EU) 2018/389". The background
to this is that account-holding payment service
providers under the Payment Services Directive 2

(PSD2) or the German Payment Services Act (Zahlungs-
diensteaufsichtsgesetz) are obliged to provide an
interface for payment initiation and account information
service providers. The guidance notice does not contain
any new regulatory requirements. Rather, BaFin is simply
ensuring that its administrative practice is transparent.

Guidance Notice on payment transactions in bricks-
and-mortar travel agency Sales (PSD2/ZAG)

On 28 July 2022, BaFin published a Guidance Notice
on the supervisory treatment of certain payment
transactions in bricks-and-mortar travel agency sales.
The notice does not contain any new regulatory
requirements. Rather, in it BaFin classifies certain
business transactions occurring in bricks-and-mortar
travel agency sales from a supervisory perspective.

2 German institutions
directly supervised by
the ECB

In 2022, 22 German groups of institutions (including
their subsidiaries) had been classified as significant
institutions (Sls). As a result, these were directly

supervised by the European Central Bank (ECB) within
the Single Supervisory Mechanism (SSM - see info
box). BaFin was involved in the supervision of these
institutions through the SSM's Joint Supervisory
Teams (JSTs).

At a glance

Supervision in the Single
Supervisory Mechanism

When the Single Supervisory Mechanism

(SSM) was launched in November 2014, the
European Central Bank (ECB) took over the
direct supervision of those banking groups

that had been classified as significant. A Joint
Supervisory Team (JST) is responsible for each

of these significant institutions (Sls). In addition
to ECB employees, the teams include staff

from BaFin and the Deutsche Bundesbank. The
number of members on each JST and the latter's
composition vary depending on the size and
complexity of the banking group concerned.
The JSTs are headed by JST coordinators from
the ECB. The core JST for each of the supervisory
teams for German Sls consists of the JST
coordinator plus one local coordinator each from
BaFin and the Deutsche Bundesbank.

3 Institutions directly
supervised by BaFin

3.1 Creditinstitutions directly supervised
by BaFin

At the end of 2022, BaFin supervised a total of 2,621
institutions (see Table 1 on page 41). Of these, 50 were
directly supervised by the ECB, although BaFin was
involved in their supervision via the Joint Supervisory
Teams. A total of 1,217 of the institutions directly
supervised by BaFin were less significant institutions
(LSls).

3.1.1 Risk classification
BaFin and the Deutsche Bundesbank prepare an annual

risk profile for all less significant institutions under their
direct supervision (see Table 2 on page 42). This is based
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Table 1: Institutions under German supervision in 2022

As at 31 December 2022

Credit Institutions 1,384
Of which CRR credit institutions*+ 1,269
Of which Sls+++ 50

Of which LSIs**+ 1,217

Other credit institutions*** 41

Of which development banks+ 15

Housing enterprises with savings schemes+ 47

Third-country branches+ 27

Payment institutions and e-money institutions+ 81
Investment firms****+ + 738
Financial services institutions***** 418
Of which Finance leasing and factoring institutions+ 399
Institutions supervised by BaFin 2,621

* Two of these CRR credit institutions were neither Sls nor LSIs. “CRR" stands for the “Capital Requirements Regulation”.

*k

*kk

Two of these credit institutions provide financial market infrastructures and are therefore supervised by BaFin's Securities Supervision Sector.
Including KfW. One of these credit institutions is supervised by BaFin’s Securities Supervision Sector.

****  Two of these investment firms are supervised by BaFin's Banking Supervision Sector.
#*++% This comprises institutions in financial services institutions Groups IV and V (finance leasing and factoring institutions) and crypto custodians.

+ Supervised by BaFin's Banking Supervision Sector.

++ Supervised by BaFin's Securities Supervision/Asset Management Sector.

+++ Supervised by the ECB. These are German Sls and the subsidiaries of foreign Sls that are active in Germany.

Source: BaFin

on European Banking Authority (EBA) guidelines for the
supervisory review and evaluation process (SREP). The
ECB builds on these guidelines to publish the SSM LSI
SREP methodology, thus ensuring a uniform procedure
for LSIs in the SSM. The methodology is continuously
enhanced.

As in the past, BaFin uses two dimensions to classify
institutions: the quality of the institution, which ranges
from 1 (very good) to 4 (poor), depending on the SREP
score, and the potential impact on the stability of the
financial sector of a solvency or liquidity crisis at the
institution concerned. The impact dimension, which
was revised in 2022, is also ranked on a scale from | to
IV (low to high impact). For example, the SNCI (“small
and non-complex institution”) criterion is included in
the classification process for impact dimensions | and II.
This takes the issue of proportionality into account to

a greater extent, and the number of institutions in the
individual categories clearly shifted away from impact
level Il (medium-low) and towards impact level | (low) as
at the end of 2022.

BaFin bases the intensity of the supervisory programme
on its overall assessment of the quality and impact
dimensions: elements covered include the periods
between inspections, the frequency of supervisory
discussions, the SREP capital determination cycle and
the level of granularity to be adopted in the annual risk
analysis.

3.1.2 Special inspections

In 2022, BaFin was unable to conduct a normal
inspection cycle because of the COVID-19 pandemic.
Special inspections were largely performed off-

site at the beginning of the year, with more on-site
inspections being held as the year progressed. BaFin
is now successively conducting the special inspections
that were postponed during the COVID-19 pandemic.
This represents a challenge given the continuing

large number of inspections required. As a result,

the Supervisory Authority will also be using other tools,
such as audit focuses pursuant to section 30 of the
Banking Act and supervisory visits, to gain insights.
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Table 2: Risk classification results for LSls in 2022*

As at 31 December 2022

Institutions in %

Quality

Risk matrix . 2

3 . Total

High 0.0 0.7 0.7 0.0 14
‘g Medium 12 8.4 3.1 0.7 134
_g- Medium-low 2.3 173 5.0 0.2 24.8
Low 33 44.8 12.2 0.1 60.4
Total 6.8 71.2 21.0 1.0 100.0

* This table shows the LSIs supervised by the Banking Supervision Sector.

Source: BaFin

Special inspections comprise both routine and ad hoc
inspections. The topics covered are selected using a
risk-driven approach on the basis of the joint BaFin—
Deutsche Bundesbank supervisory strategy.

In 2022, most inspections were performed in the
cooperative sector, even though the inspection ratio
for other groups of institutions was higher due to large
number of cooperative banks (see Table 4 on page 43).

Table 3: Breakdown of special inspections of LSls in
2022 by areas of emphasis*

As at 31 December 2022

2022 2021
Impairment-related special 21 2
audits
Section 25a(1) of the Banking 82 94
Act (MaRisk)
Cover 4 2
Market risk models
IRBA (credit risk measurement) 7 8
AMA (operational risk
measurement)
Liquidity risk measurement 1
Total 115 106

*  This table relates to less significant institutions (LSIs) under the

supervision of the Banking Supervision Sector. “IRBA” stands
for “Internal Ratings-Based Approach” and "AMA" stands for
"Advanced Measurement Approach”.

Source: BaFin

Where BaFin orders a special inspection, it takes

the institution’s risk classification into account.
Comparatively more inspections take place at lower-
quality institutions and institutions with a higher impact.
Table 5 on page 43 shows the breakdown by risk class of
the special inspections of LSls initiated by BaFin in 2022.

3.1.3 Objections and measures

The Banking Supervision Sector imposed a total of

988 objections and measures in 2022 (see Table 6 on
page 44).2 The number in the year before was 214

(2020: 534; 2019: 665), since BaFin used the flexibility
offered by the regulatory framework to temporarily adapt
its supervisory requirements in response to the pandemic.
As a result, either fewer infringements were seen in the
areas of own funds, liquidity levels and compliance with
the rules for large exposures in 2021 or BaFin did not
object to them in the exceptional circumstances caused
by the pandemic. The Supervisory Authority abolished
the temporary relief measures again in 2022. The number
of measures taken increased even as against 2019, when
a total of 665 were recorded. This particularly reflects
the SREP capital determination processes, which were
postponed in 2020 due to the pandemic but which have
been performed successively for all LSIs since 2021.

3.1.4 Situation of the groups of credit
institutions

The economic position at all groups of credit institutions
in 2022 was largely dominated by the rise in interest
rates and the war in Ukraine. Other challenges for the

2 See chapter 1.6 for information on sanctions.
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Table 4: Breakdown of special inspections of LSIs in 2022 by groups of institutions

As at 31 December 2022

Commercial banks  Savings bank sector  Cooperative sector  Other institutions
Impairment-related special audits 6 5 10 m
Section 25a(1) of the Banking Act 19 26 36 1
(MaRisk)
Cover 4

Market risk models

IRBA (credit risk measurement) 4 3

AMA (operational risk measurement)

Liquidity risk measurement 1
Total 29 36 46 4
Inspection ratio in %* 271 10.0 6.3 20.0

*  The ratio of the number of inspections to the number of institutions in each group of institutions. The institutions concerned are the LSIs
supervised by BaFin's Banking Supervision Sector.
Source: BaFin

Table 5: Breakdown by risk class of the special inspections of LSls initiated by BaFin in 2022

As at 31 December 2022

Special inspections Quality of the institution
initiated by BaFin
2 3 Total Institutions*
in %

High 4 1 5 29.4

S Medium 12 12 2 26 16

o

£ Medium-low 2 13 9 1 25 8.3
Low 1 30 16 47 6.4
Total 3 59 38 3 103 8.5
Institutions in %" 3.6 6.8 15.0 27.3 8.5

* Percentage of the total number of institutions in the respective quality/impact category accounted for by the inspections.
Source: BaFin

institutions were the consequences of the COVID-19 Banks increased their lending standards in line with
pandemic, global supply chain problems, muted private the general environment. Nevertheless, credit growth
consumption, high inflation rates and a sharp rise in continued overall in 2022. Credit defaults remained
energy prices. BaFin activated the countercyclical capital within manageable limits. However, the relevant risk
buffer and sectoral systemic risk buffer® in order to indicators rose towards the end of 2022: institutions
increase the resilience of the institutions in this difficult with borrowers directly impacted by the war in Ukraine
market environment.* experienced defaults in isolated cases. What is more, real

estate lending ebbed due to rising interest rates and the
jump in construction costs (see Figure 4 on page 44). An

aggravating factor was that personal incomes ultimately

3 See chapter I.1.2 for information on BaFin’s package of macro- failed to keep pace with inflation.
prudential measures.

4 For information purposes: The additional capital requirements took
effect in full as of 1 February 2023.
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Table 6: Supervisory law objections and measures under the Banking Act in 2022

As at 31 December 2022

Commercial Savings Cooperative Other Non-CRR Total
Type of measure banks bank sector institutions  credit
sector institutions*

Substantial objections/letters 34 15 21 2 4 76
Measures against Dismissal requests 0
managers

Cautions 8 0 0 0 0 8
Measures against Dismissal requests 0
members of
supervisory/ Cautions 1 0 0 0 0 1
administrative
boards
Measures relating to own funds/liquidity, 66 242 521 10 34 873
exceeding the large exposure limit
(sections 6¢ and 10(3) of the Banking Act,
Art. 396(1) of the CRR)
Measures in accordance with section 25a of the 11 0 0 0 1 12
Banking Act
Sanctions in accordance with sections 45, 45b 16 2 0 0 0 18
and 46 of the Banking Act**
Total 136 259 542 12 39 988

* Including KfW.

** Measures to improve own funds and liquidity (section 45 of the Banking Act), in the case of organisational deficiencies (section 45b of the
Banking Act) and in the case of specific danger (section 46 of the Banking Act).

Source: BaFin

Figure 4: Residential building loans (new business)
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In addition, the higher interest rates in 2022 led in some
cases to substantial measurement losses in institutions’
securities portfolios. These losses are often temporary
and accounting-driven, since the impairment was caused
by the interest rate rise and not by increased credit

risks. If the securities are held to maturity, the current
measurement losses will be matched by corresponding
measurement gains.

According to preliminary figures, the average Common
Equity Tier 1 capital ratio for credit institutions in 2022
was 17.4% (previous year: 17.2%)°. Consequently, the
institutions exceeded the regulatory requirements
overall.

Private, regional and specialist banks

Since private, regional and specialist banks generally
have a national focus, the war in Ukraine only impacted
them directly in isolated cases. However, there is a
danger of second-round effects: in particular, the
consequences of inflation could lead to loan defaults.
Rising energy costs impacted these banks’ customers —

who are extremely heterogeneous — to different degrees.

The institutions attempted to assess the extent to which
they were affected in dialogue with their clients. This
process was still ongoing at the end of 2022.

5 See Table 1: Key figures at a glance on page 11.

Figure 5: Number of savings banks in 2022*

Furthermore, institutions with especially innovative
business models are attempting to establish themselves
on the market while at the same time also turning a
profit. However, the increasingly complex economic and
supervisory requirements cannot always be mastered with
lean structures.
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The rise in key interest rates in 2022 offered savings
banks and cooperative banks opportunities for higher
margins on lending and higher interest rates on their
proprietary investments. At the same time, however,
they were faced with rising funding costs. Banks' balance
sheets are only likely to benefit from the interest rate
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were considerable in some cases — generally had a
larger effect in 2022. The need to recognise substantial
impairment losses on the institutions’ proprietary fixed-
interest financial instruments was largely due to the sharp
rise in market interest rates. However, a deterioration

in the credit quality of Russian issuers in particular also
played a role in a few isolated cases.

The interest rate environment, the enormous competitive
pressure in the banking sector and the changing
competitive conditions caused by digital transformation
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banks in 2022. In addition, smaller institutions in
particular are suffering increasingly from the shortage of
specialist staff.
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Figure 6: Number of cooperative banks in 2022
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Institutions expect the market environment to become
even more difficult in the short term and therefore
continued their attempts to cut costs — e.g. by closing
branches — and further enhance their efficiency. Mergers
led to the number of savings banks falling from 370 to
361 in 2022 (see Figure 5 on page 45), while the number
of cooperative banks fell from 770 to 733 (see Figure 6).

Savings banks and cooperative banks lifted their
operating profits despite the difficult environment.
However, operating results after valuation were down
clearly year-on-year due to high impairment losses, as
has been anticipated. Nevertheless, institutions were
able to maintain their profits for the period after tax at a
constant level.

Bausparkassen

Rising interest rates had a positive impact on the
position of Bausparkassen in 2022. New business
expanded significantly throughout the sector in 2022,
since customers are securing the relatively low interest
rate levels on loans that are locked in to the current
Bauspar plans. Bauspar customers also drew down
substantially more Bauspar loans than in previous
years, since the higher market interest rates made these
attractive again in their opinion. Overall, the low level of
interest on deposits for the Bauspar plans currently on
offer and higher sales of Bauspar loans had a positive
effect on the institutions’ financial performance.

Landesbausparkassen in the west, south and north-
east of the country continued their merger plans,
which are expected to lead to a drop in the number of
Bausparkassen from 18 to 15 in 2023.

Pfandbrief business

Once again, Pfandbriefe proved to be sound financial
products in a crisis-afflicted 2022. The number of
Pfandbrief banks remained more or less stable, at 83

as at the year-end. New challenges for the institutions
resulted from the changed interest rate environment as
well as higher material costs and supply bottlenecks in
the property market.

All in all, Pfandbriefe with a total volume of €85.2 billion
were sold in 2022 (see Table 7 on page 47).

At €389.6 billion, the total volume of outstanding
Pfandbriefe was again higher in 2022 than in the
previous year (see Table 8 on page 47).

Amendments to the German Pfandbrief Act (Pfandbrief-
gesetz) came into force on 8 July 2022, while the
Amending Regulation for Pfandbrief Legislation took
effect on 7 October 2022, as mentioned above. The
amendments are unlikely to have any significant effects
on future issuing activities by Pfandbrief banks.
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Table 7: Gross Pfandbrief sales in 2022 (in € billion)

Year Mortgage Public-sector Total sales
Pfandbriefe* Pfandbriefe

2018 43.2 72 50.4

2019 437 11.2 549

2020 40.6 17.8 58.4

2021 44.2 18.0 62.2

2022 71.5 13.7 85.2

* Including ship and aircraft Pfandbriefe, although these represent
niche products.
Source: BaFin

Table 8: Outstanding Pfandbriefe in 2022 (in € billion)

Year Mortgage Public-sector Total volume
Pfandbriefe* Pfandbriefe outstanding
2018 230.5 1341 364.6
2019 237.2 122.6 359.8
2020 2424 1209 363.3
2021 257.6 123.5 381.1
2022 280.2 1094 389.6

* Including ship and aircraft Pfandbriefe, although these represent
niche products.
Source: BaFin

Foreign banks

In 2022, the supervision of foreign banks, credit
institutions and branches with parent banks domiciled
abroad focused on their links with their home groups,
which in some cases were too close. In such cases the
independence of the institutions concerned suffers,
which can negatively affect their business organisation.
In 2022, the main topics addressed were internal transfer
pricing, booking model design and the associated risk
management processes.

The performance of certain institutions was impacted
by political developments in their home countries —
and by the resulting threat, or actual implementation,
of sanctions. The economic situation in their home
countries also negatively affected a number of
institutions. Examples of this in 2022 included banks in
Russia and Iran.

Developments in Russia hit VTB Bank (Europe) SE
particularly hard. BaFin took a number of measures to
shield VTB Bank (Europe) SE from its owner, VTB Bank,
Saint Petersburg, which is subject to sanctions within
the EU. Among other things, BaFin prohibited the latter

from exercising its voting rights, which were transferred
by court order to a voting trustee. As a flanking
measure, BaFin forbade VTB Bank (Europe) SE to make
payments or other asset transfers for the benefit of
VTB Group companies. As a result, VTB Bank (Europe)
SE was able to wind down its business in an orderly
fashion.

3.2 Payment institutions and e-money
institutions

BaFin granted five authorisations under the

German Payment Services Supervision Act
(Zahlungsdiensteaufsichtsgesetz) in 2022. Consequently,
a total of 81 institutions had been authorised or
registered as providers of payment services or e-money
business operators in Germany at the end of 2022.

BaFin's ongoing supervisory activities focused

primarily on ensuring the due and proper business
organisation of payment institutions and e-money
institutions. BaFin performed a total of four audits at
the institutions it supervises. One focus of the audits
was on compliance with the Supervisory Requirements
for IT in Payment Services and Electronic Money
Institutions (Zahlungsdiensteaufsichtliche Anforderungen
an die IT — ZAIT) dated 16 August 2021. These set out
the supervisory requirements for the proper conduct

of business in relation to the use of information
technology, and to cyber security. Other audit focus
areas were the general requirements for proper business
organisation and the requirements relating to the
outsourcing of IT activities and IT processes.

As a follow-up to a special inspection that it had ordered
in 2021, BaFin fined one institution €350,000” and
ordered additional supervisory measures.

On the one hand, BaFin is observing an ongoing stream
of new companies entering the market. At the same
time, as in the previous year, it is seeing a trend towards
consolidation in the form of cross-border takeovers and
mergers. A total of 11 new applications for authorisation
and registration were received in 2022, compared to 21
in the previous year.

6 For information purposes: The Extraordinary General Meeting at the
end of March 2023 passed a company law resolution to liquidate the
bank.

7 See chapter 1.6 for information on sanctions.
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3.3 Financial services institutions: finance
leasing and factoring institutions

The particular challenges of 2022 — disrupted supply
chains, the war in Ukraine, the hike in inflation and

the subsequent rapid rise in interest rates — depressed
German businesses’ investment appetite and hence also
the leasing sector. New leasing business declined by 4%
year-on-year in the first half of the year.

By contrast, the factoring market — which is not directly
dependent on capital expenditure by companies —
accelerated its growth. Factoring revenue jumped more
than 24% year-on-year in H1 2022.

Audits of annual financial statements pursuant to section
30 of the Banking Act revealed a variety of deficiencies
at the audited institutions in 2021. As a result, one focus
of BaFin's work in 2022 aimed to establish whether

the institutions had remedied these shortcomings. The
background to the hearing on the termination of an
authorisation set out in Table 9 was the unreliability

of the management and its failure to meet fit and

proper requirements, along with the unreliability of the
institution’s owner.

3.4 Crypto custody business

The market environment for crypto assets was
challenging for both providers and investors alike in
2022. Developments were dominated by large drops in
the price of crypto assets and considerable uncertainty.

In 2022, BaFin granted two authorisations to conduct
crypto custody business under section 32 (1) of the
Banking Act. This brings the total number of crypto
custodians with such an authorisation to five. Seven
new applications for authorisation were submitted in
2022 despite the significantly more challenging market.
However, a number of providers also withdrew their
applications for authorisation. BaFin refused to issue an
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